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STRENGTHENING DEPARTMENTAL MANAGE-
MENT WITHIN THE FEDERAL GOVERNMENT

TUESDAY, MAY 9, 1995

HoOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON GOVERNMENT MANAGEMENT,
INFORMATION, AND TECHNOLOGY,
COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT,
Washington, DC.

The subcommittee met, pursuant to notice, at 2 p.m., in room
311, Cannon House Office Building, Hon. Stephen Horn (chairman
of the subcommittee) presiding.

Present: Representatives Flanagan, Davis, Maloney, and Owens.

Staff present: J. Russell George, staff director; Mark Brasher,
professional staff member; Andrew G. Richardson, clerk; Wallace
Hsueh, staff assistant; Ron Stroman, minority deputy staff director;
Don Goldberg, minority assistant to counsel; Dave McMillen and
Matt Pinkus, minority professional staff members.

Mr. HORN. A quorum being present, the Subcommittee on Gov-
ernment Management, Information, and Technology will come to
order. We're meeting to look at how we might strengthen the man-
agement of Federal executive departments and agencies.

Good government management is the largest part of this commit-
tee’s reason for being. Our objective is to exploit and replicate past
Lnax}’x{agement successes, while learning from and avoiding past set-

acks.

We have heard much about reforming government. We recognize
the urgent need to get on with restoring American taxpayers faith
that their government can and will be made more effective, as well
as more efficient. We accept the challenge to cut government size,
while preserving its most needed and useful capabilities. We will
continue the government’s diet to keep the muscle and lose the fat.

Congress and the administration have pursued separate efforts
toward improving Federal Government management. In the 1983
National Performance Review, the administration, led by Vice
President Gore, examined current management control systems
and suggested ways to make them more flexible and responsive.
Congress, for its own part, has tried to do much the same thing
with laws such as the Chief Financial Officers Act of 1890, and the
Government Performance and Results Act of 1993. They started
here in what is now the Government Reform and Oversight Com-
mittee, which oversees all government operations,

Through this hearing and in more to follow, we want to bring to-
gether the best of private and public sector experience, wisdom,
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and leadership to bear on recasting the mold for a lean and produe-
tive executive branch within the Federal Government.

With us today are several distinguished agency alumni with ex-
tensive public management service. Most of them have managed
organizations in the midst of dramatic restructuring. We're de-
lighted that so many of you have taken the time to share your wis-
dom with us this morning and this afternoon.

[The prepared statements of Hon. Carolyn B. Maloney and Hon.
Frank Mascara follow:]

PREPARED STATEMENT OF HON. CAROLYN B. MALONEY, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF NEW YORK

Thank you Mr. Chairman. The subject of this hearing is an important one. Man-
agers are the linchpin in any organization. They do not do the work, and usually
they do not set the policy. But if they are not there, in more cases than not, the
work does not get done.

Managers are especially important in service organizations like the government
where coordination and communication are paramount. In fact, when governments
get into problems, it is often not because the people on the front line are not work-
ing. It is because those responsible for organizing the work have made mistakes.
Qften these mistakes are the result of either poor training or no training at all.

The failure of management training is most obvious in procurement and contract-
ing. All too often what is called bad government is really bad procurement.

Most of us are aware of the procurement problems that brought us the $400 ham-
mer. Most people have also heard of the procurement and contracting problems with
the B-2 bomber, which went from $500 million to $2 billion per plane. But these
are just the tip of the iceberg. Throughout the government millions of dollars are
wasted through bad procurement and contracting.

1 conld sit here all day citing examples of wasteful procurement and contracting.
But that will not solve anything, and after a while it gets pretty disheartening.

I am a co-sponsor of Mrs. Colling’ Value-Engineering bill, and agree that we need
to change the way we approach managing the Federal government. But, in the area
of procurement more focused action is needed. Consequently, I am writing legisla-
tion to improve the procurement workforce of Federal civilian agencies.

The bill, which I plan to introduce soon, will increase the qualifications and train-
ing of those managing government procurement and contracting. If we improve the
quality of our workforce, we will improve the quality of service to the public. The
best way I know to improve the quality of the workforce is to hire good people and
then give them the training they need to improve.

My legislation has six key provisions. It would:

1. Make senior executives responsible and accountable for improving the pro-
curement workforce;

2. Set standard qualifications for entry into the procurement workforee, and
stress standards which emphasize judgement as well as education;

3. Establish a set level of funding for training which cannot be diverted to
other activities;

4. Set training standards which focus on building business management and
judgement skills;

5. Establish an intern program in conjunction with cooperative education pro-
grams, and provide for agency sponsored scholarships; and,

6. Provide a legislative mandate for strong leadership in the Office of Federal
Procurement Policy to promote procurement professionalism in all Federal
agencies.

The National Performance Review has made the point that investment in the Fed-
eral workforce is essential for reinventing government. My legislation goes one step
farther in specifying the need for investment in training and qualifications.

If we hire qualified employees, give them the.training they need to keep up with
changes in their job, and give them a structure, like value engineering, within which
to do their job, we will go a long way towards making the government work better
and cost less.

Thank you Mr. Chairman.
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PREPARED STATEMENT OF HON. FRANK MASCARA, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF PENNSYLVANIA

Thank you Mr, Chairman,

As a former county commissioner who daily managed hundreds of local, State and
Federal programs, I think I know a thing or two about government management.

I tend to concur with the points GAO will make this afternoon, namely that to
operate efficiently, a program must above all else be well-defined. Moreover, those
responsible for its operation must have a definite way of measuring performance
antf success.

As an accountant, I also demanded a strong system of cost controls and the best
technology we could afford to keep track of the program’s records and data.

Most importantly, we also had to empower our work force and give them the tools
and flexibility neeged to get the job done and to get it done right.

It is evident that Congress has long been interested in management issues and
through enactment of & variety of legislation over the past decade taken some major
steps to improve the quality of management in the Federal ranks.

In fact, it is clear ?:hat much of this effort has laid the ground work for the on-
going reinventing government efforts being so ably lead by Vice President Gore.

Wﬁile 1 am very interested in today’s testimony, I hope we are not going to make
scapegoats out of the usual suspects—political appointees, middle managers and the
Office of Management and Budget.

As | have stated previously, | am more concerned that the wholesale dismantling
of departments and agencies being advanced by my republican colleagues will make
this whole discussion irrelevant.

I think we would all be better off if we let these department and agencies work
through their reorganization efforts and more precisely define their missions and
goals. We would end up with a more fined-tuned government that would truly help
and serve its citizens.

1 am afraid that if we continue down the road my Republican colleagues want to
lead us, we will be left with nothing but a shell of a government. And 1 do not think
that is what the American public wants or expects.

Mr. HoRrN. Subcommittees of the House Government Reform and
Oversight Committee will swear in their witnesses as a matter of
course and tradition for this committee.

So I ask those witnesses that are on panel I, the Honorable Tom
Glynn, Deputy Secretary of the Department of Labor, and the Hon-
orable George Murfioz, Assistant Secretary for Management and
Chief Financial Officer of the Treasury, if you would come forward
and raise your right hands to take the oath, the committee would
appreciate it.

Apparently, Mr. Muiioz is going to be late. We'll swear him in
separately.

{Witness sworn.]

Mr. HorN. Thank you very much. The clerk will note that Sec-
retary Glynn affirmed the oath.

Welcome. We're delighted to have you here. Our usual procedure
is to limit testimony to about 5 minutes. We would appreciate a
summary of your statement. Your complete testimony will be in-
serted at this peint in the record, and that will be done with the
other witnesses automatically.

So feel free to go ahead in any manner you would like to pursue
it, and then that %eaves us moere time for questions.

STATEMENT OF TOM GLYNN, DEPUTY SECRETARY, DEPART-
MENT OF LABOR; AND GEORGE MUNOZ, ASSISTANT SEC-
RETARY FOR MANAGEMENT/CHIEF FINANCIAL OFFICER, DE-
PARTMENT OF THE TREASURY

Mr. GLYNN. Thank you, Mr. Chairman. I have been informed
that Mr, Murioz is on the way, and he’ll be here in a few moments.
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I want to just begin by thanking the committee for not only my
opportunity to appear this afternoon but also for organizing this se-
ries of hearings to try to make more deliberative a lot of the central
questions facing both the executive and the legislative branch
about the organization of the executive branch.

I think the hearing last week and the ones in the weeks to follow
will help shed considerable light on some very sensitive and com-
plicated issues.

I come to the committee today with a background in State and
Federal management. I served in a couple of posts in the Carter
administration. And then in the Commonwealth of Massachusetts,
I was the deputy welfare commissioner, and 1 ran the subway sys-
tem.

And then I moved on to become the chief financial officer at
Brown University and currently am the chief operating officer at
the Department of Labor.

I do have a couple of charts I want to try to run through very
quickly. I apologize to the people in the audience, because it’s going
to be a little hard for some people to see in each instance.

I thought I would begin the topic today by trying to address the
question of what I inherited when I arrived at the Department of
Labor on January 20, 1993, what was the organizational culture
tgat I was managing against. And there were four key aspects of
this,

The first one was that the Department of Labor during the
198¢’s had been reduced by about 25 percent. We had a large num-
ber of RIFs during the 1980’s; so that the organization was very
organized around doing RIFs.

The second kind of element of the Department was we had gone
through a lot of management processes. We had gone through
TQM; we had gone through quality circles; and we had gone
through customer service. So there’s a certain kind of cynicism
about the reinvention effort at the beginning as the latest flavor of
the month.

The third aspect of the Department of Labor in January 1993
was this skepticism about how long political appointees would last.
And in conjunction with this, I did a little bit of research. There
have been 26 Deputy Secretaries of Labor since 1913. And in my
2 years on the job, I have already outlasted 13 of them.

What's interesting about this is that over the last 17 years, the
average tenure has been 1 year and 11 months, which kind of fits
what we have all come to read about. But ironically, if you go back
to the beginning, 1913, the average tenure for the 26 Deputy Sec-
retaries is 2 years and 3 months,

So the idea that recently we have had a lot of turnover but in
the good old days, people stayed for a long time does not seem to
be the case, at least in this one position at this one agency.

The last element of the Department of Labor culture was, as I've
described it on the chart, kind of “more British.,” By which I mean
that from the time I worked in the Carter years till the time of the
Clinton administration, it seemed to me that the career SES and
senior managers in the Department had developed more of a dis-
tance with respect to the political appointees and adopted more of
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a “This too shall pass” attitude from my experience in the mid-
1970’s,

So those were the four key things that we were trying to do man-
agement reform in the Department of Labor against that backdrop.

I want to talk about two things that the people in the Depart-
ment of Labor have gotten done against this backdrop. But in doing
so, I just want to point out two things. One, in 1980, we had about
24,000 employees; in 1995, we have about 18,000; and by the time
we are done with the 12 percent reduction, we’ll have about 16,000.

And the second chart—I'm sorry to do this to you, George. But
this is a chart of the reductions between 1980 and 1992 of various
Cabinet agencies. The Department of Labor is the second from the
right. So we had the second biggest reduction after the Education
Department.

And over on the left are some other Federal agencies which in-
clude the Justice Department and the Treasury Department. So I
mention that because it affects the perspective of people in the
Labor Department in terms of how they view another 12 percent
reduction,

I want to talk about how we have gone about doing the 12 per-
cent reduction with respect to streamlining. 1 think as everybody
on the committee knows, in 1992, the Presisent indicated he would
shrink the size of the Federal workforce by 100,000 FTE. And then
in the course of the NPR, that number was increased to 252,000,
And then when the bill passed the Congress, the number became
272,000,

At the Labor Department, we have tried to focus this a little bit
differently. As I said, in the 1980’s, we had a lot of RIFs. So people
in the Department were very focused on how to get the 12 percent
reduction, We tried to put their focus on another question, which
is, for the 88 percent of the people who will still be with us at the
end of this process, how can we make their work make more sense?

So while the process has tended to focus on the 2,000 employees
that would be leaving, we wanted to focus on the 16,000 employees
who would be staying with us and try to make their jobs make
more sense. We developed a kind of simple way of trying to tackle
that question, which was asking how many steps it takes to per-
form basic core functions in the Department.

The first question was, “How many steps does it take to hire
someone, a plain, vanilla hire, in the Department of Labor?” The
answer was, “A hundred and 20 steps.” So we challenged the peo-
ple in the Personnel Office to reduce this by two-thirds. And they
came up with a way of eliminating 79 steps.

Now, 41 steps is still not great, but it’s a lot better than 120. We
figured out that we were using the time of about 50 FTE to do sll
of this processing of the hiring of people even though it was a very
routine function that we performed; so that by reducing the num-
ber of steps from 120 to 40, we could free up the time of about 50
people who could be used more productively for the core mission of
the Department.

The next thing I want to talk about quickly are numerical goals,
which is another system which the employees in the Department
have implemented. Every year, the Secretary of Labor sends to
each employee a letter outlining the goals for that fiscal year con-
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sistent with the GPRA. He also sends them a list of accomplish-
ments, how they did on the goals from last year.

This is a technique which I'm sure the committee is aware of
which is often used in the private sector to try to make sure every-
body in an organization with 16 to 18,000 people understands what
we're trying to accomplish for the year.

In addition to this, we have also put in place a performance
agreement with the President and a quarterly tracking system to
make sure that we are actually achieving the elements in the nu-
merical goal system. We have seen a very positive response on the
behalf of career managers and political appointees to having some
objective measure of what it is they are supposed to focus on in an
environment where there are a lot of suggestions and recommenda-
tions generated.

Finally, I would say in conjunction with the goal system, we have
put a lot of energy into reward and recognition systems for Federal
employees that are hopefully timely that focus on performance. We
discovered a lot of our recognition systems did not necessarily focus
on performance. They focused on other good things to do, but not
performance.

So we have made a lot of marketing to people in the organiza-
tion, the Hammer Awards, award ceremonies. We try to use the
annual report as a way of recognizing individual employee accom-
plishment, the thank you letters the Secretary has outside his of-
fice, and pictures of award-winning employees. We find that all of
these mutually reinforcing notions of success help contribute to
more of a focus with Department of Labor managers to the key is-
sues that the Congress and the President expect them to accom-
plish year by year, goal by goal.

1 iuess I would just like to finish up by saiing that I think that
the key to good management is still getting the right person in the
right job. I think that a lot of the structural proposals, which are
being discussed, need to be balanced off by some consideration for
getting the right person in the right job. I think we have tried to

o that at the Labor Department.

Aﬂd 1 would be happy to answer any questions that the commit-
tee has.

[The prepared statement of Mr. Glynn follows:]

PREPARED STATEMENT OF TOM GLYNN, DEPUTY SECRETARY, DEPARTMENT OF LABOR

Good afternoon, Mr. Chairman and Members of the Subcommittee. Thank you for
the opportunity to discuss ways of strengthening departmental management as part
of this Administration’s effort to improve services to the American public. )

I approach the topic today having served in a variety of manaﬁement positions
at the state and federal 1eve{ over the last 20 years as well as teaching public man-
agement. These included:

® Several positions in the Carter Administration

e Deputy Welfare Commissioner in Massachusetts

e General Manager and CEO of the Boston Subway System, the Massachu-
setts Bay Transportation Authority

» CFO at Brown University in Providence, Rhode Island

e Deputy Secretary and COO of the Department of Labor

I particurarly want to thank the Committee for holding this series of hearings and
for the deliberative process you are managing to try to inform a difficult series of
questions with real data and experience.

Improving the management of agencies has been an enduring theme in the Fed-
eral Government during the course of this century. Eleven major reform initiatives,
starting with the 1904 “Keep Commission” appointed by President Theodore Roo-
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sevelt, set out to reform the government. Before President Clinton tock office, he
had his management challenges set for him. In 1992, the Comptroller General
bfvgan his transition report te then President-elect Bill Clinton with the observation:
“The state of management in the federal government is not good.”! The predecessor
to this Committee issued a report at about the same time, concluding that executive
branch management problems were caused by the “lack of leadership.”? But they
were not the ongr ones. Four in five Americans agreed. They felt the Federal Gov-
ernment required fundamental changes or a complete rebuilding.

The Administration set out to address these problems by providing sound leader-
ship and strategic management in the agencies by creating the National Perform-
ance Review, headed by %ice President Gore. It provided sound leadership creating
a consistent set of visions and values and measuring progress and sound strategic
management by strengthening the management infrastructures within agencies,
such as pergsonnel, financial management, and information technology.

President Clinton and Vice President Gore laid out a clear vision: create a govern-
ment that works better and costs less by:

» putting customers first

¢ empowering employees to serve their customers

e cutting the red tape that prevents employees from being empowered and
 cutting back to basics.

This array of NPR initiatives ties together into an integrated whole with the ob-
jective of improving performance anf creating accountability for achieving pro-
grammatic results. They build on previous initiatives already underway in a number
of agencies, as well as the Chiefl Financial Officers Act of 1990 and the Government
Performance and Results Act of 1993. As a result, there is no one, single “right” way
of doing this. Each agency is creating a management framework based on these ini-
tiatives and is putting them into a context relevant to their own agency’s mission.
Also, with Congress’s eadershi‘p, we hope to reinvent government's other basic sys-
tems, such as budget, personnel, information management, and procurement.

These efforts have produced concrete resulis:

¢ In FTE terms the Federal Government is smaller by 100,000 and well on
the way to 272,000 goal.

¢ Performance agreements have been signed by the President with 10 Cabinet
Secretaries.

» Customer Service Standards have been igsued for 100 agencies.

. dApproximately $63b of NPR's $108b in proposed savings already are en-
acted.

And perhaps most importantly, management of Federal agencies is an important
K{riority of the Clinton Administration as reflected in the work of the President’s

anagement Council which last week addressed two issues on today’s agenda: civil
service reform and revitalizing the original purposes of the SES.

While the focus of today’s hearinlg is the difficulties of managing a Federal agency
(and I think management at the Federal level is more difficult than management
at the state level) 1 think Federal employees are engaged in a lot of constructive
improvements in management. I would like to offer two examples from DOL:
streamlining and numerical goals.

I have taken the liberty of preparing a few charts which I would like to use to
demonstrate these two projects.

First let me begin with what I discovered at DOL when I walked in the door on
Janvary 21, 1993,

The career employees and managers at the Department reacted somewhat skep-
tically to the Administration’s plans to reinvent the Federal Government. The De-
g‘artment of Labor had experienced a 25% cut in personnel between 1980 and 1993.

hese cuts were larger than any other agency in the Federal Government save the
Department of Education and stood in stark contrast o increases in the Justice De-
partment and Treasury. Many of these DOL employees had seen several change pro-
grams come and go and viewed Reinvention simply as the “flavor of the month.”

These employees and managers also more clearly view a distinction between the
career civil service and political appointees (such as exists in the British govern-
ment) and some even quoted to me the number of months, 18 to 24, that the aver-
age political appointee serves in the government.

It is not surprising, then, that these employees did not greet warmly the Presi-
dent’s campaign promise to shrink the workforce by 100,000. Nor were they happy

1U.S. General Accounting Office, General Management Issues (GAO/OCGC-93-3TR) Washing-
ton, D.C. December 1992.8. 4.

21.8. Congress, House Commitlee on Government Operations, Managing the Federal Govern-
ment: A Decade of Decline, (Washington, D.C.: December 1992). p. 1.
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to hear the number increase to 252,000 in the NPR report and then go up to
272,000 when it was written into the Buyout Legislation in 1994, Qur share of that
reduction in FTE was calculated at about 2,000, or 12% of our workforce.

Our management approach has been to focus not so much on the 12% reduction,
but on the 88% of employees who will remain.

A highly visible example of streamlining that we are working on now is our per-
sonne! process. Currently, it takes about 120 steps to hire an employee. Other per-
sonnel processes are similarly complicated. The first step in streamlining this proc-
ess was to map it out. That is when we first discovered not only the sheer number
of steps but also the extent to which they overlap and involve numerous sign-offs
and approvals. In addition, there are multiple steps just to track an action so that
when an employee calls to ask why the process is taking so long, he/she could be
told precisely where the action was.

Approximately 6,600 staffing actions followed that complicated process last year
of which about 10% were hires.

As the sponsor of this streamlining project, I challenged the manager and employ-
ees in the personnel department fo cut the number of steps by 2/3, to about 40
steps. Some months later they presented us with a plan that called for doing just
that: eliminating approximately 80 steps. Some of these steps were simply
dropped—these included excessive reviews and approvals. Some were combined so
that several steps became one, while others were slated for elimination through au-
tomation. In particular, many tracking functions are done automatically when a
process is put on computer.

Parts of this plan have been implemented and other parts are awaiting automa-
tion or other developments. We will do a follow up analysis to determine what im-
pact these changes have made. It’s important to note that while the actual change
to the process is critical, equally important is the effect of setting a visible example
for other main-.line processes.

We hope to gain some FTE savings from this streamlining and use those savings
to reform resources on more mission-related work. Therefore, rather than sending
our employees the message that streamlining equals more cuts, we are attempting
to show that streamlining can lead to new opportunities for employees.

While we streamline our work process, we have worked hard to keep our eye on
the big picture of what we want to accomplish. Therefore, we have sent our goals
to our employees each of the last two years. The DOL goals are simply stated, quan-
tifiable, and fit on one page of paper. We also sent out a list of accomplishments
so that every employee would feel recognized for their hard work and, hopefully, mo-
tivated to keep it up for the following year.

We have taken other steps to recognize our employees as well. As you know, the
Vice President has been awarding his Reinvention Hammer for outstanding work.
I'm proud that our employees have earned seven of these awards, each of which af-
forded employees an opportunity to meet and be photographed with the Vice Presi-
dent.

At the end of last year we created a year in review management video that we
call the “Thank You” tape. We showed this video at an awards ceremony and at
other events as well.

We have used a similar approach in other forums as well, recognizing perform-
ance by featuring outstanding employees in our annual report, in pictures and post-
ers on our walls, in the “huddles” with Secretary Reich, and on a calendar that was
sent to all employees and adorns most offices and bulletin boards. In our Support
Staff Day event, we also took the opportunity to recognize an ouistanding support
staff member in each agency.

We know we have a long way to go before we are finished reinventing but are
encouraged that the NPR has recognized our accomplishments. We are on schedule
to complete nearly all of the NPR recommendations issued in the September 1993
report. We are making substantial progress toward the goal of reducing our
workforce and the number of employees devoted to “oversight” positions. We also is-
sued our customer service standards—what customers can expect from DOL—last
fall and have begun measuring ourselves against those standards.

As we continue to work on Reinvention, we must keep in mind what we have
learned so far. Employees are skeptical until dramatic change is realized, and they
will remain so. At DOL, our customer base—the American workers—have increased
while our resources have shrunk. Hopefully, we can build momentum from our suc-
cesses and make a difference that can be appreciated by America’s working people.

Thank you for your time.
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REINVENTING DOL

DOL Organizational Culture
¢ 25% FTE Reduction 1980-1992
¢ Flavor of the Month
e 18 - 24 Month
s More British
Historical Staffing Trends Cabinet Agencies
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DOL Employment Down 25%

(1980-1999)
Employment Yeas
1980
19395
1998

FTE Reduction—A History
e 100,000 1992 Clinton Presidential Campaign Commitment
s 252,000 1993 National Performance Review Recommendation
» 272,000 1994 Buyout Legislation )
RIF vs Reinvention
¢ RIF Eliminate People
« VS
¢ Reinvention Eliminate Unnecessary Work
12% V8 88%
» 12% Attrition 2,000 Employees
» vy
¢ 88% Reinvented Reengineered work for 16,000 Employees
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Reinventing the Personnel Action Process—AfRer Reinvention
¢ Steps Remaining 34% 41 Steps
* Steps Eliminated 66% 79 Steps

Mr. Horn. I thank you very much, Secretary Glynn.

I would like to now swear in Mr. Mufioz. And then when he com-
pletes, if you don’t mind, we’ll take questions alternating between
the majority and the minority in the process.

[Witness sworn.]

Mr. HorN. Mr. Murfioz affirms. Very good. Please proceed. We
put your statement automatically in the record at this point. And
if you could summarize it in about 5 minutes, we would appreciate
it and throw it open to questions.

Mr. MunNoz. I will, Mr. Chairman. Mr. Chairman and members
of the subcommittee, I thank you for the opportunity to appear be-
fore the subcommittee to discuss “Strengthening Departmental
Management.”

I am George Mufoz, Assistant Secretary for Management and
Chief Financial Officer for the Department of Treasury. My com-
ments will focus broadly on the effectiveness of Federal agency
management, drawing from my Treasury experience.

Management is the responsibility of all the workers in an organi-
zation. It is the means by which the organization is guided to its
goals and vision. Management by definition is required to maneu-
ver the organization through barriers and challenges. But when
barri;rs are put in its path unnecessarily, its success will be ham-
pered.

This is the topic of today’s hearing: What unnecessary barriers
are keeping Federal agencies from performing the way the Amer-
ican public wants them to perform?

I am both an attorney and a certified public accountant with ex-
tensive managerial experience in both the public and private sec-
tor. Most importantly, I have had profit and loss responsibility in
business. And just as my colleague from the Department of Labor,
Tom Glynn, I have experience in managing large public sector or-
ganizations. o :

From this experience, I can tell you that a management barrier
today may well have been a good management process from yester-
day, codified to assure success at achieving a goal. But today, it is
a barrier, an outdated good intention that seems out of place in a
changing environment.

One of the public organizations in which I served was the Chi-
cago Board of Education. I served as president of that organization
during the mid-1980’s. It, too, was going through management re-
form as the public asked for better performance from its schools
and students. Just as this subcommittee is doing, we first had to
ask, “What unnecessary barriers have we put in front of our prin-
cipals and teachers?”

President Clinton and Vice President Gore are requiring that
Federal agencies adapt to change. They want us to be more respon-
sive to the American public, to render relevant services, and keep
costs down. As stated in Vice President Gore’s mantra, “Americans
want a government that works better and costs less.”

Treasury is committed to making management reform. Secretary
Rubin and Deputy Secretary Frank Newman are serious about
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management reform. We have Hammer Awards from the Vice
President as evidence of that reform, and we're starting to receive
positive customer response to our changes in how we do business.

I would like to submit for the record the accomplishments that
Treasury has had in some of these areas.

Mr. HorN. Without objection, that will be placed in the record.

Mr. MuNoz. I would then like to turn, Mr. Chairman, to some
specific questions that this subcommittee is contemplating as we
try to reform our agencies for better management. One question
that we had to ask ourselves is, “What prevents us from balancing
the competing goals of ensuring control and promoting efficiency?”

There are several systems that prevent us from balancing the
competing goals of ensuring control and promoting efficiency in
government. One is the lack of flexibility in hiring, firing, purchas-
ing, and budgeting. Another is a lack of prior investment in infor-
mation technology and IT infrastructure.

We also have a risk-adverse culture of government organizations.
We have a budget process that focuses on initiatives rather than
the base, and we have an absence of capital budget mechanism to
encourage long-term investments in infrastructure. I would be
happy during the question and answer period to detail those more
extensively.

Another question that we had to ask ourselves was, “Does the
sheer volume of managers and control personnel create barriers to
efficient management?” We think that effective management struc-
tures must be tailored to individual agency needs. We cannot take
a one-size-fits-all approach, leading to the blind cutting of manage-
ment.

There are some situations where the strengthening of manage-
ment is necessary. For example, we created in response to congres-
sional criticism the modernization executive at the IRS to oversee
and direct all aspects of IRS modernization, including both tax sys-
tems modernization and the subsequent restructuring of IRS busi-
ness practices.

Another example of tailoring management structures to the situ-
ation is IRS’s recently announced restructuring of regional and dis-
trict offices. IRS is reducing its regions from 7 to 4 and its districts
from 63 to 33. This will offset approximately 600 manager positions
and support staff and eliminate 36 SES positions. Management
support will be redirected to front line compliance assistance.

But our main bottom line is, it’s better to not standardize and
have one-size-fits-all as we try to cut management layers. We have
to understand that some of these layers were created for good rea-
sons and some for bad. Those that were created for bad reasons
were that in a particular agency, there may have been no other
means of rewarding an employee who had performed well and
needed to have some promotion.

For those that it was done for good reasons, those agencies in
particular have a highly sensitive area that does require additional
managerial oversight.

Another question that we asked ourselves is, “What do you think
of the changes in the organization and staffing at OMB?” We think
that OMB's efforts to link the budget and management sides of
their organization together are commendable.
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If we're going to have a highly centralized management and
budget organization in government, which we do, then we must
have the requisite expertise to guide management and budget re-
form from that position.

One other question that often gets raised is, “Do we have too
many political appointees running government?’ I want to disagree
with the basic premise of that question. I believe that democratic
government requires a high level of responsiveness to voter de-
mands. The most flexible element in government are political ap-
pointees, who bring an up-to-the-minute perspective of the public’s
assessment of government performance.

This is as fundamental to our democracy as it is to our represent-
ative form of government. If there is friction between the political
appointees an§ those in place, it may be because this fresh perspec-
tive may collide with yesterday’s direction. This is a democracy at
work, not a problem in and of itself.

And last, a question that we asked ourselves is, “Can the SES
core be more effective?” Definitely. I'm strongly in favor of a better
trained, more broadly experienced, and thereby more flexible SES
core.

We could, for example, rotate senior executives throughout the
Federal Government. And we should consider rotation in the pri-
vate sector so that they stay in touch with benchmark levels of cus-
tomer service, cost, and quality that are defined through competi-
tion in the private sector.

This exchange could be two ways, with private sector managers
entering public sector jobs for discreet periods of time and in areas
that do not present a conflict of interest for either party. The
should receive more training. Ultimately, the SES could be devel-
oped into an elite core of flexible managers with state-of-the-art un-
derstanding of both private and public sectors.

Thank you, Mr, Chairman, and I would be happy to answer any
questions you might have.

The prepared statement of Mr. Mufioz follows:]

PREPARED STATEMENT OF GEORGE MURNOZ, ASSISTANT SECRETARY FOR
MANAGEMENT/CHIEF FINANCIAL OFFICER, DEPARTMENT OF THE TREASURY

Mr. Chairman and Members of the Subcommittee:

I thank you for the opportunity to appear before the Subcommittee to discuss
“Strengthening Departmental Management.”

I am George Munoz, Assistant Secretary for Management and Chief Financial Of-
ficer for the Department of the Treasury. My comments will focus broadly on the
effectiveness of lederal agenc{) management, drawing from my Treasury experience.

Management is a responsibility ol all the workers in an organization. ?t is the
means by which the organization is guided to its goals and vision.

Management—by definition—is required to maneuver the organization through
barriers and challenges. But when barriers are put in its path unnecessarily, its
success will be hampered.

That is the topic of today's hearing: “What unnecessary barriers are keeping fed-
?ral ?e},gencies from performing the way the American public wants them to per-
orm?

I am both an attorney and a certified public accountant with extensive managerial
experience in both the public and private sector. Most importantly, I have had profit
and loss responsibility in business. And, just as my colleague from the Department
of Labor, Tom Glynn, I have experience in managing large public sector organiza-
tions. From this experience, 1 can tell you that a management barrier today may
well have been a “good management” process from yesterday codified to assure suc-
cess at achievin% a goal. But today, it is a barrier—an outdated good intention—
that seems out of place in a changing environment.
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One of the public organizations in which I served was the Chicago Board of Edu-
cation. | served as President of that organization during the mid 1980s. It, too, was
going through management reform as the public asked for better performance from
its schools and students. Just as this Subcommittee is doing, we first had to ask
what unnecessary barriers had we imposed on our principals and teachers.

President Clinton and Vice President Gore are requiring that federal agencies
adapt to change. They want us to be more responsive to the American public, to
render relevant services, and keep costs down. As stated in Vice President Gore’s
mantra: “Americans want a government that works better and costs less”.

Treasug‘eis taking management reform seriously. We have hammer awards from
the Vice President as evidence of that reform. And, we are starting to receive posi-
tive customer response fo our changes in how we do business.

I would like to share with the Subcommittee what Treasury is doing in this re-
gard. And, I would like to give my opinion on how the shackles that have been put
on Management and the federal workers can be loosened or thrown away, as we %e
come slimmer and yet more responsive to this body and to the American public.

FIRST: CUSTOMER SERVICE

¢ In response to the President's 1993 Executive Crder on “Setting Customer
Service Standards”, Treasury developed a 7-step framework for long-term cus-
tomer service strategies, including:

» providing leadership;

¢ identifying all customers;

e surveying customers and {ront-line employees;
¢ bench-marking against “best practices;”

e setting standards and measuring results;

* improving process drivers; and

» evaluating and measuring progress.

This framework was used by each Treasury bureau to develop and publish its cus-
tomer service standards in September 1994 as part of the R initiative on cus-
tomer service,

¢ All Treasury bureaus have developed long-term customer service action
plans including methods for surveying customers and measuring results. The
plans integrate customer service into strategic planning, budget plans, and per-
formance results reporting. Also, customer service is a good discipline for inte-
grating the GPRA, CFO Act, and Regulatory Reform.

o This year, Treasury bureaus will begin publishing annual customer service
p{'og'ress reports and will seek customer input and incorporate it in revised
plans.

¢ A major issue in federal agencies today is the declining, or at best flat budg-
ets, accompanied by the drive to improve customer service and the effect of this
conflict on employee morale. Management must give hope to emplo{ees by pro-
viding the tools to focus en customer service an?making it clear that internal
agency obstacles will be removed.

SECOND: STRATEGIC PLANNING

e In carrying out the Government Performance and Results Act of 1993,
Treasury is taking a broader view than just the requirements of this law. Rath-
er than a stand alone exercise, strategic planning will be one aspect of a plan-
ning process that integrates many performance-related initiatives.

ogrg that end, Treasury has recently created a high-level Office of Strategic
Planning and Management, one of whose functions is to track bureau progress
and ensure that planning, performance measurement, performance pariner-
ships, customer service standards, and the budget process are integrated at the
bureau level.

s All Treasury bureaus have created a strategic plan or have a plan in the
draft stage. These plans will integrate GPRA and CFO Act requirements and
will contain an inventory of key performance indicators to assist in performance
measurement. These indicators are also used in budget development.

o Four Treasury bureaus comprising 80% of Treasury FTE’s and Budget (and
fully one third of all pilot programs government-wide) are participating in
GPRA pilots (IRS, Mint, BEP, and Customs’ Office of Investigations). GPRA has
wide support in Treasury and our bureaus were eager to participate.

e We are creating a department-wide process to fully implement GPRA and
to integrate all aspects into a coherent management plan. We will hold an addi-
tional, all-bureau meeting to discuss full implementation of GPRA, using experi-
ences from the pilots.
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THIRD: STREAMLINING

¢ Streamlining of management, operations and organizational structures is
necessary for the creation of improved, more cost effective and customer-focused
organizations.

. Streamlining, at various stages of the change cycle, may be accomplished
using two very different models. First, the “corporate-raider” approach requires
quick assessments of an organization’s health, and rapid changes that have
maximum, short-term impact on the bottom line. It is through this method that,
for example, the “low hanging fruit” of chanﬁ«)a are rapidly identified and ex-
ploited. A second, more reasoned approach is based on careful, thoughtful and
studied strategic planning. Each organization must know what its vision and
mission are belore it can ﬁetermine what it should look like, what its core func-
tions are, and how it should operate. Agencies must apply both approaches to
streamlining to get the job done. ‘

¢ Major Treasury bureaus are implementing or planning reorganizations.

« An example of fundamental structural change is the reorganization at
Customs. Customs will refocus the agency around management of work
processes; reinvest 600 Headquarters positions into field operations; and re-
place 7 regions and 45 district offices with 20 Customs Management Cen-
ters.

» The IRS recently announced the second-phase of an ongeing reorganiza-
tion which puts more of its employees to work directly meeting {rontline
compliance and customer service initiatives. IRS was able to accomplish
this by reinvesting savings realized from streamlining its National and Re-
glonal Offices and from consolidating its computer, returns processing, and
telephone operation.

* A Treasury NPR II initiative, Streamlining Field Offices, calls for a study
of opportunities for cost savings and performance improvement. Methods for of-
fice consolidation suggested in the ngfc Report on Field Office Restructuring,
includéng telecommuting, co-location, and consclidation of offices will be re-
viewed.

* Lessons we have learned include:

# Strategic planning is an essential ingredient in a culture that promotes
and supports organizational change.

» Participation by senior management is critical in assuring long term
success.

¢ Senior managers must demonstrate their commitment through personal
invelvement. As you may know, Treasury’s Chiefl Operating Officer, Deputy
Secretary Frank Newman, personally chaired a lgﬁac subgroup on '()Ius-
tomer Service.

¢ Use of quality management techniques eases implementation of change
and helps in institutionalizing it.

+ Broad participation in the change process throughout the agency is im-
portant.

¢ Continual information sharing with all participants is imperative.

s Connection of change with ihe budget process is key to success.

As | have outlined, reinvention is moving forward at the Treasury, We recognize
that there are issues which remain to be resolved if reinvention is to achieve opti-
mal success. My remaining remarks will focus on areas of special interest to the
Subcommittee.

What prevents us from balancing the competing goals of ensuring control and pro-
moting efficiency?
There are several systems that prevent us from balancing the competing goals of
ensuring control and promoting efficiency in government:
« Lack of flexibility in hiring, firing, purchasing, and budgeting.
o Lack of prior investment in information technology and I’Is infrastructure.
» Risk averse culture of government organizations.
* Budget process focused on initiatives rather than the base.
» Absence of capital budget mechanism to encourage long-term investment in
infrastructure.

Does the sheer volume of managers and “control personnel” create barriers to efficient
managemeni?

Effective management structures must be tailored to individual agency needs. We
cannot take a “one-size-fits-all” approach leading to the blind cutting of manage-
ment. There are some situations where the strerégthening of management is nec-
essary. For example, we created, in response to Congressional criticism, the Mod-
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ernization Executive at IRS fo oversee and direct all aspects of IRS modernization,
including both Tax System Modernization and the subsequent restructuring of IRS
business practices.

Another example of tailoring management structures to the situation is IRS' re-
cently announced restructuring of regional and district offices. IRS is reducing its
regions from seven to four and its districts from 63 to 33. This will offset approxi-
mately 600 managers and support stafl and eliminate 36 SES positions. Manage-
ment support will be redirected to front line compliance assistance.

What do you think of the changes in the organization and staffing at OMB?

OMB’s efforts to link the budget and management sides of their organization to-
gether are commendable. If we are going to have a highly centralized management
and budget organization in government, then we must have the requisite expertise
to guide management and budget reform from that position.

Do we have too many political appointees running governmeni?

I want to disagree with the basic premise here. I believe that democratic govern-
ment requires a high level of responsiveness to voter demands. The most flexible
element in government are political appointees who bring an up-to-the-minute per-
spective of the public’s assessment of government performance. This is as fundamen-
tal to our democracy as it is to our representative form of government. If there is
friction, it may be because this fresh perspective may collide with yesterday’s direc-
tion. This is democracy at work, not a problem in and of itself.

Can the SES corps be more effective?

Definitely. I am strongly in favor of a better trained, more broadly experienced,
and thereby more flexible SES corps. We could, for example, rotate senior executives
throughout the federal government. And, we should censider rotation in the private
sector so that they stay in touch with benchmark levels of customer service, cost
and quality that are defined through competition in the private sector. This ex-
change could be two ways, with private sector managers entering public sector jobs
for discrete periods of time and in areas that did not present a conflict of interest
for either party. They should also receive more training. Ultimately, the SES should
be developed into an elite corps of flexible managers with state of-the-art under-
standing of both private and public sectors.

Thank you, and I would be happy to answer your questions.

Mr. HorN. Thank you very much, Mr. Mufioz. Let me just do a
few ministerial duties before we begin the questioning.

Ms. Maloney, the ranking minority member on the subcommit-
tee, was present here at the beginning. She had to leave for the
Banking Committee because they have some key legislation in
markup. But I would like to insert her opening statement in the
record following my own opening statement. Without objection, it
is so ordered.

Mr. Flanagan, who has been here from the beginning, also had
an opening statement. I would like that to follow Ms. Maloney.

And if Major Owens or Mr. Davis has an opening statement, they
can follow theirs. They do not.

One other ministerial item. I thought you made an excellent
statement, Secretary Glynn. And what I would like the staff to do
is take the charts that he showed us and sprinkle them through
his testimony relevant to the words that he spoke so we have the
full picture. And that will be inserted in the record. )

Let me begin the questioning, We'll limit each of us to 5 minutes.
We’ll have another around after this.

Now, let me just ask a few questions here to start the ball roll-
ing. Secretary Glynn, in March 1994, the GAO report surveyed 62
programs that provided employment training assistance to the eco-
nomically disadvantaged and found that most agencies did not col-
lect information on program outcomes or participant success.
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This type of performance information—I think you would agree—
is crucial if we're to terminate ineffective programs and to retain
effective ones. Has the Department of Labor made any progress on
performance management since the issuance of the March 1994
GAO report?

Mr. GLYNN. Mr. Chairman, I'm happy to be able to report that
I think we have made some significant progress. Both the GAO re-
port and the responsibilities under the GPRA have resulted in our
spending considerable time with the Assistant Secretaries coming
up with performance-based measures for them for the program
year 1995, and the budget year 1996 and 1997. v

So I think that you’lFbe starting to see the kind of performance
measurements that the GAO ca]leg for, particularly in the employ-
melrlxt and training area, but also in some of the other areas, as
well.

Mr. HorN. And has the authorizing committee considered some
of that evidence? Because obviocusly, they're making a key decision
in this area.

Mr. GLYNN. I think the evidence which is available is being con-
sidered by the authorizing committee, although to be fair to the au-
thorizing committee, not as much evidence is available as should
be or as will be in the near term. But what evidence is available,
1 think, is under consideration by the authorizing committee.

Mr. HORN. Next question. Since you're the chief operating officer
at the Department of Labor—and I might say parenthetically, I
have great fondness for the Department of Labor, since I was ad-
ministrative assistant to Secretary of Labor Mitchell for 1% years
at the end of the Eisenhower administration.

I have a feel for some of your earlier comments about attitudes
and environment. I found excellent people throughout the Depart-
ment, so I left thinking very kindly of the Department of Labor.
And in that period, I also thought very kindly of the Department
of the Treasury, because I recall Secretary Humphries’ remarks
when he came here as President Eisenhower’s first Secretary of the
Treasury.

He was very critical of what he thought the “bureaucracy” was
like in Washington. He went away singing the highest praises of
the members of the civil service in the Department of the Treasury.
Both of these Departments have a very good tradition. And we're
glad to have you representing them,

Getting back to your role as chief operating officer, Mr. Glynn,
I'm interested in the division of tasks between you, the Secretary’s
Chief of Staff, the Inspector General, the Assistant Secretary for
Management, and the Chief Financial Officer. Do you ever meet as
a group to coordinate management improvement efforts?

And who's responsible for some of these areas such as agency
buyouts, monitoring investments in information technology, collect-
ing delinquent debts, workforce training, and so forth? Describe
how the system works with you as the principal deputy.

Mr, GLYNN. Just before I forget, of the four specific items you
mentioned, the CFO oversees the responsibility for the debts with
each of the Assistant Secretaries, and then the Assistant Secretary
fgr hg?_nz(iigement is responsible for the other three tasks which you
identified.
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We have a management meeting once a week, which includes all
the people that you mentioned which focuses on management is-
sues affecting the whole Department. And then there’s a follow-up
meeting also every week which focuses on the budget issue, which
includes most of the people that you identified. So I think we do
a reasonable job in coordinating the work of those different man-
agers.

Mr. HorN. How does the Secretary play a role in this? Do you
report to him on it? Does the Chief of Staff report to him? Whom?

Mr. GLYNN. The Chief of Staff and I meet with the Secretary on
management issues on a weekly basis and report to him the var-
jous issues that he needs to be concerned about. And I guess I
would say occasionally, as needed, we meet with him on specific is-
sues. But usually, we're able to tackle most of the management is-
sues in the weekly meeting.

Mr. HorN. Has there been a general review of the structure
within the Department and also the relationship between the head-
quarters staff in Washington and the field offices and regional of-
fices across the country?

Mr. GLYNN. Well, I guess I would answer in three parts. First
of all, I think both the Secretary and I have a little bit of a preju-
dice against government reorganizations. So neither of us upon ar-
rival thought that was a good way to use our time. So we did not
do that as a first order of business and instead tried to make the
existing organization work better.

Second, obviously, as part of the reinvention I and then more
specifically reinvention II exercises, every agency is being asked to
go back and look at functions and things that do or don’t make
sense and things that need to be restructured. So cbviously, we are
part of that.

We have identified a number of areas with the Assistant Sec-
retaries in the field structure layers or offices not on the service de-
livery side but the overhead side that are opportunities for consoli-
dation or reduction. And those are going forward, although in each
instance, we have to sit down with the authorizing and appropria-
tions committees and explain what we're planning to do almost of-
fice by office. So that takes a little bit of time, but we are commit-
ted to doing that. And they have been cooperative.

Mr. Horn. I thank you.

I now yield to the gentleman from New York, Mr. Owens.

Mr. OWENS. Good morning. I only have a couple of questions re-
1&1;ed to these very fascinating charts that you introduced, Mr.

ynn.

On the chart that shows historical staffing trends for the Cabinet
agencies, Department of Labor from 1980 to 1992 had almost a 25
percent decrease.

Now, was this due to the institution of exceptional new mana%fz-
ment policies whereby the mission of the agency remained the
same, the results you were trying to achieve remained the same,
the people you were serving remained the same, but you just found
more efficient and effective ways to serve those people? Or did the
mission of the agency change or the people served change?

Let me just put it in blunt political terms. Is this an example of
exceptionally good management, or was this driven by politics and
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you were told ahead of time, “You've got to reduce for reasons other
than the mission of the agency”? You don’t have to answer that
question, but just did the mission——

Mr. GLYNN. I was ready to answer it.

Mr. OweNs. Did the mission change? Did the number of people
being served change? What changes took place from 1980 to 1992
to make us accept this as a good management move?

Mr. GLYNN. The mission of the Department did not change in
any fundamental way. If anything, it probably expanded a little bit
in a couple of regards. The number of working Americans for whom
the Department is responsible through our various regulatory pro-
grams actually increased during this period from about 100 million
to about 125 million. So the number of people that we were respon-
sible for protecting their situation in the workplace expanded.

The only reduction that really took place programmatically dur-
ing this period was a reduction in some of the training programs
which had reached a peak in the late 1970’s. But two-thirds of the
people who work in the Department work in the enforcement area,
and there was no change in the mission in enforcement.

So I think it is probably fair to say that the Department, along
with one or two others, just came out on the short end of the stick
in the budget process over a series of years.

Mr. OWENS. So it had nothing to do with the improvement of
management?

Mr. GLYNN. 1 don’t think there’s anyone at the Department, any
career person, who would argue that this chart could be defended
in terms of the improvement of the management of the Depart-
n}llent. At least I have not run into such a person in my tenure
there.

Mr., OWENs. Because you have another chart here which says
that “reinvention” means “eliminate unnecessary work.” So 1 just
wondered how much of what was happening between 1980 and
1992 was the elimination of unnecessary work and how much was
really driven by sound principles of management in an effort to
seek a more efficient operation and how much was really driven po-
litically by a determination to send a message to the people served
by the agency that they were not a priority anymore.

Mr. GLYNN. I understand.

Mr. OWENS. But it’s not an irrelevant observation, in that we'’re
talking here about—you mentioned politics before. The political ap-
pointees and the relationship between political appointees and the
people who are the regular folks, we talk about how good they are.
Throughout the Department, you have these marvelous employees
who are permanent no matter what party’s in power.

How much are the people who are permanent and professionals
harassed and cajoled and threatened and pushed into making deci-
sions that are not sound management decisions as we move toward
reductions that are politically very popular but have nothing to do
with the mission of the agency?

I'll just shift to Treasury Department. From the Treasury De-
partment, you've got a 45 percent increase in the same time, Mr.
Murioz.

Mr. MuUNozZ. Yes.
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Mr. OWENS. Mr. Muifioz, was that increase due to the fact that
the mission of the Treasurgz Department changed and it accepted
a lot of new responsibilities?

Mr. MuNoz. In part, sir. And in part, it experienced the same
thing that all of the Federal agencies have been doing, which is
that as its mission—for example, in Internal Revenue Service, it’s
to pgocess tax files; as that expands, then your personnel must ex-
pand.

But I would like to point out to your basic question to Mr. Glynn
that we can show, despite the fact that our budget has been grow-
ing, that, we have nonetheless within that because of good manage-
ment tools, we have been able to shrink the size of the Treasury
Department, despite its increasing budget and at the same time
shift some of the savings from its shrinking into new areas.

T'll give you an example. At the Internal Revenue Service, we
have reduced the number of FTEs by approximately 10,000 just
from 1993 to today. And that is through productivity savings in in-
formation technology. And we can sort ofP measure that more work
load can be done by less number of people if they have the right
technology in front of them or right process.

And so what we were able to 50 out of that 10,000 reduction and
FTE requirement, we put back 4,000 of that in an area that this
body wanted us to concentrate more on, which is some of the tax
compliance measures. So through some of those tools, we were able
to shift our workforce,

Mr. OWENS. The chart doesn’t deal with your budget. It deals
with the staff trends.

Mr. MuRNoz. With the FTEs.

Mr. OWENS. So your staff increased by 45 percent almost during
this period. And with computerization and modernization of tech-
nology and so forth, it seems like it’s still a tremendous staff in-
crease. I just wondered. It's true when one deals with the IRS, we
know their function,

Mr. MuNoz. Yes.

Mr. OWENS. But how many other different functions were in-
creased during the time? I've run out of time now, so you dont
have to answer that. You can give it to me in writing.

Mr, HorN. Let him answer. We'll round it out.

Mr. MuRoz. Our two major agencies, the IRS and Customs, both
make up—you'll be getting close to 90 percent of our total
workforce. And the same thing with Customs, in terms of foreign
trade, exports and imports, an§ managing and facilitating trade, as
well as drug interdiction. And their basic activity increased, much
like the same as the IRS.

Mr. HorN. Thank you very much.

Mr. Flanagan, gentleman from Illinois.

Mr. FLANAGAN. Thank you, chairman. And I thank the panel for
coming today.

Mr. Glynn, I was very happy to see that the Department of
Labor used the glass is 88 percent full as opposed to 12 percent
empty. And I was further pleased to see that you've gone from the
utterly asinine 120 steps for employment to the merely ridiculous
41 steps for employment and the reduction in, I guess, a grand
total of 6,000 FTEs in the Treasury Department.
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Gentlemen, what do we plan for the future? What more is on the
brink and on the horizon? We have heard a lot about what has
happened in the near and far past in your departments insofar as
reduction. But I believe this Congress was elected on the presump-
tion—and I fervently believe—that government is too big and it
costs too much.

Where are we off to now? What is the plan for the immediate fu-
ture insofar as whether we're going to RIF, or is the glass going
to ::}?tay 88 percent full, or are we going to move that further down
yet?

Mr. GLYNN. I guess I would begin on the Labor Department side
of the equation, and then George can——

Mr. FLANAGAN. Perhaps if I help. Maybe I can help narrow the
question for you, because that is kind of broad. If we're still 41
steps to employment, that is plainly evident of a management top-
heavy view of how it’s done.

If there are 41 steps between I have a position and I'm present-
ing myself for a job to actually achieving the job, there’s a lot of
managerial, I would believe, duplication mnvolved there. Where are
we going to try and eliminate some of the management steps and,
consequently, the support that goes with it and utterly the size of
government?

Mr. GLYNN. Well, the Labor Department, as every other execu-
tive branch agency, is committed to reducing by 12 percent against
the base that we inherited on January 20, 1993, which is one of
the reasons why I did the historical chart, because a 12 percent re-
duction is on a quite different basis.

The way we have chosen to approach it is to try to go and take
a look at these core processes, much like they have done in the pri-
vate sector recently. And we have identified processes, as you have
pointed out, that are excessively cumbersome and have too many
checks and balances. So we are committed to achieving our 12 per-
cent reduction through that process.

And so far, we think we have been relatively successful at get-
ting to the 12 percent, reducing the size of the headquarters staff,
reducing the size of support positions, and reducing the number of
supervisory personnel. And we would propose to stay on the track.
We think that we have demonstrated that we can hit those targets.

We have also proposed consolidating 70 training programs with
the Department of Education. This is something which GAO had
also pointed out; that there were a large number of training pro-
grams in the Federal Government, and that the customer would
benefit if they were consolidated. This is contained in legislative
discussions with the authorizing committees.

So we think we are trying to be about the business of making
the government make more sense both on the FTE side and the
program side. And we continue to look for additional opportunities.

I think in the next few weeks, the White House will be making
some additional announcements with respect to the Labor Depart-
ment which would address some of the questions which you are
raising. So from a Labor Department perspective, that is how I
would size it up.

Mr. FLANAGAN, Thank you.

Mr. Muiioz.
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Mr. MuNozZ. From the Department of Treasury, we look at it in
two ways. No. 1, the Secretary and Deputy Secretary have required
that the bureaus plan for a reduction and show them exactly how
that would come about and at the same time do a cost-benefit anal-
ysis as to what we're trading off.

Of our budget, 99.99 percent is in operations; that is, we don’t
have program money or grant money that we administer or over-
see. And because the Treasury collects 98 percent of the revenues
of the Federal Government, it is a sensitive matter whenever we
have cutbacks.

So we normally are pretty good at providing our statistics in
terms of what one more FTE would mean at the IRS or at Customs
or at any of our bureaus and what one less FTE would mean in
terms of impact on the total Federal Government revenue.

And we have presented that kind of planning and streamlining
to OMB, and OMB has in all cases looked at it from, “If we are
insisting on the reduction, here’s where we want it, but we want
sgme reinvestment, and we want reinvestment here, reinvestment
there.”

Take, for example, debt collection. Many organizations in the
Federal Government have no incentive to collect delinquent loans.
Just because of the way the budget works, there is no incentive,
no payback for that agency. We nonetheless at Treasury feel that’s
money that is being lost from the Treasury—not from our Depart-
ment’s Treasury, but from Congress’s ability to appropriate that.

And we think it’s only fair that everybody who owes the govern-
ment money be able to pay that. So we do our analysis as to how,
if we could have some FTEs dedicated to that, how that would
serve the total government good. And usually, OMB responds and
takes one FTE fgom one side and puts it in another.

Mr. FLANAGAN. Pardon my naivete, and with the chairman’s in-
dulﬁence, departments of the U.S. Government have to be cajoled
with FTEs spent by the Treasury Department to collect outstand-
ing debt that's owed the Federal Government of the United States?

Mr. MuRoz. Well, sir, as you know, everything is driven by built-
in incentives. And if you get a budget cut in—let’s say Agency X
is in the providing of services, which includes an extension of some
sort of loan. If that loan is delinquent, there ma)l' not be an incen-
tive by—that agency has no incentive to spend a lot of its resources
there, because the money that is collected does not go into their
budget, it goes into the general Treasury fund.

And its incentives may be weighed so that they put an FTE to
provide further services, as opposed to collection. They may not be
as oriented to collecting that.

Nonetheless, that very assumption that is based on your question
is being addressed right now by Federal agencies to provide the im-
petus, if you will, to make those collections.

Mr. FLANAGAN. Mr. Chairman, I would be very interested in
hearing more about this at some time. And perhaps hearings can
be constructed to find out why Federal agencies have to be enticed
to do the good government that this Nation needs done.

I am mildly appalled at what I like to call the “lotus position”
of management, when we sit around thinking about doing the good
thing, as opposed to driving it home. I thank the panel.
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Mr. HorN. Well, T completely agree with the distinguished vice
chairman. I was going to pursue ggbt collection. I'm glad you did.
And I think we'll have a few more questions on it today.

One incentive, it seems to me, to an agency that is supposed to
collect the debts and hasn't is to cut their budget about 5 percent
until they get the message that that’s a prime responsibility. But
I have a very hard-nosed view, as does the gentleman from lllinois,
that anybody that owes the Federal Government money ought to
pay up.

Having been a former university president, I'm aware that a few
people abuse the privilege of not paying back their loans.

The gentleman from \%irginia, Mr. Dawvis. Five minutes.

Mr. Davis. Thank you, Mr, Chairman.

I have a question for Mr. Murioz. This is a little bit off the track,
but while I've got you here today, I want to call your attention to
it. We had in the Falls Church Post Office over 500 checks issued
from the Treasury lost that need to be reissued.

We have called this to the attention of the Department’s financial
management services, but I would appreciate your doing every-
thing you can to get those reissued right away. They are Federal
retiree checks, and a number of these people are living paycheck
to paycheck. They were due May 1st.

And if you could check that when you get back and do everything
you can to make sure they're reissued. It looks like it was an area-
wide glitch and not limited to specific individuals at this point.

I wanted to ask some questions about the buyouts. I wanted to
ask each of you, how have the use of agency buyouts affected the
agencies’ success in retaining the most needed contributors to gov-
ernment missions and programs in separating those least needed?
Or has it not worked out that way?

Mr. GLYNN. I guess if we start again with the Labor Department,
I would say our experience may be a little bit different from some
other agencies. Precisely because we had a fair degree of RIFs and
reductions in the 1980’s, our workforce is somewhat older than av-
erage, and the people who were RIF’d, by and large, were people
who had less tenure and, therefore, tended to be younger.

So we have used about 389 buyouts. The average age of the peo-
ple who have taken them is 58. Ninety-six percent were either eli-
gible for retirement or eligible for early retirement. And as a result
of the buyouts, we have actually seen our average age in the De-
partment go down slightly.

But again, we're a litt)l,e bit of a different situation. Because of
t}f}e redx{ctions, our workforce was older to start with. We had more
of a pool.

The second thing I would say about the buyouts at the Labor De-
partment was, since we had required every Assistant Secretary to’
do a streamlining plan, as I discussed earlier, it meant that they
were able to target the buyouts a little bit more to critical posi-
tions.

And so the bottom line from our point of view was very positive,
and we did not experience the kind of loss of critical personnel that
it sounds like they may have in some other places, although obvi-
ously, any Federal employee with 20 years of experience is an asset
in the organization.
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Mr. Davis. I've got a follow-up to that, but let me see if Mr,
Munoz—

Mr. MuNoz. Before I get into buyouts, let me point out that FMS,
which is responsible for replacing those stolen checks that you
made reference to, has received some good recognition for reinven-
tion. It improved the processing time for replacing lost or stolen
chec}l{cs, reducing the processing time from 62 days to 14 days or 2
weeks.

So if you can imagine, as you said, people that live from pay-
check to paycheck, and they really are in desperate, dire need for
this—it used to take us 62 days to process that. It's now 14 days,
and I think that comes from reinvention.

Buyouts, we want to thank all of those of you who were very sup-
portive of that. That's a good example of a flexibility that managers
have. And at Treasury, we used it very conservatively. But where
it was used, it was very important.

We decided that we wanted to be conservative because we just
did not want to make an all-out offer for it and have people take
money that maybe would not have been leaving government but for
the money or even losing our better talents.

So we put it on each of our bureau heads. Our law enforcements,
for example, Secret Service, ATF, and Customs were very conserv-
ative with their use of buyouts because of the very disciplined hier-
archy that they have put in place, that they did not want to risk
a very sensitive mission to be put at risk.

Other bureaus where we did want some downsizing to occur,
such as at the IRS and a few other bureaus, did make use of the
buyouts. We very much made good use of them, we feel. We did not
lose any of the important talent that was still necessary to run the
operation. We did lose some talent, but nothing that was not re-
placeable by others.

Mr. Davis. Let me ask each of you, given that, do we end or can
we effectively use additional buyout authority? And are there any
other suggestions as to how you would use or alter the buyout pro-
gram if it were further extended?

Mr. MuNoz. If I may just follow up. One of the problems with
buyout authority, if it looks like—it loses its bang when it looks
like it may keep going or may come up again; then some of the
strength that it has, it may loosen up. There are other manage-
ment flexibility tools that we can use for managing a reduction.
But that’s my only comment on that.

Mr. GLYNN. Yes. I would agree with the Treasury Department.
And I think if there were going to be another round of reductions
in FTE, then it’s something to take a look at. But if we keep hold-
ing it out, then it has a way of retarding normal attrition. So you
have to balance those two things off.

Mr. Davis. Let me just ask another kind of off-the-wall question.
Well, no. My time’s up, and I'll yield back. I was just going to ask—
as you know, a significant portion of the cost of a Federa worker’s
benefits come in the form of their retirement benefits.

Many workers won’t leave the Federal service until they're re-
tirement eligible. Do you think it would be wise to offer those not
yet eligible %‘r retirement some fraction of their pension as an in-
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ducement to leave the Federal service? Would that be a tool that
could be utilized? Say someone leaves at age 40 after 15 years.

Would agencies benefit from giving those individuals a percent-
age of their pension beginning at age 65 if they left now? Would
that be a tool that would have any utility at all? And i you don’t
want to answer that off the cuff, I can understand.

Mr. GLYNN. Well, I would say that we anticipate we’re going to
meet our 12 percent target under the current assumptions. If there
were a different target on the table, then it might make sense to
go back and take a look at the proposal such as you are outlining.
And 1 think it would be an advantage.

But under the current assumption of 12 percent, we anticipate
that we will hit that with the buyouts that we have already taken
advantage of. And so it wouldn't be necessary for that purpose.

Mr. MuRoz. The same.

Mr. Davis. Thank you. I yield back, Mr. Chairman.

Mr. Horn. Thank you.

Let me pursue the loan a minute. Then, I'll finish up with Mr.
Glynn on that previous question. It seems to me that one of the
possibilities to solve the loan collection problem is centralizing loan
collection authority, regardless of agency of issuance, in the De-
partment of the Treasury. What do you think of that, and is that
being considered?

Mr. Munoz. Well, giving you an unbiased response to that, at the
Treasury Department, we do feel that we have an obligation to col-
lect as much money that is cwed to the government as is out there,
Because we do collect 98 percent of the revenues of the Federal
Government, we take this job seriously, whether it's someone else’s
loan or it’s taxes that we ourselves collect.

Nonetheless, I do believe that centralizing debt collection can
make some sense if you have the expertise, which I do believe the
Treasury people do. They just think that way. That's how we're
structured.

Other agencies may not have as highly built a staff to administer
collections of debt. They may be better at administering their pro-
grams. But I dont want to necessarily conclude that that is the
only answer. One of the things of reinvention is to introduce com-
petition. Because even Treasury, if it has an exclusivity on it, may
not be as good as what competition may prompt it to be.

We do have examples of agencies that are good at—Veterans Af-
fairs, for example, is quite progressive in debt collection, and they
have experimented with different pilots. And we like what we see
there. At times, we like what we see at other agencies.

So we would welcome the opportunity for Treasury to take a
strong lead in reporting to Congress how we're doing on debt collec-
tion and perhaps even issuing guidelines on how that should be
go?(;e. But we think we would like to have some competition in that
jeld.

Mr. HORN. Along that line, to what degree have you explored the
use of the income tax system as the method of collecting loans from
individuals, perhaps even other entities, if it’s appropriate?

I'll give you an example. Thirty, 40 years ago, Admiral Zacharias
proposed what I thought was a good idea at that time and I've ad-
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vocated ever since; and that is that in the case of student loans,
you would collect them back through the income tax system.

If the person was ahead of expected earnings for a college grad-
uate, perhaps they would pay a little more accelerated rate. If they
were behind, perhaps that loan would be stretched out. It seems to
me the income tax mechanism is a very logical way to go on some
of this loan collection, work out some arrangement scheme. And
then it’s simply either added to the bill or deducted from the bill.

Mr. MURNOZ. So you're basically referring to like a student loan
that would be income contingent?

Mr, HorN. Right,

Mr. MUNoOZ. So that if the student gets a low-paying job——

Mr. HorN. That’s one way. I'm just saying, you could just leave
it with the present system and say, “Look, here’s what you owe the
Federal Government. If you haven’t paid during the year or on a
quarterly whatever the agreement is, we’re going to take it back
through the income tax route.”

Mr. MuRoz. I see. Through withholding, for example?

Mr. HORN. You can do it through withholding or just send them
the bill at the end of the year, and then they'’re in trouble with the
IRS;; which I don’t think too many people want to get in trouble
with.

Mr. MuNoz. Right. I do think that opens up some difficulty if the
Internal Revenue Service were to get into the business of collecting
other than taxes.

Nonetheless, I do believe that there are some loans like students -
loans, to give you a perfect example, where if the government were
more flexible in collecting it so that it was income contingent, those
who have higher earnings can have a higher payback period or
faster payback period than those that have lower earnings. And 1
believe that there is some of that thinking taking place already for
the Department of Education.

Mr. HORN. So any other place in government where they're giv-
ing this some thinking before we lose billions?

Mr. MuRoz. Yes, sir. I think the principle applies across the
board. I don’t think it’s limited to students. I think that it just
makes common sense that when you have more revenues coming
into an individual, more income, that the government should expect
a faster payback for what it’s owed.

Mr. HORN. Is there any effort by OMB or the National Perform-
ance Review team to stimulate this kind of issue within the agen-
cies and departments?

Mr. MuNoz. Yes, sir. There is already. In fact, there is an inter-
agency team that’s working with Department of Education and De-
partment of Treasury that OMB is heading that precisely is looking
at income contingent student loans, in particular. And outside of
that, I'm not familiar with it. But I do believe the President’s pro-
posal does talk about having students pay back their loans based
on income.

Mr. HoRN. Well, I thank you for that. We'll probably follow up
with a few questions in a number of these areas.

Mr. Glynn, let me get back to one aspect of the previous ques-
tion. What proportion of the Department of Labor personnel are
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outside Washington in some regional office or other entity that is
a little distant and requires communication with headquarters?

Mr. GLYNN. About two-thirds.

Mr. HorN. Two-thirds are out in the field. Has that been a dra-
matic increase over the last 20 years, and what has led to that?

Mr. GLYNN. Mr. Chairman, I'm not sure I can really say with any
precision if it has gone up or down in the last 20 years. My impres-
sion from talking to people in the Department is that it has been
relatively constant.

Mr. HORN. In other words, Wage and Hour Administration tradi-
tionally has been in the field. They have to go to investigate plants
and factories and so forth.

Mr. GLYNN. Right. OSHA, Pension & Welfare Benefits Adminis-
tration, Mine Safety and Health Administration. Again, two-thirds
of our agencies really are involved in the enforcement side. So they
tend to be very field oriented. The Employment and Training Ad-
ministration, many of their programs are run out of their regional
offices. So it tends to be a fairly high percentage.

Mr. HORN. Are you satisfied with the level of communications be-
tween the field and the headquarters?

Mr. GLYNN, I think the level of communication is adequate. 1
.think that one of the things we have been trying to do is reduce
the number of people in the headquarters and expand the percent-
age of people in the field since that's where the direct service deliv-
ery is taking place.

I think in any large organization, every large organization I've
ever worked in, there’s always a question about to what extent in-
formation passes through the organization down to the front line
employees, which is one of the reasons why with Secretary Reich,
we try to communicate occasionally directly with front-line employ-
ees, so people really know what the mission and the tasks to be
done are.

But I would say relative to other large organizations I've worked
in, I would say the Labor Department seems to have an adequate
communication system.

Mr. HORN. My time is up.

Does the gentleman from Virginia have any more questions?

Mr. Davis. No.

Mr. HORN. Let me continue to pursue this, then. It seems to me
that one of the great gaps in most organizations is the gap between
people in the field doing the “real work” of the agency and those
in headquarters at staff levels in particular that sometimes, there
are too many of them.

They’re preventing the real work of the agency, even though
they're well meaning, with all the clearances that have to be in-
volved. Do you feel you've been able to achieve some direct line of
leadership from the Secretary, Office of the Secretary, which would
include yourself, other Assistant Secretaries, down there to the
managers that are actually supervising operations of real people
going out and trying to get the mission of the Department of Labor
carried out?

Mr. GLYNN. I would say we have done an adequate job at that.
I think, as I indicated before in my opening remarks, there’s a lot
of cynicism and skepticism on the part of career managers and
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front line staff toward any political appointee in any administra-
tion. And as an example of that, I would cite, again, the chart com-
paring the various Cabinet agencies.

I think that people at the Department were kind of surprised,
having taken a 25 percent reduction between 1980 and 1992, when
a Democrat was elected and said, “We're going to reduce it by 12
percent further.” So I think there’s a lot of skepticism out there in
the field offices, but I don't necessarily think that there’s a lack of
communication. '

I think people understand what it is that we're trying to accom-
glish. I think there may be some reluctance to go along with things

ecause either they don't agree with them or they don’t think they
make sense or because of the turnover problem with people turning
over every 18 to 24 months or making some of these decisions, in
their view. So that’s more of an implementation issue than a com-
munication issue,

Mr. HorN. Some would argue that with modern means of com-
munication, conference ecalls, and faxes, you can immediately make
an impact as the Secretary or the Deputy Secretary. Perhaps we
don’t need some of the people in the headquarters we have had
communicating with the field, if not micromanaging them, and per-
haps we don’t need as much regionalization, that maybe you just
have a much flatter line and less laiers people have to get through
to get the message up or down that hierarchy.

What do you think of that? Does that make some sense to you?
And if so, is the Labor Department doing anything about it?

Mr. GLYNN. It’s not as well known as the 12 percent mandate,
but last summer, every Federal agency had to submit to OMB a
proposal of how they were going to reduce their headquarters and
oversight staff by 50 percent. So we have a plan, as do other Fed-
eral agencies, for making the kind of reductions that you are talk-
ing about.

And what we have discovered in some of the regional offices,
which is consistent, I think, with your hypothesis is that there is
a tendency to duplicate the overhead functions again at the re-
gional level. So it’s not the case that every person in a “field office”
1s doing service delivery.

And that’s one of the areas that we have tried to target in com-
ing up with our reductions. But every agency had to submit a plan
and is being monitored by OMB to make the kinds of reductions
which you are suggesting although, as I say, it hasn’t been as well
publicized as the 12 percent reduction.

Mr. Horn. Is that being monitored by the associate director for
management, or on the budget side?

Mr. GLYNN. I would say both.

Mr. HORN. As you know, they have tried to integrate them now
working on budget review. Do you accompany the Secretary to
some og those budget meetings wgen you're presenting the Depart-
ment of Labor budget? Do you get a feel that management issues
are given any attention in that process, or is it strictly budget is-
sues that get the attention of OMB?

Mr. GLYNN. I guess I would say in this instance my view is prob-
ably quite different from maybe the Chair's and others. I think
that, first of all, there’s an advantage in having them combined.
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Because I think that people pay more attention to management is-
sues if budget dollars are at stake.

Mr. HorN. I agree with you on that. As an executive, I combined
them, and I got their attention.

Mr. GLYNN. Yes. It has a way of focusing people’s attention. And
I think that if you look at the track record of—while people might
give out diferent grades for the effectiveness—this administration
has gone through the 12 percent process, a 50 percent process, a
streamlining process, and a customer service process.

We're all now going through a regulatory reinvention process.
There are a lot of management issues on the table as a result of
the OMB and NPR processes, So it’s hard for me to envision as a
manager what else we could possibly be asked te take a look at
from the management perspective. So to me, the system is workin
a little too well, because people have a hard time c{oing all the sta
work to answer all of these questions.

Mr. HornN. You face a difficult situation, to say the least.

Mr. GLYNN. Can [ quote you on that?

Mr, HorN. Well, let me just say in conclusion here—because I
know you're busy, and we have three more panels. And we really
appreciate the testimony of each of you.

Are there some questions you would have liked to have seen us
ask that we're not bright enough to ask and you would like to get
on the record the answer before we let you go? What comes to
mind? You can see what we’re trying to explore. We don’t have a
set view on a lot of these things. We want to see what's out there
and what makes some sense.

Mr. GLYNN. Well, I would just reiterate what I said at the very
beginning, which is, I appreciate the chance to come up here for an
hour with someone from the Treasury Department and have a
thoughtful discussion back and forth about these very sensitive is-
sues, because I do think there’s a lot at stake.

There are a lot of Federal employees whose careers are at stake
in a lot of these decisions, and I think a deliberative process in the
end will produce a much better outcome. So I would just thank the
committee for the opportunity to appear and to be involved in the
give-and-take.

Mr. HorN, Thank you.

Mr. Muiioz, anything?

Mr. MunNoz. I do have a question you might want to ask. And
that is, how does the Federal Government compare to other govern-
ments and other countries, especially in Europe, with respect to
measuring its performance, its achievements, and how does it com-
pare to States in this country in terms of that arena? I think that
would be a good question. .

Mr. HorN. Consider it asked. What’s the answer? I might say,
we had in a previous hearing a representative from Oregon and a
representative from New Zealand, so we're not completely off.

Mr. MuNoz. It’s a good question, Mr. Chairman, because it will
show you the importance of this subcommittee’s work. And that is,
by (frou bringing this to the attention of at least these two agencies
and, I'm sure, those who sit behind us, finally, the Federal Govern-
ment is paying attention to what other countries—I'm ashamed to
say that ot%er countries have beat us out on this one; that is, they
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quickly and especially in Europe have decided that the purpose of
overnment was to make sure it rendered the services to the satis-
action of those who were receiving them.

“And, therefore, it built into the budgets performance measure-
ments and performance evaluations. OCED, for example, has a
whole division in this area, and they're quite advanced in that.

Second, there are some States—not all of our 50 States—with re-
spect to comparison there, the Federal Government does have some
advantages. We have the GPRA in law, and I think that's very
positive; we have a hearing, such as this one, and others that are
looking at this. Some States have beat us out because they’re al-
ready integrating it. Other States are somewhat behind.

So I think there’s still a leadership role that can be played by
the Federal Government in this country, but when you compare it
}\:{it}}; some of our Western industrial States, we may not rank as

igh.

Mr. HorN. This would affect a number of agencies. It certainly
would affect the Department of Labor. Many in Congress, as you
know, have long favored the block grant approach, where you
wo]gld have the States be much more of the implementer of Federal
policy.

Let’s face it. We have done that in social welfare since the Sec-
ond World War—during the Second World War in some areas. It
was a Federal-State system, but it’s really a county system of wel-
fare administered under the guidelines of the State of California,
in my case, and the Federal Government in relation to that State,

To what degree is some thought being given that philosophical
thrust to devolve power out of Washington down to the States in
the areas under your jurisdiction? Is there any discussion of that,
just a little advance planning and thinking about it?

Mr. MuNoz. In terms of devolution, NPR phase II did require us
to look at our core mission and what could be devolved from that.
Again, Treasury does not administer programs. It's basically oper-
ational. We're in the collection of money, the printing of money,
and the payment of money.

Nonetheless, we nonetheless went through the exercise and iden-
tified some areas that could maybe have some devolution consider-
ation on them. But we do think it's a legitimate questicn to ask.
But again, I want to emphasize one thing that I did say in my
opening remarks.

And that is that the best management reform is to not have a
standardization or one-size-fits-all. Let’s assume that devolution is
ideologically, politically, and administratively accepted. My advice
would be to not mandate it across the board. Because in some
agencies like Treasury, it may not make any sense.

Mr. HorN. Well, T think you're absolutely right. It has got to
make sense, and if it doesn’t, we shouldn’t be doing it just because
somebody thinks it’s a good idea. What areas did you tfind, even in
Treasury, that you thought might be “devolved” as you put it?

Mr. MuRoz. There are some training programs in the law en-
forcement area.

Mr. HorN. Like what’s done at Glyncoe?

Mr. MuNoz. Yes. Yes, and the FLETC and others wher> we did
some consideration. Because a lot of it, it does work with State and
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local law enforcement officials. And those were the areas that we
were looking at. We did not want to have devolution in the printing
of money or collecting of money.

Mr. HorN. Even though some Governors would anxiously bid on
that. {Laughter.]

I take it in terms of what they do at Glyncoe and do very well
is also done in the postcertification in California, which all police
officers must go through and keep up to date.

Mr. MuRoz. Yes.

Mr. HORN. And a number of States have very fine programs in
that area. Again, it’s a mixed bag. You would have to look at a par-
ticular State to see how well that works. Were there any other
areas that you thought of?

Mr. MuURoz. Those were the primary areas that were considered.

Mr. HorN. Mr. Glynn, what about the Department of Labor?

Mr. GLYNN. Beginning last summer, actually, OMB led an exer-
cise on consolidation and devolution which Director Rivlin was very
involved in, in part because of work she had done previously. And
that is what gave rise to the initial proposal to consolidate the 70
programs and give the States a greater role.

And as we prepare for the 1997 budget exercise, I anticipate
there will be other issues like that raised. It's not that well recog-
nized, but actually, OSHA in roughly half the States is run as a
State program, for better or for worse.

Mr. HorN. Right.

Mr. GLYNN. And we haven’t had a lot of States volunteering to
expand on that number,

Mr. HorN. Well, in California, as you know, there is a State
OSHA. And when Governor Dukemejian was in power, as I recall,
they couldn’t work over the private sector, so tgey rested on the
State universities and worked them over for a few years. I weil
know the impact of State OSHA and Federal OSHA in that sense.

Let me just say, Mr. Muifioz, we'll probably be holding a hearing
on the role of the Chief Financial Officer. I think you and I prob-
ably had this discussion in a hearing in the preceding Congress.

And that was the fact that the Assistant Secretary for Manage-
ment is also the Chief Financial Officer. I worry about that. I
worry if the Chief Financial Officer role can possibly be given full
attention.

And, as you might remember, when we got to the IRS, I think
my colleague from California, Mr. Cox, said to the IRS that “If a
corporation presented you with that financial statement you've just
presented us, that one, you would find it unacceptable and prob-
ably ask the U.S. Attorney to indict.”

But we’ll be looking forward to seeing how the financial state-
ments are going across the Federal Government. We think that po-
sition is an immensely important position, as are the Inspector
Generals, which we will also have separate hearings on. So any
wisdom you can give us when we get to that—and whether you're
overworked or saving a separate salary, I don't know. But we just
want to make sure the job’s done. So let’s hope it's getting done.

Mr, MuRNoz. Thank you.

Mr. Horn. I thank you both for your very excellent testimony.
We appreciate your spending the time with us. There might be
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some questions we follow up on. All of your comments, charts, ev-
erything will be put in the record. If you have some more thoughts,
send them to us. We'll add letters to the record. Thanks a lot.

Mr. GLYNN. Thank you, Mr. Chairman.

Mr. MuRoz. Thank you, sir.

Mr. HOrRN. Will panel II come forward, Johnny C. Finch and
Gene Dodaro, the Assistant Comptroller Generals.

[Witnesses sworn.]

Mr. HorN. Both witnesses affirmed. And unless you have a dif-
ferent arrangement worked out, the first one on my list is Johnny
C. Finch, the Assistant Comptroller General for the General Gov-
ernment Division, General Accounting Office. We're delighted to
have you here. Would you like to go in that order, or did you have
something else worked out?

Mr. FINCH. I think we're going to make it easy for you, sir. Being
from GAQO, we work well together. So we prepared a joint state-
ment.

Mr. HorN. OK.

Mr. FINCH. And, as you had suggested earlier, we'll submit that
detailed statement for the record. And in the interest of time, I will
briefly summarize both parts of the statement, if I might. And
then, we'll take questions. '

Mr. HorN. Very good. Let’s do that. Your full statement will be
inserted at this point in the record. And we're talking about 22
pages plus an attachment.

I Mr. FINcH. Right. And I'll try to get that down to 5 minutes if
can, sir.

STATEMENT OF JOHNNY C. FINCH, ASSISTANT COMPTROLLER
GENERAL, GENERAL GOVERNMENT DIVISION, GENERAL AC-
COUNTING OFFICE; ACCOMPANIED BY GENE L. DODARO, AS-
SISTANT COMPTROLLER GENERAL, ACCOUNTING AND IN-
FORMATION MANAGEMENT DIVISION, GENERAL ACCOUNT-
ING OFFICE

Mr. FINCH. Perhaps 1 should do some stage-setting in terms of
why both Gene and I are at the table. Gene and I share respon-
sibilities for GAO’s work on Federal management issues.

Gene is the Assistant Comptroller General responsible for our ac-
counting, financial management, budget, and information tech-
nology work, while I have responsibility for our work on general
cross-cutting management issues, human resource management,
and an array of program areas, such as IRS, Justice, financial in-
stitutions, et cetera.

And with that stage-setting, I'll move right into the summary of
our key points. In recent years, Congress has enacted landmark
legislation that seeks to greatly improve Federal management prac-
tices and emphasize accountability for achieving results.

The Government Performance and Results Act, the Chief Finan-
cial Officers Act, the Government Management Reform Act, and
the forthcoming reauthorization of the Paperwork Reduction Act
have established a basic framework that should help agencies to
improve their performance and business processes.

As the subcommittee requested, our statement today focuses on
basic management problems that Federal agencies urgently need to
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address. We want to highlight four problems in this regard. First,
agencies need to develop more precise program and business goals
and better measure performance against these goals.

Our work over the years has shown that many Federal agencies
lack consensus on their mission and the outcomes sought. Also,
most agencies have not established a systematic process to identify
and address critical issues affecting their ability to meet their mis-
sion and achieve their desired results.

Moreover, reliable program and financial information was not
routinely collected and used to gauge programs, improve perform-
ance, and establish accountability.

In passing GPRA in 1993, Congress created a statutory frame-
work for addressing these types of problems. Congress recognized
the magnitude of the changes GPRA will require in most agencies
and created planning and reporting requirements that will be
phased in over a number of years.

In fact, our work has shown that setting the right goals and
using performance information to make substantial improvements
in agencies’ effectiveness and to guide resource allocation decisions
will not come quickly or easily for most agencies.

Second, agencies need to improve operational effectiveness by
taking fuller advantage of reengineering opportunities and invest-
ments in modern information technology. Moving to a smaller,
more efficient government that stresses accountability and manag-
ing for results will require reengineering Federal operations and
supporting them with modern information technology.

Reengineering inefficient work processes and using modern tech-
nology offers unprecedented oppertunities to improve the delivery
of government services and to reduce program costs. Unfortunately,
Federal information systems projects are frequently developed late,
fail to work as planned, and cost millions, even hundreds of mil-
lions of dollars more than expected.

We studied a number of successful private and public sector or-
ganizations to learn how they reach their own ambitious improve-
ment goals. In our resulting report, we describe a strategic inte-
grated set of fundamental management practices that were instru-
mental in these organizations’ success. These practices can be read-
ily adopted by Federal agencies and are summarized in our pre-
pared statement and in our material we supplied to the subcommit-
tee.

Congress can play an important leadership role in building gov-
ernmentwide consensus on a need for adopting proven practices for
effective strategic information management. Recent congressional
reauthorization of the Paperwork Reduction Act of 1995 incor-
porated essential changes in line with the principles and practices
we have identified from our research. .

The third need is for agencies to strengthen financial manage-
ment, to instill accountability, and to control costs. Reliable finan-
cial information is a fundamental prerequisite for improving man-
agement of government programs and providing needed account-
ability for program results. But our work shows that most govern-
ment financial systems are not able to routinely perform the most
rudimentary bookkeeping functions,



35

Without accurate and timely financial information, government
leaders continue to be hampered in their ability to control costs,
measure performance, or achieve needed management improve-
ments,

With passage of the CFO Act and the Government Management
Reform Act, Congress paved the way for the Federal Government
to have the same kind of financial statement reporting as is re-
quired in the private sector and by State and local governments.
Effectively implementing this legislation must be a top priority,
and ]continuing congressional oversight will be important to ensure
results.

Fourth, we need to build the capacity of the Federal workforce
to more effectively and efficiently implement and manage pro-
grams. Our work has found that agencies’ workforce planning proc-
esses do not always work well. And this has impacted adversely on
mission effectiveness and critical management support functions.

For example, workforce planning problems have affected mission
effectiveness in a number of agencies and in critical management
functions such as financial management and information tech-
nology. This is disturbing, because strong workforce planning proc-
esses are especially important during downsizing.

In a recent review, most of the private companies and State gov-
ernments we contacted regarding their downsizing strategies em-
phasized the importance of workforce planning to target the right
positions for elimination. They stressed that strategic planning de-
cisions about what an organization does and why it does it is an
essential first step before making decisions on the appropriate size
and composition of the workforce.

The management weaknesses and lack of workforce capacity in
agencies across the government are long-standing problems that
will require the sustained effort of Congress and agencies to make
needed improvements. Agencies have had difficulty in effectively
dealing with these problems due, in part, to a lack of continuity in
leadership.

For example, our work has shown that the median length of ten-
ure of political appointees in key leadership positions was just over
2 years, that some key positions had as many as five different ap-
pointees serving in the same position within a 10-year period, and
that some positions, in fact, remained vacant for years. Mr. Glynn
mentioned this scenario in his statement and in his situation at the
Department of Labor.

The lack of leadership continuity in the executive branch makes
continuing congressional oversight even more important. Congress,
as a prime user of performance and financial information, has a
major interest in ensuring that agencies give the proper attention
to addressing critical management issues.

In this regard, we believe that Chairman Clinger and the Com-
mittee on Government Reform and Oversight took an important
step earlier this year when they recommended that House commit-
tees conduct oversight to help ensure that GPRA and the CFO Act
are being aggressively implemented and use the financial and pro-
gram information required by these acts in overseeing agencies
within their jurisdiction.
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In summary, Congress through GPRA, the CFO Act, the Paper-
work Reduction Act, and other initiatives has legislated a basic
management framework for focusing Federal management and ac-
countability on the ocutcomes of Federal programs.

We are encouraged by the subcommittee’s plan to monitor agen-
cies’ progress in implementing these key laws through a series of
hearings in the coming months. Such congressional oversight is es-
sential to attaining the improvements that we all desire.

Mr. Chairman, we look forward to working with you and your
subcommittee in your efforts to improve the management of Fed-
eral programs. This concludes our combined statement, and we
would be pleased to answer your questions.

[The prepared statement of Mr. Finch and Mr. Dodaro follows:]

PREPARED STATEMENT OF JOHNNY C. FINCH, ASSISTANT COMPTROLLER GENERAL,
GENERAL GOVERNMENT DivisiON, GENERAL ACCOUNTING OFFICE AND GENE L.
DoDARO, ASSISTANT COMPTROLLER GENERAL, ACCOUNTING AND INFORMATION
MANAGEMENT DIVISION, GENERAL ACCOUNTING OFFICE

Mr. Chairman and Members of the Subcommittee:

We are pleased to be here today to discuss actions needed to strengthen manage-
ment in the federal government. A wealth of GAQ reports and testimonies over the
last decade have identified numerous opportunities for improving agency and de-
partmental management. While a wide array of issues were raised from this work,
four basic management problems consistently emerged. They are the need to

(1) develop more precise program and business goals and better measure perform-
ance against these goals,

(2) improve operational effectiveness by taking fuller advantage of reengineering
opportunities and investments in modern information technology,

(3) strengthen financial management to instill accountability and control costs,

and

(4) build the capacity of the federal workforce to more effectively and efficiently
implement and manage programs.

In recent years, Congress has enacted landmark legislation that seeks to greatly
improve federal management practices and emphasize accountability for achievin
results. The Government Performance and Results Act (GPRA), the Chief Financia
Officers (CFO} Act, the Government Management Reform Act, and the forthcoming
reauthorization of the Paperwork Reduction Act have established a basic framework
that should help agencies to improve their performance and business processes. This
framework also will provide managers and other decisionmakers with the critical in-
formation needed to make more informed policy and programmatic decisions and
achieve more accountability for results.

We are encouraged by this Subcommittee's plan to monitor agencies’ progress in
implementing these key laws through a series of hearings in the coming months.
Such congressional oversight is essential to encouraging sustained attention to and
attaining the improvements that we all desire.

IMPROVING RESULTS BY SHARPENING THE FOCUS ON GOALS AND PER-
FORMANCE MEASURES

Our management and program reviews of departments and large agencies across
government have shown that many federal agencies lacked consensus on their mis-
sion and the outcomes sought. Most agencies also had not established a systematic
process to identify and address critical issues affecting their ability to meet their
mission and achieve their desired results. Moreover, reliable program and financial
information was not routinely collected and used to gauge progress, improve per-
formance, and establish accountability.

Our March 1994 report on the federal government's 62 programs that provide em-
ployment training assistance to the economically disadvantaged illustrates just one
example of where better data are needed to determine if federal efforts are effective.
It found that most agencies did not collect information on participant outcomes nor
did they conduct studies of program effectiveness—both of which are needed to
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know how well programs are helpin§1 participants enter or reenter the workforce.!
As a result, agencies that manage these 62 programs do not know whether their
programs, as currently conﬁgurei, are providing assistance that results in partici-
pants getting jobs.

In passing GPRA in 1993, Congress created a statutory framework for addressing
these types of&)mblems. The Senate Committee on Governmental Affairs report that
accompanied GPRA noted:

“At present, congressional policymaking, spending decisions, and oversight
are all seriously handicapped by the lack both of sufficiently precise program
goals and of adequate program performance information. Federal managers, too,
are greatly disadvantaged in their own efforts to improve program efficiency
and effectiveness by that same lack of clear goals and information on results.
The goal-setting, performance measurement, and results reporting requirements
of (GPRA) are intended to address these needs of Congress and of federal pro-

am managers.”?

GPRA’s implementation is being phased in, be%inning with performance plannin,
and reportin%rpilots at selected agencies during fiscal years 1994 through {’996. AE
ready, the Office of Management and Budget (OMB) has designated more than 70
programs and agencies as pilots, ranging in size from smalgnprograms to entire
ai;encies, such as the Internal Revenue Service (IRS). OMB plans to select a subset
of these ;}mgrams and agencies to further pilot GPRA’s managerial flexibility provi-
sions in fiscal years 1995 and 1996 and performance budgeting provisions in fiscal
years 1998 and 1999,

GPRA is to be implemented governmentwide on September 30, 1997, when vir-
tually all agencies are required to submit 5-year strategic plans, to be based on con-
greasional and stakeholder input, to OMB. Beginning in fiscal year 1999, all agen-
cies will be required to annually submit the performance plans and subsequent per-
formance reports.

On the basis of our discussions with senior officials in 24 departments and large
agencies, most departments and agencies have recognized the difficulty of setting
the right goals and using performance information to make substantial improve-
ments in agencies’ effectiveness and to guide resource allocation decisions. The expe-
riences of state and foreign governments confirm that implementing the changes re-
quired by GPRA will not come 1uickiy or easily.?

As agencies proceed with implementing GPI{A, it will be important to identify and
communicate the best practices that are evolving from agencies’ efforts. Recognizing
this and working with Congress and experts in the public administration commu-
nity, we developed a methodology to facilitate the identification of best practices in
clarifying goals, developing strategic plans for achieving those goals, establishing
performance measures that focus on results, and communicating and using perform-
ance information. We recently began using our methodology in reviewing a sample
of departmental and major agency GPRA implementation efforts. We also are mak-
ing our methodology available to agencies to use as they assess their own progress
in implementing G?RA,

IMPROVING OPERATIONAL EFFECTIVENESS BY TAKING FULLER ADVAN-
TAGE OF REENGINEERING OPPORTUNITIES AND INVESTMENTS IN
MODERN INFORMATION TECHNOLOGY

Moving to a smaller, more efficient government that stresses accountability and
managing for results will require reengineering federal operations and supporting
them with modern information technology. Reengineering inefficient work processes
and using modern technology offer unprecedented opportunities to improve the de-
livery of government services and reduce program costs. Moreover, using technology

*Multiple Employment Training Programs: Most Federal Agencies Do Not Know If Their Pro-
grams Are Working Effectively (GAO/HEHS-94-88, Mar. 2, 1994). More recently, we reported
earlier this year that the Department of Health and Human Services does not know whether
the Job Opportunities and Basic Skills Training (JOBS) program is reducing welfare dependency
because the program does not gather enough critical program information on program outcomes,
such as the number of participants entering employment and leaving Aid to Families with De-

adent Children. See Welfare to Work: Measuring Outcomes for JOBS Participants (GAO/

EHS-95.86, Apr. 17, 1995).

2Committee on Governmental Affairs, United State Senate, Report to Accompany S. 20, Re-
port number 103-58, June 16, 1993. ]

3See, for example, Managing for Results: Experiences Abroad Suggest Insights for Federal
Management Reforms (GAO/GGD-95-120, May 2, 1995); Government Reform: Goal Setting
(GAO?AIMD/GGD-QS—ISOR, Mar. 27, 1995); Managing for Results: State Experiences Provide In-
sights for Federal Management Reforms (GAO/GGD-95-22, Dec. 21, 1994); and Performance
Budges}ing: Stiate Experiences and Implications for the Federal Government (GAO/AFMD-93-41,
Feb. 17, 1993).
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well is central to enhancing the quality and accessibility of information available to
federal managers and the public.

Federal agencies must close the large and widening gap between the public’s ex-
pectations for efficient, modern service and the government’s performance—a gap
that is undermining the effectiveness and credibility of our government’s institu-
tions. More and more, the American people are enjoying the everyday benefits of
technology-driven service improvements in the private sector, such as 24-hour one-
stop customer service numbers, automated bank tellers, overnight package delivery,
and point-of-sale or telephone credit card payment.

Unfortunately, the fe(feral sector lags leading private firms that have used process
improvement and information technology to cut costs, streamline operations, and
enhance service levels. After having spent more than $200 billion on information
systems aver the past 12 years, our work has shown that the federal government
is in the worst possible situation—having invested heavily in costly information sys-
tem projects that often fail to produce dramatic service improvements or significant
reductions in personnel and administrative costs.#

Information systems projects are frequently developed late, fail to work as
planned, and cost millions—evens hundreds of millions—more than expected. In an
environment of shrinking resources and with the demand for service improvement,
the government can ill afford to continue spending such large amounts of money
with so few results.

We consistently found huge, complex computer modernizations at great risk from
two basic management problems: (1) the failure to adequately select, plan, prioritize,
and control system and software projects and (2) the failure to use technology to
simplify, direct, and reengineer functional processes in ways that reduce costs, in-
crease productivity, and improve service quality. These problems permeate critical
government operations in key agencies, such as the Federal Aviation Administration
(FAA), IRS, the Department of Agriculture (USDA), the Department of Veterans Af-
fairs, and the Social Security Administration (SSA). The vast potential for improv-
inf government performance through information technology investments cannot be
fully realized until these problems are addressed.

To illustrate, let me point o just a few examples of the criticality of information
management to reining in costs and improving government programs and service.

» After investing over 12 years and more than $2.5 billion, FAA chose to cut
its losses in its problem plagued $6 billion Advanced Automation System (AAS)
by either cancelling or extensively resiructuring elements of this effort to mod-
ernize the nation’s air traffic control system. The reasons for AAS’s problems
include FAA's failure to (1) accurately estimate the technical complexity and re-
source requirements for this effort, (2} stabilize system requirements, and (3)
adequately oversee contractor activities.

e Similarly, our work on IRS’ estimated $8 billion Tax System Modernization
(TSM) designed to automate selected tax processing functions has identified
many management and technical issues that need to be addressed to mitigate
critical risks and better position IRS to achieve success. In a May 3, 1995, brief-
ing to the IRS Commissioner on our recent assessment work, we noted that IRS
lacks a comprehensive business strategy to cost-effectively reduce paper submis-
sions and has not yet {ully developed and institutionalized the requisite man-
agement, systems development, and technical infrastructures necessary to suc-
cessfully implement such an ambitious world class modernization eflort. IRS
has agreed with the need to put the needed business and technical foundation
in place to better achieve TSM’s objectives,

» In 1994, we found that USDA’s $2.6 billien Info Share project, designed to
improve cperations and provide better service {o farmers, was being managed
primarily as a vehicle to acquire new information technelogy, rather than an
opportunity to fundamentally improve business processes.® Key steps in process
reengineering had not been followed, including adequately analyzing current
business processes and establishing improvement goals. Additionally, we cited
the failure of senior USDA officials to integrate Irﬁ'g Share into USDA’s strue-
tural reorganization efforts as a key accountability shortcoming.

*Information Management and Technology Issues (GAO/OCG-93-STR, Dec. 1992) Govern-
ment Reform: Using Reengineering and Technology to Improve Government Performance (CAO/
T-OCG-95-2, Feb. 2, 1995),

8 Advanced Automation Systern: [mplications of Problems and Recent Changes (GAQ/T-RCED-
94-188, Apr. 13, 1994).

@ USDA Restructuring: Refocus Info Share Program on Business Processes Rather Than Tech-
nology (GAO/AIMD-84-156, Aug. 5, 1994).
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There is much to be done to bring our federal government into the information
age. To help federal agencies achieve their potential for improvement, we studied
a number of successful private and public sector organizations to learn how they
reached their own ambitious improvement goals. In our resulting report,” we de-
scribe a strategic, integrated set of fundamental management practices that were
instrumental in these organizations’ success. These practices can be readily adopted
by federal agencies.

The most critical factor for success was the leadership and personal commitment
of top executives to improve strategic information management. These executives
recognized that technology is integral to providing the information for effective deci-
s;it.mmaki'xlx‘g1 and sup{)orting the work processes that accomplish the organization’s
mission. They actively spent the time to manage down risks and maximize the re-
turn on scarce investment funds. These leaders managed through three fundamen-
ta} areas of practice.

» First, they decided to work differently by quantitatively assessing perform-
ance against the best in the world and recognizing that program managers and
stakeholders need to be held accountable for using information technology well.
In contrast, the federal government frequently fails to benchmark itself against
the best, delegates information issues to technical staff, and sustains rates of
management turnover that seriously hinder true ownership and accountability.

» Second, they directed scarce technology resources toward high-value uses by
reengineering critical functions and care%ly controlling and evaluating the re-
sults of information systems spending through specific performance and cost
measures. Federal agencies, on the other hand, sften buy computer hardware
before they evaluate their business functions, lack discipline and accountability
for their investments, and fail to rigorously monitor the results produced.

» Third, they supported major cost reduction and service improvement efforts
with the up-to-date professional skills and organizational roles and responsibil-
ities required to do the job. The federal government all too often is held back
by an antiquated skill base and confused roles and responsibilities that consist-
elr}tly inhibit the effectiveness of major system development and modernization
eflorts.

Figure 1 provides additional detail on the specific practices within these fun-
damental management areas.

FICURE 1: KEY MANAGEMENT AREAS AND FUNDAMENTAL PRACTICES

Decide to Change:
» 1. Recognize and communicate the urgency to change information man.ge-
ment practices
¢ 2. Get line management involved and create ownership
e 3. Take action and maintain momentum
Direct Change:
» 4. Anchor strategic planning in customer needs and mission goals
« 5. Measure the performance of key mission delivery processes
» 6. Focus on process improvement in the context of an architecture
« 7. Manage information systems projects as investments
« 8. Integrate the planning, budgetling, and evaluation processes
Support Change
e 9. Establish customer/supplier relationships between line and information
management professionals
« 10. Position a Chief Information Officer as a senior management partner
« 11, Upgrade skills and knowledge of line and information management pro-
fessionals
We have found that many agencies need and want help to close the cost and per-
formance gap with the leading organizations. Over 14,000 copies of our report on
best practices of leading organizations have been requested, and we have given 120
briefings to over 2,000 federal decisionmakers to explain our work. OMB has also
incorporated the essence of these practices into its revision of Circular A-130—the
basic policy circular for federal information resources management.
The following additional steps are needed to get these practices implemented in
the government, not just talked about.
o Agencies should benchmark their current information management prac-
tices against the practices of successful, leading organizations to (1) understand
where they are deficient and (2) develop an action plan for putting the leading

7Executive Guide: Improving Mission Performance Through Strategic Information Manage-
ment and Technology—Learning From Leading Organizations (GAO/AIMD-94-115, May 1994).



41

ractices in place. We have developed a methodology for agencies to use in
going self-assessments and are working with several agencies, such as the IRS,
Coast Guard, and Pension Benefit Guaranty Corporation, to help them do this.

» Agencies need to identify and prioritize reengineering and technology im-
provement initiatives that can offer tremendous improvements in service deliv-
ery and reduced costs. Current efforts at IRS, Defense, Agriculture, SSA, and
Veterans Affairs all have tremendous potential if properly designed and man-
aged. For example, SSA has recognized the need to improve service and has ini-
tiated an effort to reengineer its disability determination process. SSA reports
that the average claimant waits up te 4 months from first contact with SSA for
an initial decision, although less than 10 hours of this time are actually spent
working on a claim. The remainder of the time is associated with waiting for
medicaf evidence, handing off the case to the next step in the process, and wait-
ing between processing steps.

* Agencies’ top executives must assert control over techno}ogy investment de-
cisions and ensure that improvement efforts are well-managed and directed to-
ward achieving maximum value in improving operations. The vital area of infor-
mation technology expenditure warrants a new level of scrutiny—government-
wide—to determine just where the risks are highest and how they can be man-
aged more eflectively. To this end, we are working with OMB and the General
Services Administration to infuse more discipline and accountability into the
government's decisions regarding information technology expenditures. For ex-
am(r]e, OMB, with our assistance, is developing guidance for agency officials
and OMB analysts to bring more rigorous evaluations of technology invest-
ments,

Congress can play an important leadership role in building governmentwide con-
sensus on the need for adopling proven practices for effective strategic information
management. Recent congressional reauthorization of the Paperwork Reduction Act
of 1995 incorporated essential changes in line with the principles and practices we
have identified from our rescarch. For example, the law now provides a clear focus
on applying technelogy to improve the productivity, efficiency, and effectiveness of
government programs, including improvements in the delivery of services to the
public. It also requires agencies to assume responsibility and accountability for
maximizing the value and assessing and managing the risks of major information
systems initiatives through well-defined processes used to select, control, and evalu-
ate technology investment decisions.

STRENGTHENING FINANCIAL MANAGEMENT

Reliable financial information is a fundamental prerequisite to improving manage-
ment of government programs and providing needed accountability for program re-
sults. But our work shows that most government financial systems are yet unable
to routinely perform the most rudimentary bookkeeping functions. Without accurate
and timely financial information, government leaders continue to be hampered in
their ability to control costs, measure performance, or achieve needed management
improvements. Also, without better information on the costs and consequences of
gover:nn:;ent programs and activities, tough budget decisions will continue to be com-
promised.

Further, the government’s financial systems are aging fast. OMB reports that ap-
proximately 70 percent of them were installed over 5 years ago; 39 percent have
passed the 10-year mark. Agencies’ antiquated financial systems simply do not ade-
quately meet critical user needs for accurate, timely, and comparagle data. OMB
has reported that only one-third of agency financial management systems comply
with federal core finarcial systems rcquirements, and less than one-half of those
systems meet existing {inancial data standards. Moreover, almost all of the govern-
‘ment’s major departments and agencies have not been able to pass the test of an
independent financial statement audit.

Our February 1995 reports on arcas we have designated as high-risk clearly dem-
onstrate that poor financial management and ineffective management controls in
the §ederal government are, unfortunately, the rule and not the exception.® For ex-
ample:

s The Department of Defense cannot accurately account for its over $250 bil-
lion annual budget and over $1 trillion in assets worldwide. Inventories—valued
by Defense at $36 billion but no longer needed for current operating require-
ments—are being held. Another $29 billion disbursed to vendors cannot be
matched to supporting documentation, and the Department has relied on con-

8GAQ High-Risk Series (GAO/HR-85-1 through GAO/HR-95-12).
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tractors to voluntarily return billions of dollars in duplicate and erroneous pay-
ments.

s Our financial audits at IRS, which collects and accounts for 98 percent of
the government's revenues—currently $1.3 trillion—showed that IRS did not
know for certain the amount of delinquent taxes included in its inventory of tax
debts of about $166 billion and thus little meaningful analysis of what can be
collected or of the effectiveness of IRS’ collection efforts could be done.

While today’s financial systems have no shortage of paper output, they provide
agency managers and Congress little meaningful financial information. Greatly im-
proved financial reporting is essential to (1) link program and budget data for use
in both management control and planning and (2) report on program cost trends
and other performance indicators from which managers can make informed deci-
sions on running government operations effectively and efficiently.

Before 1990, this information was not required and the reliability of financial in-
formation for only a minor part of the government’s $1.5 trillion annual spending
was independently checked. Q’Vith passage of the CFO Act, Congress paved the way
for the federal government to have the same kind of financial statement reporting
as required in the private sector and by state and local governments.® Financial
statements for 10 agencies prepared and audited as part of a pilot program under
the 1990 act have resulted in:

. Si;iniﬁcantly more accurate and useful information on the government’s fi-
nancial status and its operations. For example, audits have yielded important
insights into the collection and accounting for revenues, surfaced million of dol-
lars in unknown liabilities, and provided valuable information on expected fu-
ture costs.

o A better understanding of the limited extent to which Congress and pro-

am managers can rely on the financial information they receive. Audits have

etected hundreds of gillions of dollars in accounting errors—mistakes and
omissions that can render information provided to managers and Congress vir-
tually useless.

. gubstantial savings through the recovery and more efficient use of funds.
In response to an audit of its fiscal year 1992 financial statement, for example,
the U.S. Customs Service revamped its debt collection efforts resulting in the
collection of $32 million of severely delinquent receivables.

o A much better understanding of the extent and pervasive nature of internal
control and financial management systems problems. For example, about $7.8
million in improper milita payml{ payments were made primarily because

lople no longer serving in the Army were not removed from active duty payroll
iles.

o Improvement in management’s accountability for, and focus on, strong fi-
nancial management. CFOs and inspectors general, in commenting on resulis
of financial audits, have reported that the process of preparing and auditing fi-
nancial statements brings much needed rigor to accounting and financial report-
ing and highlights where the real problems are.

In 1994, the Government Management Reform Act made permanent the CFO
Act’s requirements for agencies to prepare entitywide annual financial statements
and to have those statements audited. Also, the act expanded those requirements
to cover, beginning in fiscal year 1996, the 24 major agencies that constitute vir-
tually the entire executive branch budget.!® The act also gave GAO new responsibil-
ity, beginning in fiscal year 1997, to audit reports showing the federal government’s
overall financial status. These comprehensive {inancial statements will provide a
wealth of critical information about the performance of government programs and
dramatically increase the government’s accountability to the American public.

The CFO Act is landmark in establishing accountability and is central to achiev-
ing broader management reforms. Effectively implementing this legislation must be
a top priority and continuing congressional oversight will be important to ensure re-
sults. Key implementation issues include:

o Foremost, agency CFOs and inspectors general must ensure that the CFO
Act’s time frame for preparing audited financial statements for fiscal year 1996
does not slip.

o Agencies must give short-term priority to implementinngasic accounting

ractices, such as reconciling agency accounting records with Department of the
reasury accounts.

9 Financial Management: CFO Act Is Achieving Meaningful Progress {GAO/T-AIMD-94-149,
June 21, 1994). .
10 Attachment includes a listing of the 24 CFO act agencies and their fiscal year 1994 ontlays.



43

e Over the longer term, agencies must upgrade their financial systems and
operations io meet reporling requirements and provide reliable performance
data.

To meet its statutory requirement, GAQ, as auditor of record for the government-
wide financial statements, must ensure the adequacy of inspector general agency-
level financial audits. This is a fundamental requirement of government auditing
standards and will be met by working with the inspectors general and in some in-
stances independently reviewing and testing the their work. Part of this assurance
will be provided through the continuing help GAO gives to inspectors general in
building their capacity to do the required financial audits. GAQ will also be required
to audit major operations that will materially affect our opinion on governmentwide
financial reports but would not be done by inspectors general such as the Treasury’s
ceniral accounting functions and debt management operations.

Together, the CFO Act and GPRA requirements provide a powerful incentive to
improve data and management controls and an important means to transform the
way the federal government is managed. Ultimately, full implementation of the CFO
Act in tandem with the actions being taken under GPRA will heighten emphasis
on effective program management and help restore citizens’ confidence in govern-
ment.

However, to produce effective change both accounting and performance measure-
ment information ultimately must be brought to bear on budget decisions. Some
have suggested that the structure of the federal budget itself has a bearing on how
decisions are made concerning the federal government's investments. The lack of
distinction in the federal budget between a dollar spent on consumption iz often
cited as a fundamental weakness. We have addressed this issue over the years, most
recently in a report that discusses how an investment component might be incor-
porated into the unified corporate budget.?

In an environment of budgetary constraint, it is important to ensure that struc-
tural obstacles to reengineering are removed. In this vein, we are now beginning
an effort examining historical trends in federal capital spending and reviewing cur-
rent capital planning and budgeting practices at selected federal agencies, As part
of cur work, we will explore how budget process and scorekeeping rules affect cap-
ital decisions and whether recent OMB guidance on capital planning has made a
difference at the agency level. :

BUILDING AND MAINTAINING A MORE CAPABLE WORKFORCE

While clearer goals, better strategic planning, improved performance measures,
enhanced use of technology, and more useful financial information can lead to im-
proved management, a capable workforce is essential to successfully implement
these improvements. We support efforts to move to a smaller and maore efficient gov-
ernment. We believe that this can best be accomplished through outcome-based
goals and sound workforce plans. Agencies must reengineer outdated systems and
structures and enhance the quality of the remaining staff to ensure that downsizing
does not diminish program performance or increase the potential for fraud, waste,
and abuse., Without such changes, it will not be possible to correct other manage-
ment problems, In fact, those problems may be exacerbated.

Unfortunately, agencies’ workforce planning processes do not always work well,
and this has impacted adversely on mission effectiveness and critical management
support functions. For example, in the 1980s we reported on workforce planning

roblems that affected mission effectiveness in FAA’s air traffic control system,

A’'s automated data processing operations, the Environmental Protection Agency’s
Superfund program, and in various parts of USDA and the Department of Labor.12
As a more recent example, in 1993 we reported on how the Department of Veterans
Affairs lack of workforce planning affected its health care system. A major compo-
nent of the Department’s strategic vision involved moving from inpatient to out-
patient care. However, decisions on the staffing allocations did not keep pace with
the shift from inpatient to cutpatient. Data on the best mix of skills, occupations,
and levels to stafl Veterans Affairs’ outpatient clinics was lacking, and resulted in
inconsistency in planning and implementing staffing decisions. Improper allocation

11 Budget Issues: Incorporating an Investment Component in the Federal Budget (GAO/AIMD-
94-40, Nov. 9, 1993).

12The Public Service: Issues Affecting Its Quality, Effectiveness, Integrity, and Stewardship
(GAO/GGD-89-73, June 6, 1989); U.S. Department of Agriculture: Need for Improved Workforce
Planning (GAO/RCED-90-97, Mar. 6, 1990); Strong Leadership Needed to Improve Management
at the Department of Labor {(GAO/HRD-86-12, Oct. 21, 1985).
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of stafl and skills can contribute to unneeded, costly admissions and readmissions
to acute care facilities.!3

Strong workforce planning processes are equally important to ensuring that criti-
cal management functions have people with needed skills. For example, managing
and operating the wide array of agency management systems requires specialized
skills in information technology, process reengineering, linancial management, and
cost analysis. The federal government continues to pay the price for not having an
adequate cadre of professionals in the information and financial management areas
who can help make change happen and improve the accountability of agencies. The
private sector has learned that reengineering and streamlining projects can easily
be delayed or fail, if personnel issues are not addressed. Information technology is
becoming more complex and changes rapidly, leading to increasing opportunities to
improve business processes. The reengineering of processes changes the status guo,
by altering employees roles, responsibilities, and skill needs and changing or elimi-
nating jobs.

OMB has reported that many agency CFOs believe that staff capabilities need to
be strengthened in the areas of financial systems, financial operations, and financial

olicy. Our financial statement audits in the Department of the Treasury, including
RS and the Customs Service, and the Department of Defense confirm these needs.
Further, the growing scope of the financial management function and the ever-in-
creasing move toward automation will make these needs even larger and more com-
plex in the years ahead. Recognizing the limited opportunities to enlarge the size
of existing staffs, agencies and their CFOs need to ensure that investments are
made in training and other professional development so that existing staffs can in-
crease their professional skills and keep pace with emerging technology and develop-
ments in financial mafagement.

The scope of the workforce capacity challenges confronting the federal government
are reinforced by the experiences of state governments and private sector organiza-
tions that have undergone significant downsizings. In a recent review, most of the
private companies and state governments we contacted regarding their downsizing
strategies emphasized the importance of workforce planning to target the right posi-
tions for elimination. We were told that strategic planning decisions about what an
organization does and why it does it is an essential first step that should be taken
before any decisions on the appropriate size and composition of the workforce are
attempted.14

Private and state officials told us that difficulties arose in the downsizings where
workforce planning did not occur or was not effectively implemented. One company,
for example, said that in an earlier downsizing effort the company decided to use
across-the board personnel cuts but did not base this decision on sound work{erce
planning. The result was a loss of key employees whom the company had to rehire
or replace. In a later restructuring, the company evaluated its workforce and found
three major human resource problems: (1) excess people, (2) shortage of skills, and
(3) poor distribution of talent. Company officials said that they now recognize the
need for good workforce planning. Their earliér experiences showed them that an
across-the-board cut can solve a problem of excess people but will not necessarily
address shortages of skills or talent distribution problems.

QOur work has shown that effective workiorce planning encompasses (1) contin-
ually monitoring and assessing emerging workforce issues in the context of external
and internal trends; (2) projecting workforce requirements by identifying the num-
ber of people and types of skills needed to accomplish agency goals, both short-term
and long-term and comparing these requirements against the current workforce; (3)
developing broad human resource goals and related action glans to address identi-
fied gaps between future requirements and the current capability; and (4) assigning
accountability for plan accomplishment, including linking the plan to the budget,
implementing planned activities, and evaluating results.

When federal agencies began the current downsizing effort, OMB initially ex-
pressed disappointment with the quality of agencies’ workforce planning efforts.
OMB has since issued additional guidance on workforce planning and now believes
the quality of agencies’ planning efforts has improved. We plan to monitor the agen-
cies’ downsizing plans as they are developed and implemented.

13Management of VA: Improved Human Resource Planning Needed To Achieve Strategic
Goals (GAO/HRD 93-10, Mar. 18, 1993).

14 Workforce Reductions: Downsizing Strategies Used in Selected Organizations (GAO/GCD-
95-54, Mar. 13, 1995). '



45

NEED FOR EFFECTIVE OVERSIGHT

The management weaknesses and lack of sufficient workforce capacity in agencies
across the federal government are longstanding problems that will require the sus-
tained efforts of agencies and Congress to make needed improvements. Agencies
have the primary responsibility for ensuring that their programs are well-manifed,
funds are properly spent, and initiatives are achieving the intended results. How-
ever, agencies have had difficulty in effectively dealing with this responsibility due,
in part, to a lack of continuity in leadership.

n a report prepared for this Committee in April of last year, we raised concerns
about the frequent turncover of senior appointees in executive branch agencies.’s
Among other things, we pointed out that the median length of tenure of such ap-

ointees was just over 2 years, that some key positions had as many as five dif-
erent appoinfees serving in the same position within a 10-year period, and that
some positions remained vacant for years. Generally, the median length of service
of appointees in cabinet departments was below the governmentwide median. Cabi-
net departments also generally had higher-than-average turnover rates. Earlier as-
sessments of the lack of management continuity by observers, both in and out of
government, such as the National Academy of Public Administration and the Na-
tional Commission on the Public Service {the Volcker Commission), had similar find-

ings.18

qghe lack of leadership continuity in the executive branch makes continuing con-
gressional oversight even more important. Congress, as a prime user-of performance
and financial information, has a major interest in ensuring that agencies give the
Fmper attention to addressing critical management issues. In this regard, we be-
jeve that Chairman Clinger and the Committee on Government Reform and Over-
sight took an important step carlier this year when they recommended that House
committees conduct oversight to help ensure that GPRA and the CFO Act are bein,
aggressively implemented and use the f{inancial and program information require
by these acts in overseeing agencies within their 'uriscﬁction.

In summary, Congress through GPRA, the CFO Act, the Paperwork Reduction
Act, and other initiatives has legislated a basic management framework for focusing
federal management and accountability on the outcomes of federal programs. The
key now, as agencies seek to streamline their programs and processes to improve
effectiveness while spending less, is to do so in a focused and planned way that rein-
forces accountability for modern management systems that produce results,

Mr. Chairman, we look forward to working with you and your subcommittee in
your efforts to improve the management of federal programs. This concludes our
prepared statement. We would be pleased to answer any questions.

AGENCIES REQUIRED TO HAVE ANNUAL AUDITED FINANCIAL STATEMENTS

{in biltians)
Agency/Department 1994 Outlays Percent of total
2783 17.%
299.0 8.9
3076 194
SR ... . 345.8 218
60.8 38
370 2.3
386 24
374 24
Transportatian . 372 23
Education 17 16
HUD .. 25.8 1.6
Energy . 118 Ll
NASA ... 137 09
Justice 10.0 0.6
Interior 6.9 04
EPA . 39 04
AD 2.5 0.2

15 Political Appointees: Turnover Rates in Executive Schedule Positions Requiring Senate Con-
firmation (CAO/GGD-94-115FS, Apr. 21, 1994).

14 See, for example, Leadership in Jeopardy: The Fraying of the Presidential Appointments
System National Academy of Public Administration, Washington, D.C.: November 1985 and Re-
port and Recommendations of the National Commission on the Public Service, The National
Commission on the Public Service, Washington, D.C.: 1989.
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AGENCIES REQUIRED TO HAVE ANNUAL AUDITED FINANCIAL STATEMENTS—Continued

{in billions)
Agency/Depariment 1994 Outiays Pescent of total

State .o 5.7 04
FEMA 42 03
C 29 0.2
SBA et e bt e s 08 01
B et eree e e ceeess a8 e e R e e 03 0.0
NRC 0.05 0.0
Total CFO entities ... $1.566.15 98.8
Nen-CFO entities ... 1823 12
Total gov $1,584.38 100.0

Source: High Risk Overview (GAO/HR-95-1, Feb. 1995).

Mrb HORN, Mr. Dodaro, do you want to add anything at this
point?

Mr, Doparo. No. Mr. Finch has summarized it nicely. We would
like to allow more time for questions.

Mr. HORN. Let’s just start in here with a few. Mr. Finch, you
mentioned information technology which, as we all know, is a pe-
rennial problem area before Congress and various committees. I sat
on the Aviation Committee in the last Congress. Needless to say,
we have numerous problems with that situation.

And you properly identified them as a high risk area in terms
of your series. How can we improve the cost effectiveness of infor-
mation technology investments? What would you suggest the exec-
utive branch and/or Congress do compared to what we're currently
doing, which seems to go awry one way or the other?

Mr. FiNcH. Right. Mr. Chairman, you've hit on Gene’s strong
point. May I defer that question to him?

Mr. DoDaRoO. One of the things, Mr, Chairman, that we did after
looking at these problems over about the last decade or so, where
the Federal Government spent about $200 million and has little to
show for it in the past decade, we went out to answer that particu-
lar question and studied leading organizations in the private sector
and in State governments.

And we produced this report here that is an executive guide. It
lists out 11 fundamental practices that we found these leading or-
ganizations had in place to successfully manage technology. And
there were really three key factors.

One, they decided to work differently. The top executives were
involved in monitoring technology decisions. They benchmarked
their practices against the best in the industry. And they made a
definite commitment. In the Federal Government, rarely do we
bfgnch@ark against other operations. Everything is unique in and
of itself.

Also, the technical decisions are delegated to lower levels within
the organization. And there’s not enough accountability and in-
volvement by top agency officials.

The second thing that successful organizations do is, they reengi-
neer their business processes first before they buy the technology.
Typically, the Federal Government runs out and tries to buy hard-
ware before they have really looked at their processes. And we
have several examples I could share with you about the opportuni-
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ties that are available in the Federal Government to really reengi-
neer their processes put in place.

Also, these leading organizations broke down their investments
in technology into discrete pieces and managed it and evaluated it,
managed on the risks and evaluated whether or not they were get-
ting a good return on their investment. As you know from your ex-
periences with FAA and the IRS tax system modernization effort,
the Federal Government launches into multiyear efforts, mod-
e}x]'nization efforts, and does not monitor progress adequately along
the way.

The third major area is, they really have the adequate skills and
technical expertise to manage these efforts effectively. The Federal
Government is devoid, in a lot of cases, of enough talent and exper-
;,‘ise to really carry off these large-scale computer modernization ef-
orts.

Now, what we have done in order to get these practices imple-
mented and not just talked about is work with OMB. They have
incorporated these practices into their guidance to the agencies re-
cently, Circular A-130, which sets forth the Federal Government's
requirements for information technology. We have also worked ex-
tensively with the Congress.

Many of these best practices were incorporated into the recent
revisions that this Congress passed to the Paperwork Reduction
Act, which sets forth the Federal Government legislative frame-
work for information technology. We were very heartened to see
that this Congress passed that legislation, since that act had not
been reauthorized for about 15 years. And everybody knows the
changes that have taken place in information technology.

So those are the essential findings. We're working very exten-
sively with agencies to try to get them to implement these prac-
tices.

Mr. HORN. That’s a very helpful list. What do you find is the
main factor that these experiments to invest in information tech-
nology—why they go awry? I've seen it happen at universities. I've
seen the various Federal examples.

The Pentagon’s notorious for some of these things. And you men-
tioned the business that we are unique as part of the attitude. And
often, they're going after information technology simply to adapt it
to a bad practice and process they have got without facing up to
that. But it seems to me part of it is executive will to say—some-
where, we have got to say, “This is where we stop; and now, it's
going on line.”

What I found with the FAA is that everybody had a new idea,
and it was sort of the same way. I remember that fighter under
Secretary McNamara 30 years ago. Everybody wanted their own
bells and whistles. Trying to be accommodating, it was constantly
under redesign.

And there doesn’t seem to be a point where you say, “Hey, we're
out of generation the day we start.” We know that, but we're better
than what we have got. And so you cut your losses, and you say,
“Let’s do it.” And I don’t know how you feel about that, but what
have you seen from your own experience?

Mr. Doparo. That’'s a very, very valid point, Mr. Chairman.
There'’s a couple things. Let me give you a couple examples of what
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I think is the problem. One is that the Federal agencies’ practices
have evolved over the years and have sort of adapted over time.
And nobody really knows how the business processes really work.

For example, in the Social Security Administration, when some-
body’s disabled and applies for a claim, it takes them 4 months in
order to get back to the person with their initial decision on the
disability claim. And they were going to go out and buy computers
in the hopes of shrinking that time down. We said, “Time out. Be-
fore you do that, analyze your business processes.”

And we found that in that 4 months, they only spent 10 hours
working the claim. The rest of the time is spent in que, moving
pieces of papers around. At the Defense Department, it takes 100
different transactions through a dozen organizations to make one
progress payment on a complex weapons system.

So the processes are very complicated. They are very manual,
labor-intensive. So No. 1, agencies don't take the time to analyze
and streamline those processes first.

No. 2, the top executives are not involved enough in these deci-
sions, because they're basically business decisions. They just hand
it off to the IRM people in the shop and let them go figure it out.
And they really in that case are delegating responsibility. And we
think that's wrong. :

What we have worked for in these recent changes to the Paper-
work Reduection Act in our guidance is to make sure that the top
officials get involved in making those business decisions and mon-
itor the investment. Typically, the agencies look at it as an expense
item in their budget and not an investment to get a return on, ei-
ther in reduced costs, improved quality of service, or better delivery
times. And they’re not involved in monitoring this.

Recently, we briefed the IRS Commissioner on problems we
found in the tax system modernization effort. They really don’t
have the right business strategy. They want to move to a paperless
process, but their business strategy was only going to result in the
year 2002 in having 17 percent, roughly, of all the tax returns sub-
mitted electronically. And that’'s way off target. So we rec-
ommended that they refocus their business strategy.

And then the other problem is that you really don’t have the dis-
cipline once you make a good business decision to develop the soft-
ware in a lot of the agencies. I think they make a mistake in trying
to develop it themselves. So there’s a whole raft of technical issues
associated with it, as well.

Mr. HORN. Let’s take the IRS. Were you called into that, or did
you just have them on your list of people to take a look at in your
normal review of agencies? How did you get involved with them?

Mr. Doparo. It was a combination of our own initiative. It be-
came of concern to the appropriation committees because of the
large investment that has been made. There has been about $2%2
billion spent by the end of this fiscal year, and they’re estimating
to be at least $8 billion-plus.

So we looked at it. We just added IRS tax system modernization
as a high risk item to our list in February, as we did with the FAA.
And we have been monitoring that and trying to help give them
specific recommendations to put them on track. They are a long
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way from having things in place to adequately monitor that mod-
ernization program.

Mr. HORN. It seems to me in an orderly world, when that request
came for that investment through the President’s budget process,
that somewhere in OMB, the management office, the budget of-
fice—if they have a specialized information resource technology
unit, so much the better—those questions ought to all have been
raised in the budget process before it was ever submitted to Con-
gress.

Mr. Dobparo. That'’s correct.

Mr. HorN. Do you know if they ever were? Have we gone back
through the process to say what 5 fiscal years ago was the process
by which that potential major investment was considered at the
very beginning? Because they had to make a judgment somehow of
at what phase do we go and what pace and how much money for
the fiscal year.

Mr. Doparo. There were at least two breakdowns, Mr. Chair-
man, not only at OMB but also within the Treasury Department.
Those budget requests flow up through IRS through the Treasury
Department. The tough questions were not asked.

A lot of people were not invelved. I think people were drawn to
the allure that if we modernize, things are going to go better, and
everything’s going to be OK, without looking at the details and
without asking for real cost-benefit information, or whether or not
they had the rnight talent to manage it and to develop the software.
Nobody monitcred it on a real incremental basis. And then, all of
a sudden, we find we have a big problem.

We have been making recommendations for years along these
lines. At OMB, what we have been trying to do there is we have
been working jointly with them to develop a guide, an investment
guide, for the OMB budget examiners to use in evaluating tech-
nology portfolios that are imbedded in agency budget submissions.
And we're trying to help educate them along.

They have some talent at OMB in this area, and they're trying
to do this. But they need to have some additional guidance. We're
also trying to put in place some guidance to the agencies so they
could develop these systems. The information wasn’t analyzed ade-
quately at IRS’s level before it was even submitted. And there
wasn’t good oversight, either, at Treasury and OMB. .

They’re trying to correct these things now. Mr. Mufioz, for exam-
ple, is heading up a joint board with Commissioner Richardson to
try to get the tax system modernization effort on track. But they're
way behind the curve there. And they obviously spent a lot of
money,

Mr. HorN. What role, if any, does the General Services Adminis- -
tration have in this type of decision?

Mr. Dobparo. They are involved in approving agencies to go for-
ward with major procurements. And they will delegate procure-
ment authority to the agencies to go ahead and make the computer

buy.

go they come in after the budget authority has already been ap-
proved by the agency. The agency is getting ready to actually pro-
cure the information systems, hardware, software, whatever.
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GSA didn’t really focus a lot on exactly what performance meas-
ures and improvements and services were going to be accomplished
as a result of the money. And we have been recommending that
they get more involved, as well. They have withdrawn some delega-
tions of procurement authority based upon our studies.

For example, at the Agriculture Department, there was a $2.6
billion delegation of procurement authority given to the Agriculture
Department for this information sharing project they were trying
to put in place. And we recommended that they did not do the re-
engineering first, they weren’t ready to buy this equipment. And
GSA then acted.

But GSA has been more reactive than proactive in the process.
And there’s some question as to whether or not they can be made
more effective. We're looking at that issue now.

Mr. HorN. If you and others in GAO could wave a wand, at what
point in the process would you put the unit that would understand
the complexities and the timetables and the actions that have to
be taken on a major investment in information technology?

Mr. Doparo. That has to be built in into the agency. The agency
has to have——

Mr. HorN. So you would start at the agency level?

Mr. Doparo. Right. Because it’s basically a business decision.
And the agency has to decide how they want to deliver services.
They need to understand who they’re delivering the services to,
whether it's directly to the public, or another government agency.
Yecu really have to have that capacity, and that capacity has not
been there. I mean, there has been a lot of——

Mr. HorN. Do you mean you have to have that capacity in every
agency just for ongoing operations purposes; and then, when a new
investment comes, that same team would be competent to handle
the new investment potential in information resource technology?

Or do you need it at a higher level where they can service all
agencies as they come through and share the common experiences
and pitfalls of all agencies as they come through?

Mr. Doparo. I think you need at least two dimensions. One, you
need a good, strong management team in the agencies that can
continuously improve how they operate and deliver services.

N‘I?r. HORN. Whether they have information resource technology or
not’

Mr. Doparo. Right.

Mr. HorN. Just basic flow of decisionmaking? '

Mr. Doparo. Decisionmaking and the right technical support to
put the systems in place. Then, you need a central body to share
that information and provide support and guidance. We have been
trying to work with OMB to play that role in terms of sharing ex-
periences.

This is the role that OMB and GSA should be playing. They're
trying to operate more in that role in trying to support agencies,
share of information, provide good guidance. But there’s a long way
to g{). You really need it in both places in order for it to work effec-
tively.

Anyd to date, there have been efforts to make it work better, but
it hasn’t really been pulled off successfully. A lot of these organiza-
tions, as you know, Mr. Chairman, are large. And they’re as large
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as some of the Fortune 500 companies. And you need good, state-
of-the-art knowledge of good, modern business practices.

And in information technology, we have people in agencies that
are used to operating technologies that were put in place in the
1960’s and 1970’s. They don’t have a lot of experience.

Mr. HorN. I take it from the comments you made, GAO has
looked at successful and unsuccessful private sector procurements
in this area to see how they went about it; am I correct?

Mr. DopaRro. That's correct. We studied in this case——

Mr. HORN. And that’s what you shared with the executive branch
agencies?

Mr. Dobparo. Right.

Mr. HORN. Let me move to another question, Mr. Dodaro. As I
remember, in a March 1995 GAQ report on the Defense Business
Operations Fund, GAO pointed out some serious deficiencies in
DOD management practices. Could you summarize what those
findings were?

Mr. Doparo. Yes. I would be happy to. I think this Defense Busi-
ness Operation Fund both points out some good things the Defense
Department is trying to do—it’s about a $75 billion fund. And it’s
intended to get DOD managers more focused on the costs of their
operations and managing those costs down,

But it also illustrates the weaknesses in DOD’s financial man-
agement systems. Our findings here were that the financial reports
on the fund’s operations were inaccurate consistently over the last
3 years they have attempted to operate.

We also pointed out that they were moving from about 80 finan-
cial systems down to 17 systems, without considering how much it
was going to cost to develop good financial management systems.

Mr. HOorN. When you say they were “inaccurate,” do you know
why they were inaccurate, what happened?

Mr. DobARO. Yes. We tracked that through, and what we found
is that of the 80 different financial systems that feed in, they had
developed ad hoc over time—they had different data definitions.

There were actually numbers in the reports that were being con-
solidated by the Defense Finance and Accounting Service that had
negative balances for inventories and accounts receivables on the
statements, Things that were on the face of it were completely
wrong.

So the systems were incompatible. You didn’t have standard data
definitions. In the Defense Department, right now, they have over
100,000 data elements. And they have now studied it. They think
they can get away with less than 1,000. So you have a lot of
mishmashes of systems.

And here, you've tried to take data from the Army, the Air Force,
the Navy, and some of the other components and put it together
in this fund. The fund was good in concept, but they didn’t have
the financial systems in place to support it.

Mr. HorN. Under what Assistant Secretary of Defense did this
whole project operate?

Mr. Doparo. The DBOF operates under Defense, Finance and
Accounting Service and under John Hamre, the Comptroller.

Mr. HorN. The Comptroller of the Department of Defense.
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Mr. Dobaro. To his credit, he has been responsive to some of our
recommendations. For example, they're now trying to come up with
a good cost estimate of what it would take to develop the financial
management systems that they really need in place.

We assisted them in scoring some of the 80 statements. None of
them met any of the current accounting requirements that they
should meet. And only three of them met some of the ADP require-
ments, some of the technical requirements on data requirements,
et cetera. So it’s going to require a substantial investment in the
financial management systems to bring them up to speed.

Also, we pointed out some concerns we had about how they were
recovering prior year losses. The way they were doing that is just
increasing the prices that they charged the services in the next
year.

We recommended that they seek an appropriation through Con-
gress to recover their prior year losses so that the Congress could
have adequate over:ight about why they are losing money, and
what are they doing about it, rather than passing the price in-
creases on, which are just then buried in the O&M accounts in the
individual services, and you have diffuse accountability for fixing
the problems.

We also were concerned that they were returning the manage-
ment of cash to the different services rather than having it central-
ized. This was one of the major advantages of setting up the fund
in the first place, which was to minimize the Federal Government’s
cash requirements for operating these industrial funds. We have
pointed that out and I would be happy to provide a copy of that
report for the record.

Mr. HogrN. Give me an example of the type of definitions that
they did not seek to have unified to describe the same phenomena,
even though it might have had a value put on it based on purchase
or amortization, if any, by different services. Give me an example.

Mr. DobpARO. Some of it would be the inventory that's on hand,
what kind of parts that are available.

Mr. HorN. Does the Army call it what the Air Force calls it what
the Navy calls it?

Mr. Dobparo. Exactly.

Mr. Horn. Did they try to reconcile any of those as they started
into this new plan?

Mr. Doparo. They’re trying. But basically, what you're up
against is about 30 or 40 years of ad hoc proliferation of financial
systems and a large, decentralized operation, one of the largest in
tge world. And so they have put groups together to try to come up
with consistent policies.

As you know, it has always been a problem trying to get the
services to standardize and work across DOD. Here, you just have
inadequate systems. In addition to inventory, accounts receivable
and how much they were billed—that was part of the problem.
Those are some of the examples of the problems. But they really
run the gamut of what you would have on hand.

We're also looking at their pricing policies right now. And once
that report’s available, I would be happy to share it with the sub-
committee.
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Mr. HorN. T suspect if the Department of Defense—sometimes
haltingly—is capable of developing a complex weapons system that
reaches into outer space and into the ocean depths, they ought to
be able to practice good financial management like any business in
America, not that every business does it. But some businesses do
it very well. We ought to emulate them.

Mr. Doparo. I agree with you. For example, we just looked at
how they do a rather mundane task such as process travel vouch-
ers. They spend about $3%2 billion. About 30 percent of that
amount of money goes to process the travel vouchers.

We compared that against the private sector and found that pri-
vate sector only spends about 10 percent and some of the leadin
organizations, 6 percent. So we recommended changes that coul
save hundreds of millions of dollars a year just in processing travel
vouchers within DOD.

Mr. HorN. Was some of that contracting it out on a bid basis to
private travel agencies?

Mr. DopaRO. Some of it was to get it down to a very few travel
agencies, get the regulations down. They have about 1,400 pages
of regulations. We tried to get them down to 20 or so, and to use
a credit card rather than cash.

Mr. HorN. Which is what we use in Congress. When the bill
comes in, you've got to certify, indeed, you did travel, and it’s paid.

Mr. Doparo. That'’s right, and getting rid of a lot of the paper-
work up front. So they're locking at this. And Comptroller Hamre’s
going to take action on it. But I think the significant watershed at
the Department—and a lot of this was attributable to the Chief Fi-
nancial Officers Act—is that they now recognize they have a prob-
lem in financial management. Before, they wouldn’t even recognize
that they had a problem.

They recognize now, too, it’s costing them money that’s under-
mining their ability to maintain readiness and training. So they’re
trying to work hard on it, but they have got a real big problem, and
we're trying to help them out.

Mr. HORN. Does GAO feel that contracting out is a worthwhile
alternative that will save money?

Mr. Doparo. 1 think that that is definitely an option that ought
to be pursued, Mr. Chairman, as we go forward. There are many
operations, such as payroll and other things, that we’re going to
start looking at in detail.

Through the audits in the Chief Financial Officers Act, we found
out how bad the problem is. Now, we're trying to work to find some
solutions. Contracting out could be a viable solution in some cases.

Mr. HorN., Let me ask a few other questions before we wind this
up. The National Performance Review has been criticized for deter-
mining what number of employees should be eliminated before de-
termining what work would no longer be performed. They'’re start-
ing at the wrong end of the equation.

While Congress bears a portion of the responsibility for determin-
ing what work agencies are required to perform, I'm concerned that
if substantial efliciencies aren’t realized and work eliminated, that
this downsizing will really be temporary. Do you think this is a fair
criticism, or have agencies taken steps to eliminate work or sub-
stantially increase the efficiency of current operations?
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Mr. FINCH. I think that’s a very valid question and a very valid
issue, Mr. Chairman. We did some work recently where we checked
with 17 companies, 5 States, and 3 foreign governments about their
downsizing experiences and what really went on in the area, why
they downsized and how they went about it.

Basically, it was interesting. The private companies, their objec-
tives were directed toward making their operations more efficient
and eliminating less profitable parts of the operations. The States
went into it primarily from a cost-cutting mode. They just needed
to cut costs without regard to the work requirements.

The foreign governments tried to streamline to make their oper-
ations more efficient. All three of them found that a failure to plan
and really retain viable workforces resulted in them cutting needed
employees, having skills and in balances, rehiring or replacing sep-
arated employees.

So it’'s a key issue of knowing what your workforces are. You
really need to know what business you're in, what services you
want to provide, trying to, as Gene mentioned, reengineer through
information technology to try to tie into that mission, and then
thinking about the workforce issues in terms of the capacity and
those kinds of issues.

So sometimes—and this was a point that one of the earlier wit-
nesses made, i1s one size doesn’t necessarily fit all, that it can be
wrong to think about the numbers in the aggregate. Because you
really need to think about the numbers in the situation. They need
to be situational.

So as we proceed with the downsizing, I think these are some
very real issues. And workforce planning is going to become even
more critical.

Mr. HORN. Let me move to the management issues at OMB. As
I understand it, the management side of OMB declined over the
past several decades. Management staff decreased from 224 in
1970 to 47 in 1987. '

And this decline was cemented into the 1994 reorganization of
OMB when the management side, then leaderless due to the res-
ignation of Philip Lader, was folded into the dominant budget staff,
as the long-term decline in OMB emphasis on management de-
graded governmentwide leadershir;) for management reform at the
agencies. How do you feel about it

Mr. FINcH. Well, we have recently started a review, Mr. Chair-
man, of OMB 2000 and are trying to get our hands on exactly that
issue. And I think it’s not so muc% an 1ssue of the numbers ot OMB
staff but more the staff's focus in terms of how they go about doing
their reviews,

And I think it was Mr. Glynn in his statement made the com-
ment, that you can get a tremendous amount of leverage on agen-
cieshthrougi: the budget process. And there’s a great deal of truth
to that.

Mr. HORN. My bias, as I told you, was with that, which doesn’t
mean that you decimate the management staff. But I think people
do listen to budget.

Mr. FINcH, That’s right. You really get their attention in a hurry.
And our work is just getting underway. We haven’t been in there
too long yet. We do have some anecdotal evidence that the manage-
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ment issues are being emphasized in the budget process. This is
really preliminary. We have got a lot of work to do yet.

And one of the questions that we have is whether the budget
process may be too time constrained for dealing with some of these
long-standing management issues. Because that's a fairly quickly
moving target. It's our intent to provide periodic progress reports
as OMB moves toward 2000. So hopefully, we'll be able to share
with you information on that issue.

Mr. Doparo. If I can, Mr, Chairman, I want to add a couple of
thoughts onto what Joehnny articulated.

Mr. HORN. Sure.

Mr. Doparo. We did a management review of OMB back in
1989. And in that review, we found that they needed to integrate
more their management activities with the budget process and
really called for that at that time. And they have begun to do that,
as Johnny pointed out and other people have, as well. So that’s en-
couraging.

Secondg, we pointed out that OMB needed to move to more of a
support role, rather than an oversight role and a compliance orga-
nization. And, as you pointed out, there’s a need for a central body
to have management expertise that could be shared throughout the
government. They're trying to make that transition, as well.

Another good move was the establishment of the Deputy for
Management Operations over at OMB. And Frank Hodsoll, the
first person who was in that role, and now John Koskinen, al-
though it hasn’t been filled all the time—and as you mentioned,
Phil iader, the three individuals that were in there, that attention
has brought a little bit more focus.

On the cautionary notes, however, you want to make sure that
the statutory offices responsible for the management activities, the
Office of Federal Financial Management, the Office of Information
and Regulatory Affairs maintain that focus and expertise. That's
something we're a little concerned about. And we're going to watch
that as we're monitoring.

Mr. HorN. Let me ask about GAO’s own capability to analyze
management. Describe to me how it works in GAO, how many peo-
p}l}e you have, how many did you have 10 years ago, this kind of
thing.

Mr. DODARO. Basically, the overall staff levels in GAO had been
stable for about 20 years at around 5,100 until recently.

Mr. HORN. And what do we call that unit within GAQ?

Mr. DopaRro, In terms of the management unit?

Mr. HORN. The management unit.

Mr. Doparo. Oh, OK. I was just giving overall figures. Basieally,
we're organized into four divisions that divide up all the Federal |
agencies. To a certain extent, those divisions do management ac-
tivities. But we have a special management group that Johnny
heads up. And then we have the accounting angr information man-
agement division in GAO, which I head. And we have a budget
group in that, as well.

We have in my division, for example, about 600 people that are
here both in headquarters and in our regional offices. We have
about 400 here and about 200 in the regional offices. That’s down,
as GAO has been downsizing over the past 2 years from what we



56

have had traditionally in that area. And then Johnny has a general
management group. And I'll let him talk about—

Mr. HorN. At this point in the record, I would like to see a table,
chart, whatever that has both of your particular divisions, both the
}Naihington staff, field staff, the functions they perform, and so

orth.

[The information referred to follows:]

The Issue Areas within the Program Divisions all deal with management issues
s¥eciﬁc to the programs or departments within their jurisdiction. This is also true
of some of the issue areas within the General Government Division (e.g. Tax and
Administration of Justice). The cmss-cuttinéestaff in the Accounting and Informa-

tion Management Division (AIMD) and the General Government Division (GOD) are
shown below as of September 30, 1995.

GENERAL GOVERNMENT DIVISION CROSS-CUTTING ISSUE AREAS

Issue area Washington staff Feld staff

Government Business OPEraLion ... .........cccovvirvoonicerisieesens s sseses e 33 16
Federal Management and WOrkforge ISSUBS ....oooovvoveeevr oot 101 9

ACCOUNTING AND INFORMATION MANAGEMENT DIVISION CROSS-CUTTING ISSUE AREAS

lasue areas Washington statt Field staff
BUGZBE ISSUBS oeevu e creccsaa e e ar s s s e oo e 27 0
Accounting/Financial Management issue Areas . 144 113
information Resource Management ISsue AT8aS ..o 130 40

Mr. HorN. And then I would like to hear more about those that
fl;gcui ;axc]usive]y on management issues. And I take it that's Mr.

inch?

.h?/lr. FiNcH. Right. And would you like me to talk about that now,
sir?

Mr. HORN. Please.

Mr. FINCH. Yes. We have about 500 people in our division. And
I kave two groups that really focus on management. One of those
groups deals with management issues, cross-cutting themes.

They deal with GPRA issues and the implementation of GPRA.
They track NPR issues, NPR recommendations, the status of that,
and many other things that relate to cross-cutting management is-
sues. That group has around 50 people in it.

I have another group that has about the same staffing level that
looks at the human resource management side. It focuses on the
old OPM and the civil service.

Mr. HorN. Now, does the management group nonpersonnel, shall
we say, do they have a fairly good knowledge of what has happened
in the private sector in the last 10 to 15 years with reference to
management analysis, how downsizing has occurred, the tremen-
dous elimination of central support staffs?

Mr. FINCH. Yes, sir. We have done a lot of work in that area: And
we are continuously touching base with the private sector. And all
of the work that we do, when we focus on the Federal sector, one
of the things that we try to do is benchmark against the private
sector and go out and see what’s happening.

Mr. HORN. So you've had leading authorities in the field come in,
have a seminar with you, this kind of thing?
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Mr. FINCH. Absclutely. And, in fact, we just said we know that
civil service reform is going to be a big issue as the Federal Gov-
ernment downsizes. And we just conducted a 2-day symposium at
GAO where we had leading representatives—we had someone from
New Zealand, in fact. You mentioned New Zealand earlier.

We had New Zealand, we had Canada, we had representatives
from New Zealand and Canada from the foreign perspective. We
had leaders from the private sector. We had Xerox, we had AT&T,
we had those kinds of companies. We also had Herman Miller Fur-
niture Co., which has a real unique management style, which is a
lot different from Federal Express. We had Federal Express there.

Those are two great contrasts in terms of management style.
Herman Miller is a very enlightened management style, if you will.
And Federal Express is run by an ex-Marine. And they go at it
from completely different approaches, but each are very successful.

Mr. HorN. Both are successful. That'’s right. It takes a lot of dif-
ferent styles in this world, but you can make them work.

Mr. FINCH. It truly does. We also had State representatives there
from State governments. We also had city representatives there, as
well. We had Hampton, VA. Sunnyvale, CA, was booked, but we
had John Mercer from Senate Governmental Affairs in the crowd,
and he would speak up periodically on behalf of Sunnyvale. So we
do that sort of thing to really try to stay on the cutting edge of
what the leading practices are.

Mr. HorN. That’s good.

Mr. DODARO. One of the things, Mr. Chairman, I would just add
on for the record, though, that really concerns me is the proposals
to reduce the size of GAO and what impact that will have on our
capability in this management area.

We have spent a lot of time building up our staff to help promote
implementation of the Chief Financial Officers Act. We have been
on the cutting edge in information technology, as I've talked about.
We have a statutory role in the Government Performance and Re-
sults Act. And I really worry that if we sustain any further signifi-
cant reductions, we're not going to be able to stay on the cutting
edge as we have before.

Mr. HorN. Yes. Those proposals, presumably, would come to this
subcommittee. I'm not familiar with them. Are there some floating
around somewhere, either within the executive branch or——-

Mr. DopaRO. There have been proposals that have been flowed
by our apprepriations subcommittees, both in the House, the legis-
lative branch Appropriation Committee, and also in the Senate, in
terms of the Oversight Committee. And so those are things that we
just worry about.

Mr. HorN. Sure. Let me ask you, on the idea of measuring gov-
ernment performance, most of you are familiar with the Oregon
benchmarking system. What type of creative work is being done by
GAQ in this area, and in whose shop is it?

Mr. FincH. Do you want to take a shot at that?

Mr. Doparo. Yes. We both participate in developing
benchmarking data. One of the things that we are doing in that re-
gard is developing a methodology to do business process re-
engineering in the government and help develop the agencies.
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I mentioned the study that we did with DOD travel voucher proc-
essing. We're going to then expand that to other components of
DOD’s management operations. We have also done a lot of work in
GAO and DOD in the inventory area.

This was a high-risk area we pointed out and where DOD has
about $36 billion as unneeded inventory, which is about 47 percent
of their current inventory. And this is after they have just disposed
of about $40 billion over the past few years.

One of the things in the Defense Logistics Agency that GAO has
been able to do is to get them to move to what's called a “prime
vendor program” for medical supplies. Instead of buying supplies
and warehousing them and then finding—and particularly medical
supplies, some of them go bad and expire—they’re now collocating
vendor suppliers close to the hospitals, cutting out the storage re-
quirement. And so——

Mr. HOrN. The Japanese inventory system.

Mr. DoDARO. That'’s exactly right.

Mr. HogrN. Let me ask you, on measurement, has the GAO ever
done a comprehensive study of how various government depart-
ments measure success in their programs and put it all in one
Elace with appropriate comments? Does that study exist? And if so,

ow late is it? How old is it?

Mr. DoDARO. I'm not aware of——

Mr. FINcH. I don’t think so, Mr. Chairman. One of the things
that comes to my mind—and there’s a lot of corporate history here
in memory between the two of us—but one of the things that comes
to my mind was, several years ago, one of the other divisions in
GAO, our program evaluation and methodology division, took a
look at the capacity of Federal agencies to really do the kind of
evaluations that are necessary to %mow whether or not they were
meeting their missions.

And as I recall, the results of that study indicated that that ca-
pacity had been diminished considerably over the years in the Fed-
eral agencies.

Mr. HORN. You're thinking of the role of various Assistant Sec-
retaries for planning and evaluation?

Mr. FINCH. Yes.

Mr. HorN. Is that where the focus was?

Mr. FINCH. Yes.

Mr. Doparo. That would have been where it would be focused.

Mr. HorN. I might have mentioned to some of you before, one of
my frustrations when I was chairman of the National Institute of
Corrections—so that would have been mid- to late 1980’s—was
when we got a Justice Department analysis of our program. It was
utter nonsense.

All they had counted was things they could count. No one had
ever consulted with the National Institute of Corrections. They just
had a bunch of hot shots somewhere send out a study, which we
had great fun destroying from sentence one to the last sentence.

But it just seems to me that what they’re doing in the Oregon
benchmarking, what they’re doing in New Zealand, we ought to be
able to not reinvent the wheel but profit from locking at what
wheel is doing what. ‘

Mr. FINCH. Absolutely.
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Mr, HorN. I would think GAO would have a major role in pulling
all that together.

Mr. FINCH. One of the things that we are doing in that regard,
Mr. Chairman, is in my division in response to our GPRA require-
ments in terms of monitoring GPRA—and then we have a statutory
requirement to report out in 1997 on how well the implementation
went—we have put together a methodology for assessing GPRA
performance.

And, of course, performance measurement is a key part of that.
We're in the process now of looking at how that is going, how
GPRA implementation is going across various departments. And
we're getting into some departments in some detail. We're just be-
ginning work in Justice. We're just beginning work at the Internal
Revenue Service, in terms of GPRA implementation.

And one of the first things that we're focusing on is the perform-
ance measures. One of the things that we want to do is really try
to identify best practices that are occurring in all these different
pilots and be able to help communicate that so we don’t have to re-
invent the wheel.

Mr. HOrN. That’s an excellent idea. I've always thought that if
we showed the success stories of government, it would help us all

Mr. FINCH. Absolutely.

Mr. HoRN. There’s a feeling out there that we don’t know how
to order pencils. It's like university faculty think presidents and
their administrations aren’t competent to order pencils.

But the fact is there are success stories. There are people doing
outstanding work every day of the year. There ought to be some
way to get that story out. GAO is as good a group as I can think
of, gentlemen, to get that story out.

Mr. FINCH. And we're headed in that direction, sir.

Mr. HorN. Good. Well, 1 thank you both for your testimony, It's
very enlightening.

We'll bring the next panel up, panel three, Mr. Alan Dean,
former Assistant Secretary of Transportation, and former coordina-
tor of President Nixon’s reorganization plan; and Mr. William Han-
sen, former Assistant Secretary for Management, Chief Financial
Officer, Department of Education.

{Witnesses sworn.] .

Mr. HorN. Thank you. The two witnesses have affirmed. I don’t
know if you've worked out how you would like to proceed, but Alan
Dean is first on my list. It's good to see you.

Mr. DeaN. That’s as good an order as any, Mr. Chairman. Let
me say, it’s a particular pleasure to appear before you today.

Mr, HorN. Well, I want you to know I said in the campaign I
would join the Government Operations Commaittee just to occasion-
ally see an old friend.

Mr. DEaN. I'm delighted that you have taken this committee.
And let me say that the program you've laid out is very encourag-
ing to all of us who are concerned with the quality of management
in the Federal Government.

Mr. Horn. Well, T thank you.
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STATEMENT OF ALAN DEAN, FORMER ASSISTANT SECRETARY
OF TRANSPORTATION, FORMER COORDINATOR OF PRESI-
DENT NIXON’S REORGANIZATION PLAN; AND WILLIAM HAN-
SEN, FORMER ASSISTANT SECRETARY FOR MANAGEMENT/
CHIEF FINANCIAL OFFICER, DEPARTMENT OF EDUCATION

Mr. DEAN. My name is Alan Dean, and I'm a senior fellow of the
National Academy of Public Administration. But I'm going to base
most of my comments today on work I actually did on government
management and departmental management either in OMB, in the
Department of Transportation, or in HEW or recent work with En-
ergy and HUD. And I'll try to make comments which have some
general applicability to the work of this committee.

One, 1 kind of worry about the complexity of the task that you've
undertaken, glad though I am that you're doing so. The reason is
that our departments vary so enormously in lgwistory, size, char-
acter, and mission, role of political versus career people, culture, et
cetera.

And what this does is it makes it rather difficult to develop tem-
plates or models that can in a procrustean way be applied to all
departments under all circumstances. And, therefore, one of the
cautions I would be inclined to give is that care be taken to sort
out those things that can be magela generally applicable from those
which need to %e tailored to the particular requirements and needs,
size and traditions of a particular department.

Now, there have been a lot of illustrations of what can happen
here. Lyndon Johnson tried to apply PPBS, planning, program-
ming, budgeting system, across the entire government, no prepara-
tion other than what had been done in the radically different De-
fense Department. The result was unmitigated disaster. And when
President Nixon came into office, the effort to apply this program,
which had some meritorious features, to the civil departments was
abandoned.

The Inspector General Act, with all of the meritorious purposes
behind it, was applied instantly to all executive departments and
many independent agencies without adequate investigation of how
those agencies and departments were, in fact, handling waste,
fraud, and abuse at the time or the effect on things like internal
audit or management analysis.

And I hope in this Congress there will be an opportunity to really
reevaluate how the Inspector General Act has worked and how to
make it more effective.

In contrast, the Government Performance and Results Act is ap-
proaching it in the right way. Agencies have been given several
years to develop tests, to develop procedures and to learn how to
do what the Congress really intended. I'm very complimentary of
that act and the way it’s being administered. :

I'm going to briefly touch on several general points, so my re-
marks will be short, and you can rely on questions. One, good de-
partmental management requires decentralization of administra-
tive authority. The National Academy of Public Administration doc-
umented that in 1983. I'm glad to see that the current efforts are
in this direction, but with one caution.

With delegation must be safeguards to assure that fundamental
policy objectives are consistently followed and that funds are pru-
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dently used. But if you do not allow a department to handle admin-
istrative matters on its own authority in day-to-day things, it is not
going to function well.

Now, something that has been mentioned much today, but one
question was directed. We have way too many noncareer officials
in the government for good departmental management. Volcker in
his study a few years ago documented this, and he was certainly
no career civil servant.

Virtually every observer of government management has con-
cluded that the excessive number of political appointees overbur-
dens the President, causes too much turnover in office, suppresses
the positions to which career people can aspire, and reduces the
level of management sophistication.

A good example of where this has happened is the career Assist-
ant Secretaries for administration. Pursuant to the first Hoover
Commission’s report, these once existed in every department. Now,
only Transportation and Justice have such a career position.

As a result, we have Assistant Secretaries for administration
who have been there a shorter period of time than their Secretar-
ies, who know less about the internal operation than their Sec-
retaries, and whose turnover is at least as great as other political
appointees.

Many of us feel we have got to reestablish a point of manage-
ment leadership within the departments. This can be done either
by putting Assistant Secretaries for administration back in the ca-
reer service or, what we’re now thinking about in the National
Academy, the creation of an under secretary for management.

This we recommended in our HUD report, and President Nixon
recommended that in each of the four departments that he pro-
posed. Such an official would have enough rank to pull together
now scattered administrative functions on behalf of the Secretary.

But another thing that’s badly needed is a center of management
leadership for the President in the Executive Office of the Presi-
dent. This was discussed with GAO. The last reorganization of
OMB virtually destroyed the management side, able though John
Koskinen is. I've served for 14 years in OMB and BMB. You cannot
put cross cutting government management types in five different
budget-oriented offices and get governmentwide leadership.

Also, the budget is now such a pressing function that it drives
out management. If you put people allegedly concerned with man-
agement in a budget role, they’re soon pure budgeteers.

Many of us now feel that you can no longer build a strong man-
agement side in OMB, and we urge the creation of a separate Of-
fice of Federal Management in the Executive Office of the Presi-
dent where a relatively small but cross-cutting staff not tied to
budget cicles, not dominated by the budget, could tackle the long-
term problems of cross-government management improvement.

Other things we can do is take a look at the internal structures
of executive departments. Many now have obsolete, ancient tech-
niques of overseeing their programs based upon Assistant Secretar-
ies who try to coordinate small operating entities. I would suggest
the committee look at the DOT model, which groups the programs
in a relatively small number of program administrations and puts
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the Assistant Secretaries in cross-cutting positions, where they
really help the Secretary.

But that leads me to stress this point. As we improve depart-
mental management, we need to recognize that departments have
to move slowly when they’re very big. You cannot take a depart-
ment like DOT, with 10 major operating entities, and overnight
convert it into 1 of 3, which is now being proposed.

The Congress ought to take a very careful look at this, because
the academy has repeatedly studied DOT, and I'm a former DOT
official. It is possible to reduce DOT from 10 to 8 operating entities,
but not to 3. iculture is proud of reducing it from 50 to 30. I
submit that if the Pena plan goes through, the DOT will be prac-
tically destroyed as an effective operating entity. ‘

1 would like to say a word, too, about FTEs. Of all the manage-
ment devices, they are the worst. If you want to control govern-
ment outlays, look at the budget. Because use of FTEs is so easily
allayed if the money is there through devices like contracting out.
And frequently, the effect is to weaken the ability of the depart-
ment to oversee its programs and to really administer them.

In most agencies in which I served, we did not have tight FTE
controls, but we were very, very conscientious about matching our
staffing to what the real work load requirements were. Those are
my introductory comments, Mr. Chairman. 'm open—well, we have
another witness and then questions.

[The prepared statement of Mr. Dean follows:]

PREPARED STATEMENT OF ALAN DEAN, FORMER ASSISTANT SECRETARY OF TRANSPOR-
TATION, FORMER COORDINATOR OF PRESIDENT NiXON'S REORGANIZATION PLAN

My name is Alan L. Dean, currently a Senior Fellow of the National Academy of
Public Administration. I am pleased to appear before this Committee to discuss a
topic as critical to the effeclive functioning of the Federal Government as the
strengthening of departmental management. In presenting my views, I shall draw
upon experience gained as the Assistant Secretary for Administration of the Depart-
ment of Transportation, as Management Adviser to the Under Secretary of the De-
partment of Health, Education ad Welfare, and as the coordinator of President Nix-
on’s effort to restructure and rationalize seven domestic executive departments.

1 will base some of my remarks on NAPA reports and sponsored papers, including
the “Evaluation of Proposals to Establish a Department of Veterans Affairs” (1988),
“Reviewing HUD: A Long-Term Agenda for Effective Performance” (1994), “Revital-
izing Federal Management” (1983), “The Management of Executive Departments”
(1989), and “The Organization and Management of the Department of Transpor-
tation” (1991). Copies of these studies and papers have been furnished to the staff
of the Committee.

Any successful effort to strenﬁthen departmental management must start with
recognition of the complexity of the task. Executive departments have been the prin-
cipal administrative organs of the Executive Branch since 1789, and the heads of
the departments have been members of the President’s Cabinet since the adminis-
tration of George Washington, With the passage of time the number of departments
has grown from the initial four to the present fourteen—a development which has
raised questions as to how many the Federal government really needs to discharge
its functions effectively.

The executive departments, as they now exist, vary widely in size, importance,
scope and cohesion of mission, number of political appeintees, culture, and tradi-
tions of management. This complicates the ggvelopmem. of templates into which all
these agencies can be fitted. Many reforms will produce lasting beneficial results
only when they take into account the realities generated by a department’s history,
mission, and size. This calls for caution in seeking by either legislation or executive
orders to impose universal solutions for perceived management deficiencies. Some
weaknesses in management may respond only to measures tailored to the situation
prevailing in each department.
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What can happen when the differences among departments are inadequately con-
sidered is illustrated by President Johnson's unsuccessful effort to install the De-
fense Department’s Planning, Programming and BudgetingvhSystem (PPBS) in the
domestic agencies without an opportunity for adaptation. The Inspectors Generals
Act was also made applicable to all departments and many independent agencies
without adequate consideration of how waste, fraud and abuse was being handled
in each department, and the impact of the legislation on such key management tools
as internal audit and management analysis. More recently, the Chief Financial Offi-
cers Act mandated that each CFO be appointed by the President and confirmed by
the Senate, when in some departments, such as DOT, a career official would have
been the logical choice. On the other hand the Government Performance and Results
Act (GPRA) does permit a testing period and a phasing in of the law’s provisions—
an approach which should enable most agencies to achieve the Congressional intent
in & manner that will make positive contributions to their management.

Although differences among the departments militate against Procrustean edicts
with respect to their management, there are some government-wide reforms that
could produce significant benefits. These include:

1. Decentralizing Personnel, Procurement, Space Management, Printing and Re-
lated Authorities to the Individual Departments. There has been some progress in
reducing the over-regulation and centralization documented in the Academy's 1983
report “Revitalizing Federal Management” and, the National Performance Review
has given added impetus to this desirable reform. Placing the authority to take de-
finitive action in matters of internal administration in the departments, can im-
prove respongiveness, encourage innovation and reduce costs.

Such empowerment must be accomplished, however, with arrangements to ensure
that the agencies observe such fundamental policies as merit in personnel actions,
pay comparability, competition and fairness in contracting and purchasing, and pru-
dence in the use of available funds.

2. Reducing the Number of Non-Career Officials in Most Executive Departments.
The Commission chaired by Paul Volcker concluded in its 1989 report on “Rebuild-
ing the Public Service,” that the number of political employees in the Executive
Branch Agency should be reduced by about twenty-five per cent. Many managers
and observers have also concluded that the executive departments have more non-
career appointees then is required to provide policy direction and to assure respon-
siveness to the goals of an administration. The results of this excess include (1) bur-
dening the President with more appointments then he should have to be concerned
with, {2) excessive turnover in the leadership of agencies, (3) reducing the level of
expertise in management positions, and {4) limiting the opportunities of competent
career executives to advance and serve their agencies effectively.

In spite of problems generated by the proliferation of non-career officials and staff,
the number continues to expand. The General Accounting Office recently found that
from 1981 to 1991, the number of political appointees actually grew by 414 with the
largest increases being in the Departments of Commerce (58), Agriculture (52) and
Education (52). In contrast the Department of Transportation added but one non-
career position during that decade. %aul Light in his new book “Thickening Govern-
ment”, notes that from 1980 to 1992, the number of Federal officials compensated
at Executive Levels I through IV, most of whom are non career, expanded from 928
to 1626. This occurred in a period in which civil service employment was stable and
few new programs were authorized.

An example of what has happened in this area is the conversion of most Assistant
Secretaries for Administration from career to non-career status. The Hoover Com-
mission in its 1949 report on “The General Management of the Executive Branch”
proposed that each executive department have an “administrative assistant sec-
retary” who would be in the competitive civil service and would be concerned with
matters of internal management and house keeping. Subsequently each department
was supplied with such a carcer position. This was the Post I held in DOT from
1967 to 1971.

Now only the Department of Transportation and the Department of Justice have
such career officials. The so called assistant secretaries for administration or man-
agement in all other departments are appointed by the President, subject to Senate
confirmation. They often know little about their departments or Federal agency
management, and their turnover is at least as great as that of the other political
appointees.

?Reestablishing a Center of Management Leadership in Each Executive Depart.-
ment. Along with the politicization of the position of assistant secretary for adminis-
tration has come a decline in the ecffectiveness and influence of the officials now
bearing the title. This has ofien been accompanied by a dispersion of management
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functions among several departmental officials, and the disappearance of a focal
point for the direction and improvement of internal management.

The functions now divided among non-career assistant secretaries for administra-
tion, chief financial officers, and inspector generals were once all within the purview
of such career assistant secretaries for administration as Dwight Ink in HUD, and
myself in DOT

A recognition of the need to restore a center for continuing leadership in all as-
pects of internal departmental administration recently led an Academy panel, in its
report on “Renewing HUD,” to recommend the establishment of a position of Under
Secretary for Management. The under secretary would be required to be qualified
to manage a large public organization. The four restructured executive departments
recommended by President Nixon in 1971 would all have had such an under sec-

retary.

4.’.{mproving the Internal Structure of the Departments. Many departments are
still organized with Executive Level IV assistant secretaries supervising the major
program units. This approach has tended to make the assistant secretaries into ad-
vacates of specific programs rather than real aides of the Secretary.

The DOT legislation of 1966 tock into account the deficiencies of the line assistant
secretary approach and provided that all the assistant secretaries of the new depart-
ment would deal with cross-cutting areas such as administration, policy, public af-
fairs and governmental relations. The substantive programs were placed in a small
number of administrations based on transportation modes, each to be headed by an
administrator who would report only to the secretary and deputy secretary. This
model proved so successful under DOT secretaries Boyd and Volpe that it was made
a feature of each of the four new executive departments proposed by President
Nixon in 1971

The DOT model is also in tune with modern management thinking in many coun-
tries. The objective is to decentralize technical program operations, and for the sec-
retary to be free to concentrate on significant policy issues, relations with the Presi-
dent ‘and Congress, and matters requiring coordination of two or more administra-
tions. The individual administrations are expected to carry out established policy
géthout micro-management by a gaggle of political appointees in the Office of the

cretary.

5. Restoring an Effective Center Concerned with Government-Wide Management
in the Executive Office of the President. From 1939 until 1973, the former Bureau
of the Budget and the successor OMB contained strong and effective units concerned
with the organization of the executive branch and the improvement of agency man-
agement. After 1973, this capability steadily eroded and now has virtually dis-
appeared as the result of a recent reorganization of OMB.

e intent of the Nixon Administration and the Congress, when the OMB re-
placed the Bureau of the Budget in 1970, was to give greater emphasis to the man-
agement role of this powerful arm of the President. %ain, when the Congress, in
the Chief Financial Officers Act, created the position of Deputy Director for Manage-
ment, it sought to assure that there would be a high ranking official concerned with
how well the government worked and with the improvement of agency management.
This action gid not prevent the Deputy Director for Management from being
stripped of most of his stafl in the latest reorganization of OMB.

As long ago as 1983, a panel of the National Academy, under the chairmanship
of Dwight Ink, recommended a different approach to providing an effective manage-
ment capability in the Executive Office oF the President; namely, the creation of a
separate Office of Federal Management. The need to take such a step is more ur-
gent now than in 1983. Only when such an entity staffed with a permanent cadre
of persons who are experts in government organization and agency management
matters will the President, the Federal agencies, and the Congress receive skilled
advice and assistance in this area. The OMB should be recognized for what it has
become—an “Office of Budget.”

I, and many of my associates who have served in the former management offices
of the Bureau of Budget and the OMB, believe that legislation establishing an Office
of Federal Management should receive high priority in the current Congress.

6. Rationalizing the Current Roles and Structures of the Executive Departments.
Not since the first Nixon Administration has there been a serious effort to recon-
sider the roles of the domestic exccutive departments, to identify opportunities to
regroup their functions, or to develop new approaches to their internal organization
and management. The subsequent creation of the departments of Energy, Education
and Veterans Affairs were responscs to specific crises or political pressures, and lit-
tle attentit})xn was given to their cumulative impact on the functioning of the Execu-
tive Branch.
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Now we are hearing many suggestions that certain departments be abolished or
consolidated or radically restructured. In my judgment, there are opportunities to
do all of these things. The danger is that these “re-invention” efforts will be under-
taken without a well-thought out plan to achieve genuine improvements in the dis-
tribution of programs among surviving departments. There is also the risk that indi-
vidual departments will launch massive internal reorganizations with inadequate
analysis and produce more disruption than benefits.

1 am particularly alarmed at current proposals to radically reorganize a depart-
ment which has on the whole proved effective and is concerned with a major seg-
ment of our economy. I refer to the Department of Transportation.

In addition to having been involved in the drafting of the DOT Act and serving
s the Department’s first Assistant Secretary for Administration, I have closely
tracked DOT's evolution over the years. This includes participation in the Academy’s
responses to Secretary Sam Skinner's requests for advice in implementin%both his
national transportation policy and the Intermodel Surface Transportation Efficiency
Act (ICETEA) of 1991.

The conclusion reached in the Academy reviews and suggested in the history of
the Department's organization and management is that DOT is basically a sound
department with 2 high level of management effectiveness. However, there was and
remains a need to adjust to the ICETEA legislation, which in effect, makes all sur-
face transportation a single mode. What is called for here is the consolidation of the
Federal Highway Administration (FHWA), the Federal Transit Administration, and
the non-safety portions of the Fedecral Railroad Administration (FRA) into a new
Surface Transportation Administration. At the same time, the existing National"
Highway and Traffic Safety Administration could be combined with the Office of
Pipeline Safety, FRA’s safety functions and those of FHWA. The result would be the
replacement of four administrations by twe new entities better suited to the Depart-
ment's current needs. Ten operating administrations would be reduced to eight
through these reforms. To carry them out with minimal disruption would take two
or three years of intensive effort by DOT’s leadership. The Academy Panel, which
was chaired by former DOT Secretary Alan S, Boyd, described in detail how this
should be accomplished in its August 1991 report “Organizing the Administration
of Surface Transportation Policies and Programs to Meet National Needs.”

Instead of pursuing the surface transportation reorganization for which the need
has been documented, the Administration is now proposing a radical compression
of six modal ministrations into three—an action which, if approved, would combine
the present Maritime Administration with such unrelated programs as mass transit,
In addition, the FAA would be split and the operation of the Air Traffic Contro} Sys-
tem would be %aced in a corporation outside the Department. Finally, the St. Law-
rence Seaway Development Corporation, which was deliberately placed in the DOT
in 1967 because it is a transportation agency, and because it has many dealings
with the Coast Guard would be made independent and left to shift for itself.

In miTjudgement, the need for changes of such magnitude has not been estab-
lished. Nor can they be accomplished without major disruption, destruction of em-
p](l:iyee morale, and considerable expense. The proposed ITA will add to layering, not
reduce it, and will deprive important programs otPct)he direct access to the Secretary
contemplated by the Igepartment of Transportation Act of 1966.

LOOCKING TO THE FUTURE

This testimony has addressed ways to strengthen the management of the existing
departments. I have only briefly referred to the need to examine the current respon-
sibilities of the 14 departments with a view to a comprehensive effort to clarify and
rationalize their missions, because I understand that this Committee will take up
this matter in a later hearing.

Such an effort is badly needed because no department can be fully successful in
carrying out its programs if what it is expected to accomplish is unclear or if it lacks
Jjurisdiction over government entities with closely related or inter-related missions.

e Congress and the Executive Branch shouf’d now provide for a careful exam-
ination of the best way to group Federal programs of the kind previously conducted
by the first Hoover Commission in 1947.1948 and during President Nixon’s first
term. Such an approach is necded to avoid mere box shuffling or the piecemeal abo-
lition of de?anments without a clear vision of what the departmental structure
should lock like in the years ahead.

I would be happy to respond to questions from the members of the Committee.

Mr. HorN. Very good. I thank you.
And now, Mr. Hansen, please proceed.
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Mr. HANSEN. Thank you, Mr. Chairman, and thank you for the
opportunity to be here this afternoon. My written statement, I put
it together purposefully to provide a history and background of the
Department. It’s a relatively new agency, and I think it's important
to have that background and history about the Department as we
look at it and other departments as a case history in how to better
manage the government.

I also do have work experience from the Commerce Department
and the Energy Department, and I'm going to share a couple of
thoughts and ideas, as well, from my tenure in those agencies.
Also, by way of history, what we have heard about here earher was
that we can learn from history.

There were a couple of things that were done at the Department
of Education back in the early 1980’s that I think were helpful
tools from a management perspective. The first was through legis-
lation. There was the Budget Reconciliation Act of 1981 that con-
solidated 42 categorical programs down into the block grant pro-
gram for school districts.

This enabled the Department to downsize by several hundred
employees, do away with a number of regulations, and help stream-
line the funding flow to local school districts. We also canceled the
Federal Direct Insured Loan Program at the time and privatized
the Loan Collection Service.

And as a result of those two activities, primarily, was why the
chart that was shown at the beginning of this hearing that showed
the Department of Education had the biggest reduction in em-
ployee FTE in the 1980’s. Those were the two results. We started
out in the early 1980’s with 7,500 employees and by the early
1990’s, it was down to 4,500. And it was primarily through consoli-
dation of programs and through privatizin§ programs,

There were some things at the senior level management of the
Department that were done, as well, under former Secretary Ted
Beﬁ back in the early 1980’s that were done administratively. We
reduced the number of Deputy Assistant Secretaries from 47 down
to 11. We got rid of 36 Deputy Assistant Secretaries, most of them
political appointees, which would have been nice for President
Reagan to have filled at that time, but it was important, he felt,
to downsize the political leadership in the Department.

We also abolished five Assistant Secretaries early on in the early
1980’s. And those were things that were done without statutory
legislation that we were able to do administratively.

%]would like to point out that the Department during the 12-year
time period between 1981 and 1993 had the number of programs
that were responsible for managing double from 130 to over 250
programs. And at the same time, our staff went down by about 60
or 70 percent. We had to do things differently.

There were times, though, that is was very tough, having a dif-
ferent party control Congress than who served in the executive
branch. There are always frictions on personnel funding and alloca-
tions.

And I would caution this committee and Congress in general
where we have the same scenario, but the world has now flipped
over in the last couple of years, that there were some very impor-
tant budget requests that went to Congress on getting National
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Student Loan data systems up and running, other technological
proposals, and they were never adequately funded and, as a result,
took years and years to get these types of activities up and running
that would help the integrity of multibillion dollar programs such
as the Student Loan Program.

So there is a tendency sometimes for political posturing on both
sides and have that impact on the budgets within the Department.
And I would just caution that there are many serious recommenda-
tions and needs that the Department does have that need to be
adequately looked at.

I do think the Department of Education is unique in a lot of
ways. It is the smallest agency, and I think, as Mr. Dean said, the
agencies are so different and so diverse. Education has 5,000 em-
Rloyees but has a $30 billion budget. The Commerce Department

as probably five times the number of employees yet less than one-
tenth the size of the budget. They're different animals. They do dif-
ferent things.

" The Department of Education is basically a grant-making organi-
zation and probably requires stronger financial management con-
trols than something like the Department of Commerce just be-
cause of the exposure of the Federal resources that are available
through the Department of Education. So I totally agree that a
one-size-fits-all approach is not the best way to institute manage-
ment improvements.

I do think that the things that have gone on in Congress the last
couple of years with the CFO Act and the other comments that
have been made are positive movements. The Office of Manage-
ment and Budget, I know from my prior life, was very weak on the
management side of things. There were things that were done to
help improve it, with the CFO Council under Frank Hodsell’s tute-
lage that were very helpful,

But there was a comment made by the earlier panel that we
need to use the budget process for leverage in putting budgets to-
ﬁet.her to help financial management and other activities. That is

elpful inside the administration, but I really think the pressure
needs to come from Congress. Departments will submit budgets,
agencies will submit budgets.

But as I remember from Ronald Reagan budget days, most of
those budgets were DOA. And it’s Congress that will set the budg-
ets and set the priorities. We can do all the fighting within the ad-
ministration, but if there’s not the zeal in Congress to take serious
the management needs of agencies, it’s going to be, I think, a fruit-
less task.

1 also think that there’s an education that needs to go on with
the authorizing committees, the budget committees, and the appro-
priation committees to have the same understanding that the Over:
sight Committee has on the needs of Cabinet agencies. I know from
running both the Budget Office and the Financial Management Of-
fice at the Department that the financial management side is still
perceived as the wegk stepsister inside Cabinet agencies.

And you need to make sure that in terms of downsizing govern-
ments, zeroing out programs, block granting programs, restructur-
ing the government, I think now more than ever, the Inspector
General and the CFO functions are going to be the most important
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functions in these agencies to make sure the current programs are
wound down effectively and efficiently and that whatever new
structure needs to be created, that those new structures have in-
tegrity woven throughout them. And you're not going to get that
through weak financial management systems,

There are just a couple of comments on the questions that you
had in your letter. I'll try to be brief. In terms of barriers to effec-
tive management, I do think that statutorily, the one-size-fits-all
approach is not the best way to go.

And I frankly think that in terms of even the CFO Act, that if
you took the Department of Education Organization Act or the
other Cabinet Agency Organization Acts and independently weave
these types of control structures into those organization acts, it
would probably be more helpful to where you can fine-tune and
work with the authorizers on what needs each agency really has.

I think likewise with the Inspector General Act. I do think also
Presidential leadership is very important from the White House on
who serves in those types of positions. Right now on the Senate
side, the confirmation process for CFOs and others goes through
the authorizing committees. The Government Affairs Committee
basically is given a courtesy wink, but they don’t have a strong role

to play.

Ang I think if the President and the executive branch had to go
through your committees for courtesy purposes, but for advice and
consent purposes, the Government Affairs Committee, there might
be some important changes there,

1 do think in terms of political appointees, I would concur with
Mr. Dean’s statement that there are too many political appointees.
I worked for Secretary Alexander, who actually called political ap-
pointees “Christmas help” because we were there for a season, and
then we were gone. And I think that that was a pretty accurate
assessment to a large degree.

I think that also, we need to make sure that through the political
appointees—I think there are some things that can be done
through the confirmation process to help things along. I just know
from my situation, I served in an acting capacity for over a year
before I was confirmed by the U.S. Senate.

And there was some b{ame in that type of situation to be thrown
at the executive branch and also the Congress, but there are some
things that can be done, I think, to help speed up the process, as
well, of getting people through the confirmation process.

In terms of the SES area, I do think that the one problem I
found with the SES is it is very inflexible. Most of the officers in
SES end up serving in the same position year in and year out.
There would be a lot to be said for having opportunities for SES
people to transfer and to serve in other agencies and other bureaus
within the Cabinet agency. They get locked into their jobs and get
a very parochial perspective on things.

I Sso think that, frankly, it is very difficult to get anybody out
of an SES position. The 3-year process you have to go through, the
performance review system, to remove somebody from an SES posi-
tion is ridiculous. There ought to be ways to move them into a GS-
15 position without negative repercussions and get them into an-
other position.
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But a lot of times, you have a lot of people that are just put into
other areas because they’re not pulling their weight. And I'll tell
you, most of the top SES people that I know from my work in these
three agencies are in the program offices. And that’s where I think
the real expertise lies.

From my prior experience, whenever there’s a problem SES em-
ployee or somebody’s not pulling their weight, they’re usually
dumped into the management type offices, whether it's OIRM,
grants and contracts, or other offices. And you end up having some
of those management service offices serve as a dumping grounds,
where they should be recruiting the top people in those offices.

In terms of downsizing, I do think that even all this talk right
now about abolishing the Departments of Energy and Commerce
and Education—I'm glad 1 didn’t work at HUD, or I think there
would be a little cloud over my head of all the places in which I've
worked. But I think that those are important tasks at hand on how
we can better structure the government.

But I do know from the talk in the early 1980’s about abolishing
the Department of Education when Ronafd Reagan was President
that there are some severe morale problems. There are questions
about if people’s jobs are going to be intact. There are questions
from a manager’s perspective,

And I think that in all this talk about devolution or abolishment,
that Congress should probably also send clear signals that the im-
portant functions in terms of job training, student loans, aid to the
disadvantaged, and handicapped education are going to be there,
and we're going to need Federal managers to hangle that.

What we're talking about is if we can achieve some economies
and consolidating agencies or if we can achieve some cost savings
and restructuring the way in which agencies are managed. But I
think that there’s a lot of talk about abolishing or dismantling. And
I think that if the political leadership ean get across that a lot of
the primary functions are going to be there, they may be delivered
differently, I think that’s important for morale purposes.

I would like to say, as well, that the only way a Cabinet Sec-
retary—and this is in closing—will take the management functions
oft') Ithe Department seriously 1s if that Cabinet head is held account-
able.

And I think that the work that this committee is deing and the
aggressive agenda that you have laid out in the coming months is
a very important step in that to have Cabinet officials up here, sub-
cabinet officials up here, having them understand that this is im-
portant to Congress, that all this talk about downsizing govern-
ment and abelishing government, and cutting the budget 1s impor-
tant.

But all of those things are not going to happen in an effective
way if the work that your committee is about is not instituted. And
I do know from working for six previous Cabinet Secretaries that
some take it more seriously than others.

And the best way for a Cabinet Secretary to take serious the fi-
nancial management and the other management issues within his
agency is if he’s held accountable by having to come up to Congress
and testify that he knows that that’s as important on his radar
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screen as the political and the budget debates that he has to wres-
tle with inside the administration.

And I think that it's incumbent upon this committee to make
sure that the Cabinet and the President understand the impor-
tance of what is expected from them in financial management. And
with that, I would again like to thank you for the opportunity to
be here today.

{The prepared statement of Mr. Hansen follows:}

PREPARED STATEMENT OF WILLIAM HANSEN, FORMER ASSISTANT SECRETARY FOR
MANACEMENT/CHIEF FINANCIAL OFFICER, DEPARTMENT OF EDUCATION

Mr. Chairman and Members of the Subcommittee:

Thank you for the opportunity to apﬁear before you today to testify on strengthen-
ing Departmental Management at the Department of Education. My comments
today reflect my experiences during the Reagan and Bush Administrations as well
as my observations related to the direction that I believe federal education policy
should be headed.

As the Subcommittee carries out the heavy issues of departmental oversight and
management review, it is important to understand the broader context of the De-
partment’s mission. By first determining a mission, answering questions relating to
cost savings, program consolidation and elimination, administrative actions, internal
management, and control systems may be more appropriately addressed.

The development of a coherent federal education policy requires that budget and
program priorities are founded upon a set of principles. During the Bush Adminis-
tration, Secretary Lamar Alexander identified such principles in the form of a mis-
sion statement for the Department. The statement said that the Department’s mis-
sion is, “to ensure equal access to education and to promote educational excellence
throughout the Nation.” [ believe this mission statement should continue to guide
anfi federal involvement in education.

t is with this mission statement in mind that I will address several areas rel-
evant to the Department of Education’s programs today:
o the Federal Role in Education;
o Proposals to Dismantle the Department of Education;
o the Funding History of the Department;
o the Size and Scope of the Department; and,
* Management Improvement and Cost Saving Opportunities.

FEDERAL ROLE IN EDUCATION

Mr. Chairman, the federal contribution to education today consists of only six per-
cent of the total elementary and secondary dollars spent nationwide. It is in the con-
text of this limited contribution that the appropriate federal role in support of ele-
mentary and secondary education should be established. Six percent of total elemen-
tary and secondary spending nationwide can and should be directed toward ensur-
ing equal access and promoting educational excellence. Such limited funding cannot
and should not be represented as a substitute for the local resources available and
should not be provided to states in a manner that undermines the proper adminis-
tration of the 94 percent of rescurces provided at the state and local level.

My experience suggests that true local control of education priorities at the ele-
mentary and secondary level promotes local support for education and parental in-
vaolvement. Local support will become increasingly important in the coming years.
Parental involvement, in my view, is an absolute necessity if the problems in our
schools are to be addressed. Unfortunately, many of the federal initiatives of the
past several years appear to run contrary to these principles.

Two {ormer Secretaries of Education, Lamar Alexander and William Bennett, re-
cently called for the return of control of education to states, school boards, and par-
ents. In their report entitled, “Local Options,” the Secretaries suggest that literally
dozens of federal programs should vanish and with those resources being available
for federal tax cuts or through an expanded version of the Chapter 2 program to
states and communities to do with as tgcy judge best.

My experience in managing programs and personnel at the Department of Edu-
cation suggests that the benefits derived from dozens of the federal elementary and
secondary programs may be outweighed by the administrative burdens associated
with administering those programs. For example, a 1991 survey of Ohio school dis-
tricts determined that eacﬁ schoo] district in the state was required to complete 330
reports and forms, of which 157 were submissions to the state, and 173 were feder-
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ally required. This study suggested that the federal government was responsible for
55 percent of the paperwork burden while federal funds accounted for only six per-
cent of the resources available to the school district.

Secretaries Alexander and Bennett recommended that the guiding principles for
federal education programs should be choice, deregulation, innovation, accountabil-
ity, and serious assessment. I believe that if the Department of Education adopted
these principles as a standard by which to review existing programs, many of the
programs would be found in need of repeal or substantial revision.

PROPOSALS TO DISMANTLE THE DEPARTMENT OF EDUCATION

The call for change at the Department of Education has also come from Congress
and its leaders. Since last November, the Senate Majority Leader, the Speaker of
the House, and many Committee Chairmen have also called for the abolitien or con-
solidation of the Department of Education. It is anticipated that numerous bills will
be introduced shortly to achieve these objectives. Proposals have varied from aboli-
tion to dismantling the agency and transferring or consolidating functions with
other cabinet agencies.

A member of this Committee, Mr. Scarborough from Florida, has been leading the
freshman leadership effort to develop a bill to work toward sending education back
to parents and local officials. Mr. Scarborough has stated, “Obviously, the future of
our economy and further economic growth depends on (reforming education) . . . if
the federal government would retreat frorm this area, allow parents, teachers and
students who want to take control of the academic agenda, this country would be
better off.”

Alternatively, Mr. Gunderson, a senior member of the Economic and Educational
Opportunities Committee, has joined Chairman Goodling in calling for the Edu-
cation and Labor Departments to be merged. Upon announcing the outline for their
bill, Mr. Gunderson stated that, “As America plans for the challenges of the global
economy, and the information and technological revolution that goes along with it,
the federal government clearly will play an important role in education and employ-
ment.”

Such efforts to achieve the appropriate federal role in education should be pur-
sued vigorously by this Committee. However, Congress should oppose any effort to
simply change the name on the door of the Department. Transferring functions and
shifting duplicative, intrusive, and inefficient programs elsewhere will get us no-
where. Rather, Congress should start with a clean slate and determine what the ap-
propriate federal role should be in education, and determine how to best address
targeted needs, and develop a delivery mechanism that best serves families and tax-
payers. Reforms such as g]ock grants to states or schools, tax cuts, vouchers or
scholarships to families, and functional swaps between the federal and state govern-
ments would reduce bureaucracy, regulations, and federal control of education.

FUNDING HISTORY OF THE DEPARTMENT OF EDUCATION

The current appropriation for the Department totals nearly $33 billion which
funds 240 categorical programs. The Department’s first budget year as a cabinet
agency was FY 1980. In 1980, the budget was just over $14 billion, Tunding about
150 programs. The Department’s budget has grown over 50 percent in real dollars
since its creation. This expansion of programs has led to obvious duplication and
increased federal intrusion at the state and local levels.

Since 1980, more than $350 billion have been appropriated to carry out the De-
partment’s programs. Of eourse, there has been some good accomplished with these
funds. Millions of disadvantaged youth have received Chapter 1 services, disabled
youngsters have been given opportunitics they may not have known thirty years
ago, and millions of students have had a postsecondary education made more afford-
able. However, any success could have been achieved whether education programs
were housed at ED, HHS, Labor, or some other federal office. For example, when
P.L. 84-142 was enacted in the early 1970's, it was housed at the old HEW. Clearly,
this special education law has made a positive difference in the lives of millions of
children and in society. Earlier this century, over 90,000 disabled children were in-
stitutionalized. Today, only 6,000 disabled children live in such circumstances. The
bottom line is this, Congress and the American public demanded an appropriate
education for handicapped youngsters and much success has been realized as a re-
sult of this law, I am convinced that these same resuits would have come to pass
regardless of which cabinet agency this program was administered by. It was the
law and the commitment by familics and society that brought about the changes we
have witnessed, not a specific cabinet agency.
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Notwithstanding the expenditure of these monies, public confidence in America’s
education system appears to be close to an all time low. Parents and the public gen-
erally question whether the federal mandates in programs in the education area are
producing the results they desire for their children. Given that the concept of an
aigressive, expansive federal leadership role has been tested over the past decade,
I believe it is time to give state and local administrators, and even more importantly
families, the leadership opportunity.

We as taxpayers, and tx})]e Members of this Subcommittee, should ask tough ques-
tions regarding each of the federal education programs. Are students performing as
well today as their parents did? Are we rewarding dependency and mediocrity? How
can we reward quality and excellence? How can parents be given more control and
responsibility over local education? Is the public getting its money’s worth? 1 believe
that many of the current programs fail to positively address the standards reflected
in these questions.

As I suggested earlier, the Congress should consider starting over with a clean
slate in determining which programs and necessary appropriations will be required
to ‘accomplish the Department’s mission. Congressman Bill Goodling, Chairman of
the Economic and Educational Opportunities Committee, said recently that he hopes
that the “term ‘reauthorization’ be stricken from the dictionary . . . We shouldn’t
assume programs are going to continue year after year, but intensively examine
them to make sure they are still needed and achieving their purpose. Similarly, I
would suggest adding sunsets to some programs, laws and regulations.” 1 whole-
heartedly endorse Mr. Goodling’s suggestions.

In my view, there has been next to little accountability for results to the taxpayer
in return for their $350 billion investment in the Department of Education durin
the last 15 years. Evidence suggests that local governmental control and responsibil-
ity is undermined by federal requirements, and paperwork preoccupies state and
local education authorities, A much simpler delivery system to states and local agen-
cies could be implemented without federal dictates and with continued receipt of
federal funds simply contingent on the recipient showing evidence that learning is
improving.

SIZE AND SCOPE OF THE DEPARTMENT

Between 1981 and 1992, there were numerous legislative and administrative ini-
tiatives to help mold the mission of this new cabinet agency. In the early 1980s a
major consolidgtion of 42 elementary and secondary programs took place which re-
sulted in the creation of the Chapter 2 Block Grant. During that same time period,
the student loan collection activities were privatized. Although not termed “re-
inventing government” the Department was downsized from 7,500 employees in
1980 to an average of about 4,500 employees during the late 80's and early 90’s.
At the same time, the number of programs authorized and funded by Congress grew
from 132 to 240. Clearly, more was done with less.

We are now told the Department of Education is once again reinventing itself.
Given the high-level of parcntal and general {rustration with education quality, it
is appropriate for this Subcommittee to provide the Department with a clear indica-
tion of the direction this reinvention should take. Congress should examine several
areas of recent activities at the Department of Education and set clear priorities for
the Department. The fact that the Department already has over 5,100 employees
and plans to hire 600 additional employees to manage the direct student loan pro-
gram is cause for concern about the Department’s mission in a time of government-
wide streamlining and privatization. The direction that Congress provides for the
Department’s programs and budget should play a key role as the Department re-
invents itsell. Congress should examine the following areas in setting priorities for
the Department:

First, the Department has taken on a high handed reg'ulatog effort with States,
school districts, and college campuses that should be reined in. One of the best ways
that Congress can curtai% the Department’s zeal to overregulate is by abolishing or
amending burdensome programs and using its oversight authority as a means for
providing a proper check and balance.

Secong, the Congress, in particular the authorizing committees, should deauthor-
ize all unfunded programs. This initiative would also assist on the deregulation
front and prevent unnecessary budget battles.

Lastly, the Congress should cap or phase-out the Direct Student Loan Program.
This new program runs directly counter to the principles outlined in the National
Performance Review. Instead of streamlining the federal bureaucracy, direct lending
would grow the Department of Education as President Clinton has exempted the
Department from his Executive Order on downsizing government which has paved
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the way for 600 new bureaucrats to join the federal workforce. Rather than support
market driven solutions that focus on customer service, direct lending would wipe
out tailored state and competing private-sector organizations that focus on serving
the customer, in favor of a Washington monglith.

Of particular concern to this Subcommittee should be the fact that the 1993 Stu-
dent loan Reform Act created an unprecedented $2.5 billion administrative entitle-
ment fund for the implementation of the direct loan program. Unlike nearly all
other government administrative funds, those associated with ED’s direct govern-
ment loan program are not subject to annual appropriations and review. Chairman
of the Economic and Educational Opportunities 8ommittee, Bill Goodling has intro-
duced a bill (H.R. 530) to cap the direct loan program which would also improve
congressional oversight of the billions of dollars that the Department will spend to
administer direct loans. This bill has received strong bipartisan support as it will
also improve the integrity of the direct loan program.

MANAGEMENT IMPROVEMENT AND OPPORTUNITIES FOR COST SAVINGS

Since the establishment of the Department of Education under President Carter,
Presidents of both political parties have submitted budget requests to zero-fund doz-
ens of education programs because they have largely or completely achieved their
original intended purpose, were duplicative of other programs, or could be supported
by other funding sources. For example, in President Bush’s final budget, he called
for the elimination of 39 education programs that fell into the categories just men-
tioned. President Clinton, both in his budget submission last year and as part of
the National Performance Review recommended that 34 programs be eliminated—
almost identical to a list that President Bush developed. Last year, Congress did
eliminate 12 of these programs. As a starting point for finding savings in the FY
1995 and FY 1996 budgets, Congress should first look to the remaining programs
in these previously submitied recommendations and to President Clinton’s latest
budget proposal which calls for 15 program terminations in FY 1995 (savings $122.7
million), 21 program terminations in FY 1996 (savings $504.1 million), five program
phﬁgeguts (savings $120.9 million), and 27 program consclidations (added cost $46
million).

The current FY95 rescissions debate has provided additional ideas and rec-
ommendations for immediate cost savings. The process for FY96 cost savings will
be key as the authorizing committee considers major program overhauls and block
grants and as the appropriations and budget committees consider opportunities to
reduce the massive budget deficit.

The Subcommittee should also give serious analysis to the Department’s Salaries
and Expenses Accounts. A primary question the Department should be asked to ad-
dress is why are they asking for a $13 million increase in their S&E account when
over 440 employees have apted for the retirement buy-out (8% of total personnel).
With the resulting smaller FTE covered by the S&E account {the hundreds of new
staff hired this year to manage the direct loan program are paid out of a separate
direct loan S&E account) and the anticipated savings of downsizing the Department
because of the President's call to terminate or consolidate 68 programs, it would be
expected that the Department would be proposing a substantial reduction in their
S&E account. Other areas within these accounts that should be reduced are the two
dozen federal advisory pancls. Similarly, on another administrative account, as 1
referenced earlier, Chairman Goodling's bill to cap the direct loan program at year
two school participants calls for a $50 million reduction in the FY 1995 budget au-
thority for the direct loan program administration account {a reduction from $345
to $295 million and additional reductions in future years). It should be noted that
the direct loan administrative account falls under the mandatory account and the
other administrative accounts fall under the discretionary account.

Former Education Secretary Lamar Alexander has written that there are five de-
fining characteristics of a problem-laden central government agency: it’s centralized,
uniform, governmental, monopolistic, and no-fault. The opposite of each of these
characteristics offers citizens and managers clear direction: decentralization, diver-
sity, privatization, competition, and high morals. Attached to my statement is a one
g?e‘tgble which lays out one example of the contradictions inherent in the Clinton

ministration’s zeal in pushing for a big government take over of the student loan
program.

e Department of Education has rececived a waiver from the President’s Execu-
tive Order on downsizing their personnel rolls. They have split up the high-risk stu-
dent aid management responsibilities for the benefit of political appointees, not
based on responsible management prineiples. They have created new }l}g ers of bu-
reaucracy and new federal panels. They have crafted expansive new regulations and
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added new federal mandates. This Subcommittee should exercise its proper over-
sight authority in reviewing such management practices at the Department of Edu-
cation.

As the Subcommittee reviews areas for management efficiencies and cost savings,
it is important that the current budget environment be taken into consideration.
The perpetuation of the deficit and our growing national debt is anti-family, anti-
child, and anti-education. Every American child in school today already owes
$18,000 as his or her share of the national debt. Senator Tom Harkin said recently
that, “It’s time we pass on to our kids more opportunity, not more debt.” I agree
with that statement.

How that opportunity is afforded to children and families will be central to your
deliberations about the federal role in education and the future of the Department
of Education. For those activities not turned over to the states, communities, and
families, they should be redesigned to ensure excellence, choice, accountability, flexi-
bility, efficiency, and a reliance upon private market driven solutions. This Sub-
committee and this Congress have a unique opportunity to improve the quality of
education as it reviews the Department as a wﬁole and every individual categorical
program within the Department.

r. Chairman, thank you for the opportunity to appear before the Subcommittee.
{1 will be happy to respond to any questions you or Subcommittee Members may
ave.

WHICH DIRECTION FOR AMERICA'S STUDENT LOAN PROGRAMS?—Reinventing Government vs.
New Federal Bureaucracy

The Clinton Administration's plan to replace the privately funded and administered student foan programs with public
funding and a new federal bureaucracy contrasts sharply with its stated goat of “reinventing government.”

Rei ing & What the Administration says* Direct Government tending: What the Administration does
"Streamline bureaucracy by 252,000 ..., Hires hundreds of new b ats at the Department of Edu-
cation
“Steer more, TOW 1€55™ ..o, Institutes @ federal takeover of the program’s funding and man-
agement

“Delegate authority and responsibility” ..
“Replace regulations with incentives” ...

fssue top-down mandates and rules for students and colleges

Burdens colleges with more regulations and eliminates perform-
ance scentives

Introduces open-ended budgets based on palitical objectives

Eliminates private sector competition in the student foan industry

Abolishes the role of states and the private sector in student
credit programs

“Develop budget based outcomes™ ............
“Expose federal operatians to competition” .
“Search for market, not administrative solutions” ........

“Measure our success by customer satisfaction” ... Replaces competing local, private customer-service organizations
with one federal bureaucracy
“Simplify employer wage reporting” ... Forces the internal Revenue Service to collect student loans and

impose new wage reporting burdens

* Disect quotes from the Report of the Naticnal Perdormance Review, "Creating a Government That Works Better and Costs Less”

Mr. HORN. We thank both of you. It has been very helpful. Let
me pursue some of these areas. You mentioned Cabinet member ac-
countability and the problems we have in getting the attention of
management.

In the experience you've both had with authorizing committees
in both the House and the Senate, how much interest did you find
the authorizing committees expressed in the management problems
of the agency? What’s your institutional memory?

Mr. DEAN. From the several Departments and independent agen-
cies in which I worked?

Mr. HogN. That’s right.

Mr. DEAN. The Congress does not give sustained attention any-
where that I know of to the internal management of an agency.
They may become temporarily interested because of a scandal,
but—and I wonder whether the Congress really can.

Admittedly, if your committee could be strengthened and the
counterpart committee in the Senate strengthened, as opposed to
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the power of the authorizing committees, there might be an im-
proved opportunity—and I'm a great rooter for the new structure
that has been created here. But the Congress first, I might say,
can’t manage any agency. They can show an interest. And I agree
very much with your point.

But the management has to come from that Cabinet Secretary.
And we shouldn’t forget, even when there’s a split in parties, that
the President is the chief executive. And he is given the Constitu-
tional duty of taking care that the laws are faithfully executed.
That's one of the reasons I put so much stress on restoring a man-
agement capability in OMB. I can tell you that you won't get it
through the budget.

Mr. HORN. Mr. Hansen.

Mr. HanseN. 1 would agree with that. I also served in previous
positions as an acting Assistant Secretary for Congressional Af-
fairs. Obviously, the authorizing committees are more interested in
policy and whatever issue it is for whichever committee they are
on a day-to-day basis.

But the one thing T did find in my previous service was that
there was pretty much a disconnect. Most of the people that serve
on the authorizing committees are experts, usually, in their field of
work, whether it’s education or transportation. That's what they
become experts in. And they need to rely upon the work from the
Government Operations Committee.

The concern I even have with the Government Operations Com-
mittee and the oversight functions, where many times in my pre-
vious service, the only time the Department ever got called up at
hearings before any of the subcommittees was when there was a
problem and when one of the chairmen possibly from an opposing
party wanted to make great hay about something.

And I probably throw the word in—“constructive oversight”
would probably be more appropriate, though always there are
times where you've got to shine the spotlight on something that'’s
going awry in an agency, and that’s an important role for Congress.

But in terms of constructive oversight, as well, one thing that
Cabinet agencies don’t have is, I think, really the ability—again,
with the programs varying so distinctly agency to agency—they
don’t see the commitment for things like the CFO Council, that
there is a strong backing for that from either the appropriators or
the authorizers.

And I do think that even the appropriation committee in addition
to the authorizing committees is a place where—maybe it’s just an
education that needs to go on when they’re grappling with the S&E
budgets for Cabinet agencies, that they understand—or maybe
there needs to be some weighing in on the part of Government and
Operations Committees that when government budget requests
come up to have a new computer system or new technological ad-
vances, that those are not necessarily wasted moneys and should
be ratcheted down on the totem pole.

And I think in this budget environment, it's very important for
those issues more than ever to be—if there are some necessary
needs there, that they be weighed in by other people that the ap-
propriators need to hear from.
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Mr. HORN. Let me mention another part of your collective mem-
ory I would like to tap. One of America’s distinguished public serv-
ants, in my judgment, for this last half century has been Dr. Ar-
thur Flemming. I know, Alan, you've certainly known him. I've
worked with him both in the university context and when he was
chairman and I was vice chairman on the U.S. Commission on
Civil Rights.

He once said to me when he was Secretary of HEW under Presi-
dent Eisenhower that he made a point of at least having one meet-
ing a week with the operating heads of the agencies that reported
to HEW-—not the Assistant Secretaries, but the Commissioner of
Social Security, the Commissioner of this and that.

In your experience, how many Cabinet Secretaries with whom
you worked actually met with the operating heads that were doing
the real work of the agency?

Mr. DEAN. Quite a few.

Mr. HorN. Did they? On a regular basis?

Mr. DEAN. And that’s one reason why I like the Department of
Transportation structure, When it first started out under Alan
Boyd, two kinds of staff meetings were introduced, and each was
held weekly.

One was for all the administrators, which at that time were only
five in number. Now, it would be 10. And the Secretary and Deputy
Secretary were there. And if one of them wasn’t there, the meeting
wasn’t held. But they were regularly scheduled and very seldom
canceled.

Then, there was a separate meeting with the Assistant Secretar-
ies on pure Office of the Secretary cross-cutting things. And it
worked very well. Cap Weinberger and Frank Carlucci, when they
were in HEW and I was their management advisor, did much the
same thing. But in a Department like Energy, it will never happen.
Because you've got these transitory Assistant Secretaries standing
between the operating entities.

Mr. HORN. Are you thinking of the Navy admiral that will hold
the nuclear energy portion, or what? I'm trying to get a feel for
who’s transitory.

Mr. DEAN. I mean the Assistant Secretaries.

Mr. HorN, Just the Assistant Secretaries as political appointees?

Mr. DEAN. These are all PAS, average tenure, 18 months, some
of them remaining vacant for 2 years. And yet the operating enti-
ties in Energy all report through these people. So they almost
never get a chance to meet in any orderly way with the Secretary
and Deputy Secretary.

Mr. HorN. How about you, Mr. Hansen? What’s your experience?

Mr. HANSEN. It has been a mixed bag. Actually, the work at En-
ergy, I think, is probably pretty accurate. I also think that one
thing that happens at the Energy Department is, you don’t just
have Deputy Assistant Secretaries, but you have principal Deputy
Assistant Secretaries.

And those are usually a mixed bag of career and noncareer peo-
ple. And again, I think that sets into motion a disconnect. But I
do think there was a lot of good work that has gone on. Bill Verify,
who 1 worked for at the Commerce Department, had all of the five
Under Secretaries together very regularly. Then, they would bring
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in all the Assistant Secretaries, very close to what Mr. Dean just
alluded to.

He was a former CEQ of a big steel company, David Kearns, the
former Deputy Secretary at Education, who I worked directly with,
was a former CEO of Xerox. There were some great leaders that
came in from the private sector and brought with them their man-
agement abilities.

I probably wouldn’t want to name names, but there were one or
two instances with previous Secretaries I did work for where 1
think there was a massive disconnection between their line man-
agers who did not take their responsibilities probably as deeply as
they should have. But it was not a function of how things were set
up. It was more of a function of what they viewed their agenda to
be when they were there as Cabinet Secretary. )

Mr. HORN. Very good. I'm going to have to call a recess for about
12 to 15 minutes because I have a vote on the floor. So at 4:33,
we recessed. You can all have a rest for a few minutes. Bear with
us.

[Recess.]

Mr. HORN. At 4:55, the recess is over. The vote has been cast.
And we can get back to business. And I apologize, but that’s democ-
racy in action.

Let me ask you, Mr. Dean. You wrote that “Since 1972, OMB’s
capacity to provide governmentwide management leadership on be-
half of the President has been declining. This trend has been lik-
ened to the fading of Alice in Wonderland’s cheshire cat who dis-
appears slowly until only the smile remained. And the administra-
tion’s latest reorganization does leave one wondering whether even
now the smile is gone.” What do you think about that? I gather
you're not happy with it.

Mr. DEAN. The smile has virtually disappeared, except for John
Koskinen’s splendor. Let me give you a few examples of the prob-
lem. There are five proposals bouncing around now to create new
government corporations. These fall under several different re-
source management offices in OMB.

There is not consistency in how those various offices are ap-
proaching. The desirability of having the corporation, its structure,
its funding, its scoring, the difference between the treatment of the
Patent Office, which is working on it, and the Naval Petroleum Re-
serve is as night and day, And P've talked to Mr. Koskinen about
that very specifically. And we have tried to explore some ways of
addressing it

If he had a small staff, which he does not now have, one or two
of them could try working with all five of the program offices to get
some consistency. The President’s interest is to have this. Same
thing on field organization or departmental headquarters struc-
tures or public enterprises in general. We just aren’t getting any
leadership.

You don’t need a large staff. When I served on the government
organization branch years ago, we rarely had more than 12 to 15
people, and yet we turned out things like the NASA Act that
played a major role in the FAA Act, arranged for Hawaii and Alas-
ka to get in, et cetera. We did all kinds of things with only 12, 15
knowledgeable, permanent people.
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Mr. HorN. Now, apparently, they had larger staffs in the past,
though, You had 12, 15. And then did they build it up?

Mr. DEAN. Well, government organization branch was only one of
several branches in the old administrative management division.

Mr. HorN. [ see.

Mr. DEAN. There were others that specialized in financial man-
agement, in personnel management, and things that the Civil Serv-
ice Commission couldn’t handle, information systems, et cetera.
You gave the correct figures at the peak.

When Dwight Ink was the head and I was the deputy head of
the management side, it was a very large staff. But we did detailed
work on field organization, block grant design, and so on that OMB
just couldn’t do now.

Mr. HorN. Well, what worries me is how we get Cabinet officers
to pay attention to management. And that’s why I said my bias is
sort of if they know that the budget will be affected, won’t that get
us a greater response to make some management improvements,
and won’t they take you more seriously?

Now, another way to look at it is, who’s presiding in those meet-
ings? 1 asked the Director of OMB a few months ago in another
context, “How often do you sit in on the budget review meetings?’
She assured me she sat in on them when the Cabinet officers were
there and even when they weren’t.

The question would be, how committed is any director to seeing
the management changes go through on behalf of the President—
after all, the Director's the President’s principal agent in this
area—and setting the tone to let the Cabinet members know the
President’s serious about this?

When was the last OMB or BOB Director that you felt had con-
sulted with the President and the President was serious about
management improvements and tried to do something about it
through the processes that go under the BOB/OMB, which would
be the legislative clearance process, the budget process, and the
management process, among others?

Mr. DEAN. George Shultz and his successor, Cap Weinberger.

Mr. HorN. Those were the two that you felt really cared about
this issue?

Mr. DEAN. I served under both of those directors. That's why
something as elaborate as Nixon’s departmental reorganization
program was undertaken. And, by the way, that was not done on
the budget side. It couldn’t have been done. We were redesigning
seven departments and recreating them into four.

Mr. HorN. I must say, I was enthusiastic about that idea. The
tragedy is—because George Shultz, he wanted the super Cabinet
officers, if you would, to move into the White House, didn’t he, and
manage it from essentially the Executive Office of the President?

Mr. DEAN. No, Mr. Chairman. That was done by Nixon early in
his second term.

Mr. HORN. Right.

Mr. DEAN. And that was a total failure,

Mr. HorN. So this was after the other proposal, then?

Mr. DEAN. When Nixon was reelected and Watergate began to
loom, he abandoned the departmental reorganization program,
thinking it would be too controversial. So he created a system of
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assistants to the President and counselors. And these people had
to move into the old Executive Office Building. ‘

Cap Weinberger by now was the Secretary of HEW. He had to
spend every Tuesday over in the Executive Office Building, pre-
tending that he was the counsel for human resources, and the Sec-
retary of Labor was supposed to report through him, which he
never did.

Mr. HORN. So much for the power of the counselor. So that sys-
tem blew up, you say?

Mr. DEAN. It was unworkable. It was unconstitutional, probably.
And the President got so immersed in Watergate that the day
Haldemann and Ehrlichman resigned, all these counselors went
back to their departments and were never seen again.

Mr. HorN. Now, what about the earlier proposal you say which
had seven departments?

Mr. DEAN. Well, that was a careful effort—and it’s in a green
book that I provided. It was carefully staffed out. First, the Ashe
Council made a recommendation. Then, George Shultz and the
President decided to run with it. Then, they brought me over from
Assistant Secretary for administration to DOT to head the staff
work because I had been working on setting up a new department.

And we spent 2 months with task forces making detailed plans
for what each of these departments would do, how it would be in-
ternally organized, a cross-the-government rationale. And it’s well
worth reading. The President’s message transmitting that material
in March 1971 is still pretty valid today.

Mr. HorN. How long was the message?

Mr. DEAN. Only a few pages.

Mr. HorN. Without objection, it will be inserted at this point in
the record.

[The information referred to follows:]

PRESIDENT’S MESSAGE

To the Congress of the United States:

When [ suggested in my State of the Union Message that “most Americans today
are simply fed up with government at all levels,” there was some surprise that such
a sweeping indictment of government would come from within the government itselfl.
Yet it is precisely there, within the government itself, that frustration with govern-
ment is o?ten most deeply experienced.

A President and his associates often feel that frustration as they try to fulfill their
promises to the people. Legislators feel that frustration as they work to carry out
the hopes of their constituents. And dedicated civil servants feel that frustration as
they strive to achieve in action the goals which have been established in law.

CGOOD MEN AND BAD MECHANISMS

The problem with government is not, by and large, the people in government. It
is a popular tiling, to be sure, for the public to blame elected officials and for elected
officials to blame appeinted officials when government fails to perform. There are
times when such criticism is clearly justified. But after a quarter century of observ-
ing government from a variety of vantage points, I have concluded that the people
who work in government are more often the victims than the villains when govern-
ment breaks down. Their spirit has usually been willing. It is the structure that has
been weak.

Good people cannot do good things with bad mechanisms. But bad mechanisms
can frustrate, even the noblest aims. That is why se many public servants—of both
political parties, of high rank and low, in both the legislative and executive branches
are often disenchanted with government these days. That is also why so many vot-
ers feel that the results of elections make remarkably little difference in their lives.
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Just as inadequate organization can frustrate good men and women, so it can dis-
sipate good money. At the Federal leve]l alone we have spent some $1.1 trillion on
domestic programs over the last 25 years, but we have not realized a fair return
on this investment. The more we spend, the more it seems we need to spend and
while our tax bills are getting bigger our problems are getting worse.

No, the major cause of the ine%fectiveness of government is not a matter of men
or of money. It is principally a matter of machinery. It will do us little good to
change personnel or to provide more resources unless we are willing to undertake
a critical review of government’s overall design.

Most people do not pay much attention to mechanical questions. What happens
under the hood of their automobile, for example, is something they leave to the spe-
cialists at the garage. What they do care about, however, is how well the automobile
performs. Similarly, most people are willing to leave the mechanical questions of
government organization to those who have specialized in that subject—and to their
?Iected leaders. But they do care very deeply about how well the government per-

orms.

At this moment in our history, most Americans have concluded that government
is not performing well. It promises much, but it does not deliver what it promises.
The great danger, in my judgment, is that this momentary disillusionment with gov-
ernment will turn into a more profound and lasting loss of faith.

We must ﬁ%}t that danger. We must restore the confidence of the people in the
capacities of their government. In my view, that obligation now requires us to give
more profound and more critical attention to the question of government organiza-
tion than any single group of American leaders has done since the Constitutional
Convention adjourned in Ighiladelphia in September of 1787. As we strive to bring
about a new American Revolution, we must recognize that central truth which those
who led the original American Revolution so clearly understood: often it is how the
government is put together that determines how well the government can do its job.

This is not a partisan matter, for there is no Republican way and no Democratic
way to reorganize the government. This is not a matter for dogmatic dispute, for
there is no single, ideal blueprint which will immediately bring good order to Fed-
eral affairs. Nor is this a matter to be dealt with once and then forgotten. For it
is important that our political institutions remain constantly responsive to changing
times and changing problems.

RENEWED INTEREST IN COMPREHENSIVE REFORM

The last 2 years have been a time of renewed interest in the question of how gov-
ernment is organized. The Congress has instituted a number of reforms in its own

rocedures and is considering others. Judicial reform—at all levels of government—

as also become a matter of intense concern. The relationship between various lev-
els of government has attracted increased attention—and so, of course, has the sub-
ject of executive reform.

This administration, with the counsel and the cooperation of the Congress, has
taken a number of steps to reorganize the executive branch of the Federal Govern-
ment. We have set up a new Domestic Council and a new Office of Management
and Budget in the Executive Office of the President. We have created a new Envi-
ronmental Protection Agency and a new United States Postal Service. We have
worked to rationalize the internal structure of Federal departments and agencies.

All of these and other changes have been important, but none has been com-
prehensive. And now we face a fundamental choice. We can continue to tinker with
the machinery and to make constructive changes here and there—each of them
bringing some marginal improvement in the government’s capacities. Or we can step
back, take a careful look, and then make a concerted and sustained effort to reor;ﬁa«
nize the executive branch according to a coherent, comprehensive view of what the
Federa! Government of this Nation ought to look like in the last third of the twenti-
eth century.

The impulse for comprehensive reorganization has been felt before in recent dec-
ades. In fact, the recommendations 1 am making today stem from a long series of
studies which have been made under several administrations over many years.
From the report of the President’s Committee on Administrative Management (the
Brownlow Committee) in 1937, down through the findings of the Commission on Or-
ganization of the Executive Branch of the Government {the Hoover Commission) in
1949, the President’s Task Force on Government Organization in 1964, and my own
Advisory Council on Executive Organization during the last 2 years, the principles
which [ am advancing today have been endorsed by a great number of distinguished
students of government and management from many backgrounds and from both
political parties.
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1 hope the Congress will now join me in concluding, with these authorities, that
we should travel the course of comprehensive reform. For only if we travel that
course, and travel it successfully, will we be able to answer affirmatively in our time
the fundamental question posed by Alexander Hamilton as the Constitution was
being debated in 1788: “whether societies of men are really capable or not of estab-
lishing good government from reflection and choice * * *.”

THE FRAGMENTATION OF FEDERAL RESPONSIBILITY

As we reflect on organizational problems in the Federal Government today, one
seems to stand out above all others: the fact that the capacity to do things—tile

ower to achieve goals and to solve problems—is exceedingly fragmented and broad-
Fy scattered throughout the Federal establishment. In addressing almost any of the
great challenges o% our time the Federal Government finds itse g)eaking through
a wide variety of offices and bureaus, departments and agencies. Often these units
trip over one another as they move to meet a common problem. Sometimes they step
on one another's toes. Frequently, they behave like a series of fragmented
fiefdoms—unable to focus Federal resources or energies in a way which produces
any concentrated impact. Consider these facts:

&ine different Federal departments and 20 independent agencies are now in-
volved in education matters. geven departments and eight independent agencies are
involved in health. In many major cities, there are at least 20 or 30 separate man-
power programs, funded by a variety of Federal offices. Three departments help de-
velop our water resources and four agencies in two departments are involved in the
management of public lands. Federal recreation areas are administered by six dif-
ferent agencies in three departments of the government. Seven agencies provide as-
sistance for water and sewer systems. Six departments of the government collect
similar economic information often from the same source and at least seven depart-
ments are concerned with international trade. While we cannot eliminate all of this
diﬁ'usison we can do a great deal to bring similar functions under common com-
mands.

It is important that we move boldly to consolidate the major activities of the Gov-
ernment. The programmatic jumble has already reached the point where it is vir-
tually impossible to obtain an accurate count of just how many Federal grant pro-

ams exist. Some estimates go as high as 1,500. Despite impressive attempts by
individual legislators and by the Office of Economic Opportunity, there is still no
agreement on & comprehensive list.

Again and again | hear of local officials who are unable to determine how many
Federal programs serve their areas or how much Federal money is coming into their
communities. One reason is that the assistance comes from such a wide variety of
Federal sources. ’

THE CONSEQUENCES OF SCATTERED RESPONSIBIL[W

What are the consequences of this scattering of Federal responsibility? There are
many.

In the first place, the diffusion of responsibility makes it extremely difficult to
launch a coordinated attack on complex problems. It is as if the various units of an
attacking army were operating under a variety of highly independent commands,
When one part of the answer to a problem lies in one department and the other
parts lie in other departments, it is often impossible to bring the various parts to-
gether in a unified campaign to achieve a common goal.

Even our basic analysis of public needs often sug‘ers from a piece meal approach.
Problems are defined so that they will fit within established jurisdictions and bu-
reaucratic conventions. And the results of government action are typically measured
by the degree of activity within each program rather than by the overa% impact of
related activities on the outside world.

The role of a given department in thedpolicy making process can be fundamentally
com]promised by the way its mission is defined. The narrower the mission, the more
likely it is that the department will see itself as an advocate within the administra-
tion for a special point of view. When any department or agency begins to represent
a parochial interest, then its advice and support inevitably become Ess useful to the
man who must serve all of the people as their President.

Even when departments make a concerted effort to broaden their perspectives,
they often find it impossible to develop a comprehensive strategy for meeting public
needs. Not even the best planners can set intelligent spending priorities, for exam-
ple, unless they have an opportunity to consider the full array of alternative expend-
1tures. But if one part of tﬁe problem is studied in one department and another part
of the problem is studied elsewhcere, who decides which element is more important?
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If one office considers one set of solutions and a separate agency investigates an-
other set of solutions, who can compare the results? Too often, no official below the
very highest levels of the Government has access to enough information to make
such comparisons wisely. The result is that the Government often fails to make a
rational distribution of its resources among a number of program alternatives.

Divided responsibility can also mean that some problems slip between the cracks
and disappear from the Government’s view. Everybody’s business becomes nobody’s
business and embarrassing gaps appear which no agency attempts to fill. At other
times, various Federal authorities act as rivals, competing with one another for the
same piece of “turf”

Sometimes one agency will actually duplicate the work of another; for instance,
the same locality may receive two or more grants for the same project. On other
occasions, Federal offices will actually find g{emselves working at cross purposes
with one another; one agency will try to preserve a swamp, for example, while an-
other ig seeking to drain it. In an effort to minimize such problems, government offi-
cials must spend enormous amounts of time and energy negotiating with one an-
other that should be directed toward meeting people’s needs. And even when they
are able to work out their differences, officials often reach compromise solutions
which merely represent the lowest common denominator of their original positions.
Bold and original ideas are thus sacrificed in the quest for intra-governmental har-

mony.
* Scattered responsibility also contributes to the overcentralization of public deci-
sionmaking. Because competing offices are often in different chains of command, it
is frequently impossible for them to resolve their differences except by referring
them to higher authorities, a process which can mean interminable delays. In an
attempt to provide a means for resolving such differences and for providing needed
coordination, an entire new layer of bureaucra? has emerged at the interagency
level. Last year, the Office of Management and Budget counted some 850 inter-
agency commitiees. Even so, there are still many occasions when only the White

ouse itself can resolve such interjurisdictional disputes. Too many questions thus
surface at the Presidential level that should be resolved at levels of Government
closer to the scene of the action.

Inéfficient organization at the Federal level also undermines the effectiveness of
State and local governments. Mayors and Governors waste countless hours and dol-
Iars touching base with a variety of Federal offices—each with its own separate pro-
cedures and its own separate policies. Some local officials are so perplexed by the
vast array of Federal programs in a given problem area that they miss out on the
very ones that would ﬁe most helpful to them. Many State and ?'ocal governments
find they must hire expensive specialists to guide them through the jungles of Fed-
eral bureaucracy.

If it is confusing for lower levels of government to deal with this maze of Federal
offices, that challenge can be even more bewilderin%)for individual citizens. Whether
it is & doctor seeking aid for a new health center; a businessman trying to get advice
about selling in foreign markets, or a welfare recipient going from one office to an-
other in order to take full advantage of Federal services, the people whom the Gov-
ernment is supposed to be serving are often forced to weave their way through a
perplexing obstacle course as a condition of receiving help.

THE HOBBLING OF ELECTED LEADERSHIP

Perhaps the most significant consequence of scattered responsibili'&y in the execu-
tive branch is the hobgb}ing effect it has on elected leadership—and, therefore, on
the basic principles of democratic government. In our political system, when the peo-
ple identify a problem they elect to public office men and women who promise to
solve that problem. If these leaders succeed, they can be reelected; if they fail, they
can be replaced. Elections are the people’s tool for keeping government responsive
to their needs.

This entire system rests on the assumption, however, that elected leaders can
make the government respond to the people’s mandate. Too often, this assumption
is wrong. When lines of responsibility are as tangled and as ambiguous as thel;rar_e
in many policy areas, it is extremely difficult for either the Congress or the Presi-
dent to see that their intentions are carried out.

If the President or the Congress want to launch a program or change a program
or even find out how a program is working, it ofien becomes necessary to consult
with a half dozen or more authorities, each of whom can blame the others when
something goes wrong. It is ofien impossible to delegate to any one official the full
responsibility for carrying out a specific mandate, since the machinery for doing that

job is divided among various agencies. As a result, there is frequently no single offi-
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cial—even at the Cabinet level—whom the President or the Congress can hold ac-
countable for Government’s success or failure in meeting a given need.

No wonder bureaucracy has sometimes been described as “the rule of no one.” No
wonder the public complains about programs which simply seem to drift. When
elected officials cannot lpw]d appointees accountable for the performance of govern-
ment, then the veters influence on government’s behavior is also weakened.

HOW DID THINGS GET THIS WAY?

The American people clearly pay a very high price for the incapacities of govern-
menta)] structures—one that is measured in disappointment, frustration and wasted
tax dollers. But how did things get this way?

What happened, essentially, was that tﬁe organization of Government—like the
grant-in-aid programs which I have discussed in my special messages to the Con-

ss concerning revenue sharing—grew up in a haphazard, piecemeal fashion over
the years. Whenever Government took on an important new assignment or identi-
fied ‘an important new constituency, the chances were pretty good that a new orga-
nizational entity would be established to deal with it. Unfortunately, as each new
office was set up, little or no attention was given to the question of how it would
fit in with the old ones. Thus office was piled upon office in response to develeping
needs; when new needs arose and still newer units were created, the older struc-
tures simply remained in place.

Of the 12 executive departments now in existence, only five can trace their origins
to the beginning of our country. The Depariments of State and Treasury were set
up in 1789; so was the War Department—the predecessor of the Department of De-
fense. The positions of Attorney General and %ostmaster General were also estab-
lished in 1789, though it was not until later that the departments they head were
get up in their present form. One of these five units, the Post Office Department,
will soon become an independent corporation. But, under my proposals, the other
four “original” departments would remain intact. It is the seven newer departments
of the Government which would be affected by the changes I recommend.

These seven departments were set up to meet the changing needs of a growin
nation, needs which have continued to change over the years. The Department ol
the Interior, for example, was established in 1849 to deal with newly opened west-
ern lands and especiaily with the Indians who inhabited them. The Department of
Agriculture was also added in the 19th century, at a time when the overwhelming
majority of our people were directly affected by the tremendous expansion of agricul-
tural enterprise. In the early years of the 20th century, in a time of rapid and unset-
tling industrial growth, the Department of Commerce and Labor was set up. The
Labor Department was split off from it in 1913, in response to feelings that labor
was suffering from an imbalance of power and needed additional influence. The
three newest departments of the Government—Health, Education, and Welfare,
Housing and Urban Development, and Transportation—were all created after World
War II. Each represents a grst step toward bringing together some of the new Fed-
eral offices and agencies which had proliferated so rapidly in recent decades.

ORGANIZING AROUND GCOQALS

As we look at the present organization of the Federal Government, we find that
many of the existing units deal with mecthods and subjects rather than with pur-
poses and goals. If we have a question about labor we go to the Labor Department
and if we have a business problern we go to the Commerce Department. Ff we are
interested in highways we go to another. .

The problem 1s that as our socicty has become more complex, we often find our-
selves using & variety of mcans to achieve a single set of goals. We are interested,
for example, in economic development—which requires new markets, more produc-
tive workers and better transportation systems. But which department do we go to
for that? And what if we want to build a new city, with sufficient public facilities,
a}(lieq;mte housing, and decent recreation areas—which department do we petition
then?

We sometimes seem to have forgotten that government is not in business to deal
with subjects on a chart but to achieve real objectives for real human beings. These
objectives will never be full achieved unless we change our old ways of thinking.
It is not enough merely to build the executive branch according to a new under-
standing of how government can best be organized to perform effectively. .

The key to that new understanding is the concept that the executive branch of
the government should be organized around basic goals. Instead of grouping activi-
ties by narrow subjects or by limited constituencies, we should organize them
around the great purposes of government in modern society. For ouly when a de-
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partment is set up to achieve a given set of purposes, can we effectively hold that
department accountable for achieving them. ({nly when the responsibility for realiz-
ing basic objectives is clearly focused in a specific governmental unit, can we reason-
ably hope that those objectives will be realized.

en government is organized by goals, then we can fairly expect that it will pay
more attention to results and less attention to procedures. Then the success of gov-
ernment will at least be clearly linked to the things that happen in society rather
than the things that happen in government.

Under the proposals which | am submitting, those in the Federal Government
who deal with common or closely related problems would work together in the same
organizational framework. Each department would be given a mission broad enocugh
so that it could set comprehensive policy directions ang1 resolve internally the policy
conflicts which are most likely to arise. The responsibilities of each department
would be defined in a way that minimizes parochialism and enables the sident
andl the Congress to held specific officials responsible for the achievement of specific
goals.

These same organizational principles would also be applied to the internal organi-
zation of each department. Similar functions would be grouped together within each
new entity, making it still easier to delegate authority to ster evels and further
enhancing the accountability of subordinate officials. In addition, the proposals I
submit today include a number of improvements in the management of Federal pro-
grams, so that we can take full advantage of the opportunities afforded us by orga-
nizational restructuring.

The administration is today transmitting to the Congress four bills which, if en-
acted, would replace seven of the present executive departments and several other
agencies with four new departments: the Department of Natural Resources, the De-
Bartment of Community Development, the Department of Human Resources and the

epartment of Economic Affairs. A special report and summary—which explain my
recommendations in greater detail—have also been prepared for each of the pro-
posed new departments.

THE DEPARTMENT OF NATURAL RESOURCES

One of the most notable developments in public consciousness in recent years has
been a growing concern for protecting the environment and a growing awareness of
its high%mintexdependent nature. The science of ecology—the study of the inter-
relationships between living organisms and their environments—has experienced a
sudden rise in popularity. All of us have become far more sensitive to the way in
which each element of our natural habitat affects all other elements.

Unfortunately, this understanding is not yet reflected in the way our Government
is organized. Various parts of the interdependent environment are still under the
purview of highly independent Federal offices. As a result, Federal land policies,
water programs, mineral policies, forestry practices, recreation activities and energy
programs cannot be easily coordinated, even though the manner in which each is
carried out has a great in{lluence on all the others.

Again and again we encounter intragovernmental conflicts in the environmental
area. One department’s watershed project, for instance, threatens to slow the flow
of water to another department’s reclamation project downstream. One agency
wants to develop an electric power project on a certain river while other agencies
are working to keep the same area wild. Different departments follow different poli-
cies for timber production and conservation, for grazing, for fire prevention and for
recreational activities on the Federal lands they control, though the lands are often
contiguous,

We cannot afford to continue in this manner. The challenges in the natural re-
source field have become too pressing. Some forecasts say that we will double our
usage of energy in the next 10 years, of water in the next 18 years, and of metals
in the next 22 years. In fact, it is predicted that the United States will use more
energy and more critical resources in the remaining years of this century than in
all of our history up until now. Government must perform at its very best if it is
to help the Nation meet these challenges.

I propose that a new Department of Natural Resources he created that would
bring together the many natural resource responsibilities now scattered throughout
the Federal Government. This Department would work to conserve, manage and uti-
lize our resources in a way that would protect the %ua]ity of the environment and
achieve a true harmony between man and nature. The major activities of the new
Department would be organized under its five subdivisions: Land and Recreation
Resources, Water Resources, Energy and Minerals Resources, Oceanic, Atmospheric
and Earth Sciences, and Indian and Territorial Affairs.
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The new Department of Natural Resources would absorb the present Department
of the Interior. Other major programs which would be joined to it would include:
The Forest Service and the soil and water conservation programs from the Depart-
ment of Agriculture, planning and funding for the civil functions of the Army Corps
of Engineers and for the civilian power functions of the Atomic Energy Commission,
the interagency Water Resources Council, the oil and gas pipeline safety functions
of the Department of Transportation, and the National Oceanic and Atmospheric
Administration from the Department of Commerce. Because of their historical asso-
ciation with the Department of the Interior, the programs of the Bureau of Indian
AfTairs would be administered by the new Department until such time as an accept-
able alternative arrangement could be worked out with Indian leaders and other
concerned parties.

THE DEPARTMENT OF COMMUNITY DEVELOPMENT

A restless and highly mobile people, Americans are constantly creating new com-
munities and renewing old ones throughout our land. In an era of rapid change, this
process——which once took generations—can now be repeated in just a few years.

At the same time, the process of community development is becoming even more
complex, particularly as the problems of urban and rural communities begin to
merge. The elements of community life are many and the mark of a cohesive com-
munity is the harmonious way in which they interrelate. That is why we hear so
much these days about the importance of community planning. And that is why it
is essential that Federal aid for community development be. designed to meet a
wide range of related needs in a highly coordinated manner .

Often this does not happen under the present system. The reason is that the basic
community development programs of the federal Government are presently divided
among at least eight separate authorities—including four executive departments
and four independent agencies.

A community that secks development assistance thus {inds that it has to search
out rid from a variety of Federal agencies. Each agency has its own forms and regu-
lations and timetables——and its own brand of red tape. Each has its own field orga-
nizations, often with independent and overlapping gﬁundarﬁes for regions and dis-
tricts. Sometimes a local community must consult with Federal offices in three or
four different States.

The result is that local leaders often find it virtually impossible to relate Federal
assistance programs to their own local development strategies. The mayor of one
small town has observed that by the time he finishes dealing with eight Federal
planning agencies, he has little time to do anything else.

Occasionally, it must be admitied, a community can reap unexpected benefits
from this diffusion of Federal responsibility. The story is told of one small city that
applied to six different agencies for help in building a sewage treatment plant and
received affirmative respanses from all six. If all the grants had been completed, the
community would have cleared a handsome profit—but at the Federal taxpayer’s ex-
pense.

To help correct such frublems I propose that the mayor community development
functions of the Federal Government gg pulled together into a new Department of
Community Development. It would be the overriding purpose of this Department to
help build a wholesome and safe community environment for every American. This
process would require a comprehensive series of programs which are equal to the
demands of growing pogulation and which provide for%'falanced growth in urban and
rural areas. The new Department would operate through three major administra-
tions: A Housing Administration, a Community Transportation Administration and
a Urban and Rural Development Administration.

A fourth unit, the Federal Insurance Administration, would be set up administra-
tively by the Secretary.

The new Department of Community Development would absorb the present De-
partment of Housing and Urban Development. Other components would include cer-
tain elements of the Economic Development Administration and the Regional Com-
mission programs from the Department of Commerce, the independent Appalachian
Resional Commission, various Department of Agriculture programs including water
and waste disposal grants and loans, the Rural Electrification Administration, and
rural housing programs. The Community Action and Special Impact Programs of the
Office of Economic Opportunity would be included, as would the Public Library con-
struction grant program from the Department of Health, Education and Welfare and
certain disaster assistance functions now handled by the Office of Emergency Pre-
paredness and the Small Business Administration. Most Federal highway programs
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and the Urban Mass Transportation Administration would be transferred from the
present Department of Transportation.

I would note that while the Department of Transportation is a relatively new en-
tity, it, too, is now organized around methods and not around purposes. A large pelt
of the Department of Transpertation would be moved into the new Department of
Economic Affairs—but those functions which particularly support community devel-
opment would be placed in the Department which is designed to meet that goal.

THE DEPARTMENT OF HUMAN RESOURCES

The price of obsolete organization is evidenced with special force in those Govern-
ment programs which are directly designed to serve individuals and families. In
Fart. this is because there has been so much new legislation in the human resource
ield in recent decades; the old machinery is simply overtrained by its new chal-
lenges. But whatever the reasons, human resource programs comprise one area in
which the Government is sin larfy ill-equipped to deliver adequate results.

I have already commented on the broad dispersion of Federal health and edu-
cation activities. Similar examples abound. Income support programs, includin
those which administer food stamps, welfare payments, retirement benefits an
other forms of assistance, are scattered among three departments and number of
other agencies. The Department of Agriculture, the Department of Health, Edu-
cation, and Welfare, and the Office of Economic Opportunity all handle food and nu-
trition matters. Child care programs, migrant programs, manpower programs, and
consumer programs often suffer from similarly cﬁviggd attention.

In one city, two vocational training centers were built three blocks apart at about
the same time and for the same purpose, with money from twe different Federal
agencies. And for every case of over attention, there are many more of neglect. Con-
sider the plight of a poor person who must go to one office for welfare assistance,
to another for food stamps, to another for financial counseling, to still another for
legal aid, to a fifth office for employment assistance, to a sixth place for job training,
and to & number of additional offices for various kinds of medical help. The social
worker who might guide him through this maze often works in still another loca-
tion.

Such situations are clearly intolerable, yet the Federal Government—which ought
to be working to reform these confused systems-—actually is responsible for much
of the confusion in the first place.

I believe that we can take a major step toward remedying such problems by estab-
lishing, a new Department of Human ﬁesources which would unify major %ederal
efforts to assist the development of individual potential and family wel]-{)eing. This
Department would be subdivided, in turn, into three major administrations: Health,
Human Development, and Income Security.

This new Department would incorporate most of the present Department of
Health, Education, and Welfare with the following significant additions: a number
of food protection, food distribution an nutrition programs from the Department of
Agriculture, the College Housing program from the Department of Housing and
Urban Development, the independent Railroad Retirement Board, various programs
from the Office of Economic Opportunity (including nutrition, health, family plan-
ning, alcoholism, and drug rehabilitation efforts), and the Manpower Administra-
tion, the Women’s Bureau, the Unemployment Insurance Program and a number of
other employment service and training activities from the Department of Labor.

THE DEPARTMENT OF ECONOMIC AFFAIRS

One of the first things most students learn about economies is that the material
progress of our civilization has resulted in large measure from a growing division
of labor. While a single family or a single community once provided most of its own
goods and services, it now specializes in providing only a few, depending increas-
ingly on a far-flung, intricate network of other people and other organizations for
its full economic well-being.

The enly way the Federal Government can deal effectively with such a highly
interdependent economy is by treating a wide range of economic considerations in
a comprehensive and coordinated manner. And—as our Gross National Product
moves beyond the trillion dollar level and as our productive system, which now ac-
counts for approximately 40 percent of the world’s wealth, encounters new chal-
lenges from other nations—it is becoming even more important that Federal eco-
nomic policies be carried out as effectively as possible.

But again, the organization of the Government works against the systematic con-
sideration of economic complexities. The step by step evolution of our Federal ma-
chinery has created a series of separate entities—each handling a separate part of
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the economic puzzle. Some of these entities are relatively autonomous units within
department. Others are independent agencies. But perhaps the most dramatic evi-
dence of our fragmented approach to the economy is the existence of four major ex-
ecutive departments which handle highly interdependent economic matters: Com-
merce, Labor, Agriculture, and Transportation.

This situation can seriously impair governmental efforts to respond effectively to
economic challenges. One department, for example, may be concerned with the raw
materials a given industry receives from the farms, while a second department is
concerned with getting these materials to the factory and getting the product to its
market. Mean-while, a third department is concerned with the workers who harvest
the crops, run the transportation systems and manufacture the product, while a
fourth department is concerned with the businessmen who own the plant where the
product is made and the stores where it is merchandised.

Such a division of responsibility can also create a great deal of overlap. The Agri-
culture Department, for instance, finds that its interest in agricultural labor is
shared by the Labor Department, its regard for agricultural enterprise is shared by
the Sma% Business Administration, ang its concern for providing sufficient trans-
portation for farm products is shared by the Department of Transportation. The
Commerce, Labor, and Agriculiure Departments duplicate one another in collecting
economic statistics, yet they use computers and statistical techniques which are
often incompatible.

It has sometimes been argued that certain interest groups need a department to
act as their special representative within the Government. In my view, such an ar-
rangement serves the best interests of neither the special group nor the general
public. Little is gained and much can be lost, for example, by treating our farmers
or our workers or other groups as if they are independent participants in our eco-
nomic life. Their problems cannot be adequately treated in isolation; their well-being
is intimately related to the way our entire economy functions.

I would not suggest these reforms if I thought they would in any way result in
the neglect of farmers, workers, minorities or any other significant groups within
our country, To the contrary, | propose these reforms because I am convinced they
will enable us io serve these groups much better. Under my proposals, the new De-
partment of Economic Affairs would be in a much stronger position really to do
something about the wide-ranging factors which influence farm income than is the
present Department of Agriculture, for example. It could do more to meet the com-

lex needs of working men and wemen than can the present Department of Labor.

t would be able to pull together a wider range of resources to help minority busi-
nessmen than can the present Department of Commerce.

Federal organization in the economic area has been the target of frequent criti-
cism over the years. During the previous administration alone, two special studies
of executive organization recommended that it be substantially altered. 1 have re-
ceived a similar recommendation from my Advisory Council on Executive Organiza-
tion.

I am therefore recommending to the Congress that a new Department of Economic
Affairs be established to promote economic growth, to foster economic justice, and
to encourage more efficient and more productive relationships among the various
elements of our economy and between the United States economy and those of other
nations. As this single new Depariment joined the Treasury Department, the Coun-
cil of Economic Advisers and the Federaf Reserve Board in shaping economic policy,
it would speak with a stronger voice and would offer a more effective, more highly
integrated viewpoint than four different departments can possibly do at present.
The activities of the new Department would be grouped under the following six ad-
ministrations: Business Development, Farms and Agriculture, Labor Relations and
Standards, National Transportation, Social, Economic, and Technical Information
and International Economics,

The new Department of Economic Alfairs would include many of the offices that
are now within the Department of Commerce, Labor, and Agriculture. A large part
of the Department of Transportation would also be relocated here, including the
United States Coast Guard, the Federal Railroad Administration, the St. Lawrence
Seaway Development Corporation, the National Transportation Safety Board, the
Transportation Systems Center, the Federal Aviation Administration, the Motor
Carrier Safety Bureau and most of the National Highway Traffic Safety Administra-
tion. The Small Business Administration, the Science Information Exchange pro-

am from the Smithsonian Institution, the National Institute for Occupational

ealth and Safety from the Department of Health, Education, and Welfare and the
Office of Technology Utilization from the National Aeronautics and Space Adminis-
tration would alsa?e included in the new Department.
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OTHER ORGANIZATIONAL REFORMS

Regrouping functions among departments can do a great deal to enhance the ef-
fectiveness of government. It should be emphasized, however, that regrouping func-
tions within departments is also a critical part of my program for executive reform.
Just as like tasks are grouped together within a given department, so similar oper-
ations should be rationally assembled within subordinate units. Such a realignment
of functions, in and of itself, would make it much easier for appointed officials to
manage their agencies and for both the President and the Congress to see that their
intentions are carried out.

Toward this same end, | am recommending to the Congress a number of addi-
tional steps for bringin% greater managerial discipline into Government. In the first
place, I am gmposing that the Department Secretary and his office be considerably
strengthened so that the man whom the President appoints to run department has
both the authority and the tools to run it effectively. The Secretary would be given
important managerial discretion that he does not a{w s enjoy today, including the
ability to appoint many key department officials, to delegate authority to them and
to withdraw or change such delegation of authority, and to marshal and deploy the
resources at his command so that he can readily focus the talent available to him
at the point of greatest need.

Each of the new Secretaries would be provided with a Deputy Secretary and two
Under Secretaries to help him meet his responsibilities. In addition, each major pro-
gram area within a department would be headed by a high-level administrator who
would be responsible for effectively managing a particular group of related activi-
ties. These officials would be appointed by the President and their appointments
would be subject to Senate confirmation.

It is my philosophy that we should give clear assignments to able leaders—and
then be sure that they are equipped to carry them cut. As a part of this same effort,
we should do all we can to give the best new management tools to those who run
the new deﬁanments. There is no better time to introduce needed procedural
changes within departments than a time of structural change among department.
We can reap great benefits if we take advantage of this opportunity by implement-
ing the most advanced techniques and equipment for such tasks as planning and
evaluation, data collection, systematic budgeting, and personnel administration.

Finally, I would again stress in this message—as I have in my discussion of reve-
nue sharing—the importance of decentralizing government activities as much as
possible. As I have already observed, the consolidation of domestic departments
would produce fewer interagency disputes that require resolution at higher levels.
It is also true, as many management experts have pointed out, that as the reliabil-
ity and scope of information expand at higher levels of government, officials can del-
egate authority to lower levels with greater confidence that it will be used well.

In addition to the consolidation of functions, I am also proposing a reform of the
field structures of the Federal Government that would also promote decentraliza-
tion. Each Department, for example, would appoint a series of Regional Directors
who would represent the Sccretary with respect to all Department activities in the
field. Planning, coordination and R;e resolution of conflicts could thus be more read-
ily achieved without Washington’s involvement, since there would be a “Secretarial
presence” at the regional level. Further coordination at lower levels of government
would be provided by strengthening the 10 Regional Councils which include as
members tﬁe Regiona{ Directors of various departments in a given area of the coun-
try. ’

In the first months of my administration I moved to establish common regional
boundaries and regional headquarters for certain domestic departments. I observed
at that time that the Federal Government has never given adequate attention to
the way in which its departments are organized to carry out their missions in the
field. If is now time that we remedicd this pattern of neglect. Even the best orga-
nized and best managed departments in Washington cannot serve tile people ade-
quately if they have to work through inadequate field structures.

Industry and government both have found that even the largest organizations can
be run effectively when they are organized according to rational Frinciples and man-
aged according to sound techniques. There is nothing mystical about, these prin-
ciples or these techniques; they can be used to make the Federal Government far
more effective in a great many areas.

As we consolidate and rationaiize Federal functions, as we streamline and mod-
ernize our institutional architecture, as we introduce new managerial techniques
and decentralize Government activities, we will give Government the capacity to op-
erate far more efficiently than is does today. It will be able to do more work with
fewer mechanisms and I{wer dollars. It willybe able to use its work force more pro-
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ductively, This could mean significant savings for our taxpayers. I would emphasize,
however, that any reductions in the Federal work force attributable to this propesal
would come by normal turnover; no civil servant should lose his job as a result of
this plan.

It Ki,s important that these reforms be seen by our civil servants not as a threat
to their security but as an opportunity for greater achievement. We have worked
hard to bring able people into Government employment. Executive reorganization
can help the Nation make even better use of their talent and their dedication and
it can also make it easier for us to attract more men and women of great vision
and competence into public service at the Federal level.

FOCUSING POWER WHERE IT CAN BE USED BEST

These proposals for reorganizing the Federal Government are a natural com-
plement to my proposal for revenue sharing; there is a sense in which these two
Initiatives represent two sides of the same coin. Both programs can help us decen-
tralize government, so that more decisions can be made at levels closer to the peo-
ple. More than that, both programs are concerned with restoring the general capac-
ity of government to meet iis responsibilities.

On the one hand, through revenue sharing, we would give back to the States and
localities those functions which belong at the State and local level. To help them
perform those functions more eflectively, we would give them more money to spend
and more freedom in spending it. At the same time, however, we must also do all
we can to help the Federal Government handle as effectively as possible those func-
tions which belong at the Federal level. Executive reorganization can help us
achieve this end by bringing together related activities which are now fragmented
and scattered.

A healthy Federal system is one in which we neither disperse power for the sake
of dispersing it nor concentrate power for the sake of concentrating it. Instead, a
sound Federal system requires us to focus power at that place where it can be used
to the greatest public advantage. This means that each level of government must
be assigned those tasks which it can do best and must be given the means for carry-
ing out those assignments.

THE CENTRAL QUESTION

Ever since the first scttlers stepped upon our shores more than three centuries
ago, a central question of the American experience has been: How do we best orga-
nize our government to meet the necds of the people? That was the central question
as the colonists set up new governments in a new world. It was the central question
when they broke from their mother country and made a new nation. It was the
central question as they wrote a new Constitution in 1787 and, at each critical turn-
ing point since that time, it has remained a dominant issue in our national experi-
ence,

In the last 40 years, as the Federal Government has grown in scope and complex-
ity, the question of how it should be organized has been asked with even greater
intensity and relevance, During this time, we have moved to formulate responsive
answers to this question in an increasingly systematic manner. Searching studies
of Government management and organization Kave been made under virtually eve
national administration since the 1930’s and many needed reforms have resulted.

What is now required, however, is a truly comprehensive restructuring of execu-
tive organization, one that is commensurate with the growth of the Nation and the
expansion of the government, In the last 20 years also our population has increased
by one-third and the Federal budget has quintupled. In the last two decades, the
number of Federal civilian employees has risen by almost 30 percent and the domes-
tic programs they administer have multiplied tenfold. Three executive departments
and 14 independent agencies have been tacked on to the Federal organization chart
during that brief span.

Yet it still is the same basic organization chart that has set the framework of gov-
ernmental action for decades. While there have been piecemeal changes, there has
been no fundamental overhaul. Any business that grew and changed so rauch and
yet was so patient with old organizational forms would soon go bankrupt. The same
truth holds in the public realm. Public officials cannot be patient with outmoded
forms when the people have grown so impatient with government.

Thomas Jefferson once put it this way: “I am certainly not an advocate for fre-
quent and untried changes in laws and constitutions,” he wrote, “but * * * laws and
institutions must go hand in hand with the progress of the human mind. As that
becomes more developed, more enlightened, as new discoveries are made, new



90

truths disclosed, and manners and opinions change with the change of cir-
cumstances, institutions must advance also, and keep pace with the times.”
“Institutions must advance.” Jefferson and his associates saw that point clearly
in the late 18th century, and the fruit of their vision was a new nation. It is now
for us—if our vision matches theirs—to renew the Government they created and
thus give new life to our common dreams.
RICHARD NIXON.

THE WHITE HOUSE,
March 25, 1971.

Mr. HorN. Somehow, that particular endeavor escaped me. But
it sounds interesting. Because there’s no question there needs to be
a sharper and better span of control in terms of some of these ac-
tivities.

Mr. DEAN. In fact, Mr. Chairman, if I could add a word, I didn’t
cover in my statement the fact in detail that we have gone from
4 to 14 departments. And we only had about 11 when we were
doing the Nixon work. I'm not very enthusiastic about just picking
out a department, saying, “We're going to abolish it.”

But I'm very enthusiastic about having this committee or some
mechanism take a look across at least the whole civil side of the
government and see if we can achieve a logical grouping of func-
tions by department.

For example, Energy—I don’t want to pick on it, but I think its
four announced missions all can fit in other locations, even if the
missions are fully continued, better than in the present Depart-
ment of Energy. But that has to be carefully looked at.

Mr. HORN. Are you thinking of Department of the Interior?

Mr. DEAN. Well, I'm thinking about the Interior Department
being a Department of Natural Resources and the power agencies,
fossil fuel functions and similar things being put in Natural Re-
sources. The environmental stuff goes to EPA.

The competitiveness mission that Hazel O’Leary keeps mention-
ing has four or five other contenders, including the Commerce De-
partment. And the National Defense mission, now that we’re not
making a lot of atomic weapons, it’s a real question of whether or
not a department should exist for that purpose.

Mr. HORN. And you certainly could see, I take it, a merger of de-
partments such as Education and Labor into a human resource de-
partment?

Mr. DEAN. Bill Hansen may be very offended by this, but when
Weinberger and Carlucci were in HEW, we designed an updated
plan for Department of Human Resources, of which Education
would have been a continuing part. And 1 was very strongly op-
posed at the time when President Carter split off that little part
of HEW and deprived the President of a real Secretary for Human
Resources.

Mr. HORN. Very interesting. I was supportive of that separate
Department of Education, but I also like the idea of getting a life-
long continuum K-12, community colleges, postsecondary edu-
cation, and worker retraining, adult education, simply to have
somebody at the President’s Cabinet that can get his ear on what
is one of the main weaknesses, at least precollege, in terms of
America's competitiveness compared to some of our allies.
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They do a better job at the precollege level. They don’t at the col-
lege and graduate school in particular level. But we have all gone
through these evolutions. At least I'm willing to look at it.

Mr. Hansen, your testimony focused on the administration of the
Student Loan Program, in part, and your former agency’s largest
program, certainly dollar amount, as I remember. And I've long be-
lieved the Federal Government’s efforts at debt collection have
been, frankly, very inefficient, as you might have heard me say to
a previous panel.

And I understand we're owed $50 billion of delinquent debt. We
need to improve the management of this debt. And what's your
reading as to how aggressive the Department of Education has
been in referring delinquent loans to private debt collectors and
finding some way to collect this debt?

Mr. HANSEN. I do think there are a number of important tools
that have been put into place over the last couple of years. Back
in 1989, we started using the IRS offset for students that were in
default that owed money to the Federal Government that we would
be able to tape dump to the IRS all of those people, so that when
their tax returns came in, if they were due a return, it would be
withheld and added toward offsetting their debt.

That program now has brought billions of dollars back into it. It's
becoming pretty mature at this point and I think has been a help-
ful tool. 1 also think through some of the private loan collection ef-
forts, things are improving. The default problem really, I think,
rested more upon the expansive—I don’t want to say “liberaliza-
tion,” but there are 8,000 institutions that now participate in the
Student Loan Program, colleges, 2-year schools, and trade schools.
Back in the early 1970's, there were 2,000.

And you've had a major expansion in the proprietary sector. And
that is where the biggest part of the default problem lies. So I
think that in terms of gatekeeping, that is probably the biggest
problem we have right now. And it’s also, one area where the De-
partment has frankly, gotten a little weak-kneed.

There’s a law on the books that says if any school has a default
rate over 25 percent for 3 years in a row, they're supposed to be
no longer eligible for the Student Aid Programs. There are literally
hundreds of schools that fit into that category, and they all have
appeals ongoing. And the Department has settled maybe three of
those appeals over the last 2 years.

Mr. HORN. And as long as the appeal’s going, they can continue
to issue loans?

Mr. HaNSEN. Exactly. So 1 think that is one area that needs to
be strengthened. I also think this whole notion of direct lending,
where the government is taking over the program from the private -
sector, is one that should cause much concern. The Department is
trying to define away what a default is through the Direct Lending
Progr,e’xm, basically saying, “We’re not going to have defaults any-
more,

This income contingent repayment idea, it’s a good idea. Bill
Bennett liked it when he was Secretary. We got a pilot program
going on it. But it’s a good idea for maybe the 5 or 6 percent of
the people that really need it, the people that go inte humanitarian
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type programs after they're done with college, maybe have a high
debt and they’re going to have a low income for a while.

It’s not a panacea for everybody’s problems. It's more important
for people to, No. 1, borrow as less they can, prepare for college and
save money, but if they do need to borrow, borrow as little as they
can, and when they do borrow it, get it paid back as quickly as they
can, or you're going to be creating a new cycle of dependency upon
the government for this program. :

The one thing the President has positioned is, you should be able
to borrow as much as you want and take as long as you want to
pay it back, and then he’ll forgive it after 25 years if you haven’t
paid it back. That is a mistake that should be turned around. Right
now, because the way the Department is portraying the income
contingent repayment, there will be no defaults.

d so there’s no default trigger in the direct lending program.
So there’s no way to kick those shoddy schools out of the program.
And that is going to bring, I think, continued exposure to the De-
partment and to the taxpayer for more billions of dollars of defaults
every year.

Mr. HORN. As you know, it’s standard practice in the private sec-
tor to send notices demanding payment for delinquent debt fairly
soon after the debt becomes due or overdue. And I note that GSA
has a contract with a private debt collection firm to provide de-
mand letters requesting payment.

This service apparently is not used by most Federal agencies,
even though it would be available to them, since the increased col-
lections, I guess, cannot be used to offset the cost of this contraet.
What’s your own experience with the issuance of demand notices?
Did you ever think about having the Department use this GSA pri-
vate debt collection system?

Mr. HanseN. I think that the program in place, the Guaranteed
Student Loan Program, does use a very sophisticated system. And
I think that their debt collection numbers have actually improved
substantially. And I know that the notices that are sent out by
most of the servicers and the collectors have those types of notices
in it.

I would need to see exactly what GSA’s doing to compare it on
what I'm aware of in the current student loan community. But I
think that those types of activities, of notices are going on in the
student loan community at this time.

Mr. HorN. Let me ask the staff at this point in the record how
many agencies are utilizing the GSA contract that exists and what
are the alternatives they’re pursuing in terms of debt collection.
Have they made their own contracts with private debt collectors,
or have they decentralized it as perhaps Education has done with
universities and others turning that debt over? But let’s just get a
clarifying exhibit here.

Let me move to another area that both of you can respond to.
Based on your experience, how long did it take for one of your man-
agers or supervisors to fire an employee for cause, and did this
change over the years you served in the Federal service? You go
back earlier, Alan.

Mr. DEaAN. Well, I don’t belong to the group of people who talk
about how hard it is to fire an employee. Good, skilled managers
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can under the Federal system in most cases get a person off the
roles in 30 days. At least that was my experience in FAA and DOT.
When I was vice president of a government corporation, the U.S.
Railway Association, I could do it a lot more quickly, I'll admit.

Very seldom did I lose an appeal, which could be made to the
Civil Service Commission, because in our system, every employee
was given proper warning, a record was made of that. An oppor-
tunity to improve was provided, unless the case was egregious. If
the improvement did not take place, the action was taken. And
when an appeal was made, we had the documentation, and we
were almost always successful.

Mr. HorN. If you added up the total number that occurred under
such circumstances, are we talking about a dozen people, 100 peo-
ple over a career, what?

Mr. DEAN. Well, in one case in FAA where we were investigating
travel irregularities and we found 500 violations, I think we re-
moved about 25 supervisory people who had connived with it, and
not a single appeal was taken or a single one overturned.

Mr. HORN. And you removed them from the Federal service?

Mr. DEAN. We gave them letters of charges, gave them time to
comply, and then completed the action. But behind it was a confes-
sion signed by the employee of travel fraud. That’s what you've got
to do. What used to happen to me is, a supervisor would come to
me as an Assistant Secretary or associate administrator and say,
“I want you to fire this guy.” And I would find they had given him
a merit increase 2 months before,

Mr. HorN. We have all found that in the file, and then they want
to fire him. I've had many cases like that.

Mr. DEAN. I would say, “Who are you kidding? If that guy was
80 ggod or person was s¢ good 2 months ago, what has happened
now?”

Mr. HorN, Well, what you're pointing out is, one of our problems
is the supervisors and managers aren’t really acting like super-
visors and managers.

Mr. DEAN. Whether it’s giving performance ratings or telling em-
ployees orally and in writing where they're falling short, that’s the
thing most mana%{ers hate to do. And they avoid it like the plague.
An(%dthey would love to pass it on to the personnel office if they
could.

Mr. Horn. Right. Has that been your experience, Mr. Hansen?

Mr. HaNSEN. Pretty similar. I think that there will be a distine-
tion between personnel that have commiited a serious act and
those that are either in the wrong position or incompetent, aren’t
showiniup for work or other types of issues.

I do know that the collective bargaining agreement of the De-
partment of Education is very cumbersome, In some respects, in
terms of having to document employees. You need to go through a
different tiered process, in terms of putting them on notice, issuing
a letter of reprimand, suspending them and going through all of
these different steps before you can take a concrete action against
that employee.

So the time period does tend to drag out and drag on. I would
concur that the performance evaluation system is probably one of
the biggest problems.
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1 know that even in the SES pool, there has been a lowering of
the bar of the standard of what is “outstanding,” “superior,” or
“fully satisfactory” and “unsatisfactory” to where you get probably
on average 80 percent of people in the “outstanding” sphere, 15
percent in the “superior” sphere, and 5 percent in the “fully suc-
ce%sful” and maybe one person in the “minimally successful”
sphere.

And that is across government. And actually, I think that’s the
problem with political appointees, as well. If most of those people
are the career senior officials that are evaluating the SES, if
they're not changing the standard or the benchmark of what is—
or having some type of bell curve or other type of approach to eval-
uating these people, it in turn makes it difficult for them to evalu-
ate their managers.

It just has a trickle-down effect, to where their secondary man-
agers are going to have a hard time rating their employees. And
I think across government, those inflated ratings are probably very
much the norm.

Mr. HORN. What was your last year with Education?

Mr. HANSEN. I left on January 20 at noon in 1993.

Mr. HORN. 1993. How many employees had they fired in Edu-
cation that preceding year?

Mr. HanseN. I don’t have the number off the top of my head. In
terms of fired, I would think it would be a handful. I would have
to—ro

Mr. HorN. Why don’t we get it in the record at this point, with-
out objection?

{The information referred to follows:]

In 1992, there were 14 cases in which removals were proposed. Three of these
were performance related cases, that is, the employee was “terminated because of
incompetence,” Two employees were in a probationary status and ended up resign-
ing in lieu of being removed.

ere were, however, 12 other removal actions for misconduct vs. performance,
These 12 cases resulted in either removal, resignation (with or without settlements)
and one reinstatement. Two of the 12 cases involved probationary employees.

Total numbers:

Removals: 7

Settlements: 4 {employees resigned with agreements)
Resignations: 2

Reinstatement: 1

These figures do not take into consideration other disciplinary actions, such as
suspensions, etc.

Source: Congressional Research Service

Mr. HorN. What was the type of agency dispute resolution proc-
ess they had in Education when you had some of these fracases be-
t}x:ree?n supervisors and employees? Was there a process to get at
that?

Mr. HaNseN. There was. And [ think that the Labor Relations
Office did a very good job in trying to handle the delicate balance
between labor and management’s interest in representing both.
And I think that obviously, the collective bargainin% agreement
and the process does need to be there to protect employee rights.

But I do think that the system is antiquated, and it is outdated
in terms of being able to allow managers to be able to take swift
action where swift action needs to take place. There are these one-
size-fits-all barriers in place to really go after employees for lack
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of production. And again, the performance evaluation process is
just not the effective tool it should be.

Mr. HorN. Alan, your career in the Federal Government precedes
the recognition of employee unions, I believe.

Mr. DEAN. It overlaps it. .

Mr. HorN. Overlaps. But you've been able to see it before and
after.

Mr. DEAN, Right.

Mr. HOrN. Have you seen any change?

Mr. DEAN. Oh, yes.

Mr. HorN, And if so, what are the changes, good and bad?

Mr. DEaN. Well, the legislation that now exists, and adding to
that President Clinton’s partnership policies, gives what I would
call the well-organized departments from a labor/management
standpoint—the unions do have a greater opportunity to enter into
agreements on conditions of employmenti—they're not allowed in
pay matters—than was the case in my time.

And yet when I was in FAA, we had the powerful PATCO union,
which twice in its history has struck against the government of the
United States with disastrous consequences to PATCO. So we did
have powerful unions back when I was an Assistant Secretary or
an associate administrator.

Mr. HorN. Do you have any advice as to what, if anything, the
executive branch and the chief executive ocught to be doing in terms
of renegotiating some of these contracts? Have they gone too far,
not far enough, what?

Mr. DEaN. I think the Federal employees have to have the right
to organize like any other American employee. They're prohibited
from striking, and there are certain things like statutory salary
rates and so on, that they cannot and should not be allowed to ne-
gotiate.

But beyond that, I think if they select a bargaining unit by a
democratic and supervised means, the management of the agency
should deal with them in a fair and open way.

Mr. HORN. Does the Secretary get involved in actually approving
that contract, or is it strictly the Assistant Secretary that does it?

Mr. DEAN. I can’t answer for all departments now. In DOT, it
would go to the Deputy Secretary, in all probability, with the staff
work done in my office.

Mr. HorN. How about Education?

Mr. HansEN. I know from Education and even Commerce and
Energy, as well, that there was very little Secretarial involvement
ever in labor-relations type issues. Some Deputy Secretaries were
involved. It was mostly all handled at the Assistant Secretary level.

Mr. HorN. 1 guess [ worry sometimes that the Secretary is not
involved, because it’s so easy—and I've seen it in private indus-
try—where management, labor just settled. And then, of course, in
the case of private industry, the costs were passed on to the
consumer.

And the result is, I fear, in the Federal establishment that unless
you have the Secretary involved or somebody with a long-term vi-
sion, political sensitivity, you're leaving a series of traps in work
rules for your successor. And I just wonder to what degree do those



96

questions really escalate up the hierarchy to have a real look at it,
or is it just, “Let’s settle and get on with the business”?

Mr. HaNSEN. 1 think the latter.

Mr. HORN. Yes. That's my fear.

Mr. DEAN. You might note, Mr. Chairman, that here’s where cul-
ture of agency enters in. The Labor Department, being a Labor De-
partment, tends to be much more willing to write into its agree-
ments leverage for the unions that we would never have in Federal
Highway Administration because of a different culture and dif-
ferent approach.

Mr. HORN. No, you're absolutely right on the impact of institu-
tional culture, which we really haven’t discussed. We mentioned a
number of times and witnesses did the shrinking tenure of the po-
litical appointees. Does that mean that their average of, let’s say,
18 months on their job really limits their effectiveness, or does it
matter? Do people just work around them anyhow?

Mr. HansiN. I think that figure is probably a little bit skewed.
I know from my resume of 12 years in Federal service between
1981 and 1993 that I had 12 different positions. So the average
tenure in each of my positions was probably a year, but I probably
brought with each of those positions similar background and exper-
tise that was probably helpful.

1 do think there is a problem, and I do think that in especially
issues—and I'll just pull the student aid issue out—you do have a
Deputy Assistant Secretary that’s political and an Assistant Sec-
retary that’s political. And I think the average tenure going back
over the last 15 years on both of those, Republican and Democrat,
has probably been less than 2 years. And they have overlapped one
another.

And you have $150 billion financial program in government, and
you don’t get the continuity. I think that that Deputy Assistant
Secretary position is probably one that should be a career position
to ensure that continuity. David Kearns, again, the former Xerox
CEO, when he was Deputy Secretary, that was one recommenda-
tion that was in the pipeline before the election happened in 1992
that we were going to try to institute.

I do know at Energy and at Commerce, the Deputy Assistant
Secretary for trade with Japan is a career position. Likewise with
Mexico. You need the continuity in those types of positions. Like-
wise at Energy, most of the important nuclear and other Deputy
Assistant Secretaries are career employees and I think are done so
for right reasons.

Ang I think that that probably needs to be looked at a little more
carefully across government. I don’t think a one-size-fits-all rule is
appropriate, because you do have the jobs with the Commerce De-
partment on international trade that probably should be political,
because they need new vision of whichever person is in the White
House and how they want to expand trade as an example.

But I do think it needs to be looked at, because I do think that
disconnection or lack of tenure is very detrimental in some areas,
I'm not as concerned in intergovernmental affairs or congressional
affairs or budget offices, but in program management, it’s much
more important. .
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Mr. HorN. Last question. There’s a lot more we could ask, but
I want to get to Dr. Sperry. The last question really is on the SES
and flexibility.

This has come up several times, especially on giving them other
opportunities in other agencies to take an experience they have
gained in one agency and apply it to the problems of another agen-
cy. What needs to be done, if anything, that could improve the SES
situation in terms of flexibility?

Mr. HaNsSEN. I think that there needs to be an easier exit, No.
1, for SES employees. There are times where it’s even to the em-
ployees’ best interests to be able to step out of an SES position and
back into a GS— or GM~15 type position.

Also, the ability for managers to be able to go into different posi-
tions is very important. I know at the Department of Education, I
would make a back of the envelope prediction that probably more
than half of the SES people have been in their positions for their
whole tenure of being an SES status or for at least 10 years.

And 1 think that if there is some type of opportunity for these
people—I don’t know if it needs to be done legislatively, but if it
could be done through administrative means-to allow opportuni-
ties for them, that should be done. And again, it might be through
an oversight type approach, maybe not a mandated approach. But
I think that's very critical.

And just in terms of the training opportunities, as well—I'm not
sure if the outside government IPA experiences are quite as well
founded. I think that there are some areas people can go and glean
some good experience for a year. But I think that probably having
them transition within government is probably a higher priority in
my mind than would be going outside of government.

I think there needs to be some training outside of government
and some shared experiences, but I'm not sure if having thousands
of SES people go out for years is going to help, quite frankly. I
think the SES career people I've worked with are probably collec-
tively the best group of managers I've ever worked with. And there
are going to be some aberrations and some outliers among them.
But the work that they do is just outstanding.

I worked in three different Presidential transitions, and we could
have never handled that work without those top people.

But I also think that there are some times when people frankly
maybe get stale, or the agency would be better off—sometimes
when you get some high risk areas over here and it’s hard to re-
cruit people from the outside and you've got maybe the answer just
next door if you're able to challenge that person and have them go
take that opportunity on.

Mr. HorN. What kind of upgrading and seminars, this kind of
thing, are held for SES people? Is there any overall program that
brings them together, shares experiences, so we get away from sort
of the parochialism of working their whole career practically in a
particular agency?

Mr. HaNSEN. There are some things going on governmentwide
and also even within the SES association and some other activities.
But I do think one thing that would help are maybe some of the
short-term training type programs, the JFK School at Harvard or
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those types of opportunities that I think would be very pleasing to
a lot of these folks.

But it’s hard. Some of these programs cost a lot of money.
They're done in the private sector and, I think, should have those
opportunities in the government, as well.

r. DEAN. But we do have, Mr. Chairman, the Federal Executive
Instiltute, which exists to give rather protracted exposure to SES
people.

Mr. HorN. Right.

Mr. DEAN. What I worry about is in the current environment
whether or not the OPM-led training and development activities
are not in some danger.

It would seem to me that the thing that is really needed is for
the Director of the Office of Personnel Management to take hold on
this whole question of the development of SES people, advance in
every possible way appropriate mobility—I put the word “appro-
priate” there—and be kind of the guide for what would be the
American administrative class or an equivalent of the British sys-
tem. I don’t think that kind of sustained leadership is being pro-
vided right now.

Mr. HOrN. And you really see it as an OPM responsibility?

Mr. DEAN. Yes. I don’t see, Mr. Chairman, where else it could be
done. The Director of OPM is the highest-ranking person concerned
with internal personnel matters. This is a crucial role. They can
have an inter-agency council back them up, which I would strongly
encourage. But there has to be a leadership point, and I don’t see
who else could do it other than the Director.

Mr. HORN. Any other thoughts on what we might do to create
more lateral transfers, upward mobility in another agency, in
terms of flexibility?

Mr. DEAN. We're going to be most successful in management type
activities that are found repetitively in various agencies. We’re not
going to be very successful with people who are moving up in pro-
gram fields. Even if they have management talents, they're going
to be very reluctant to depart from that path of advancement.

And if the career service went higher, this mobility would be fa-
cilitated. The people with cross-cutting management interests, the
people that used to be Assistant Secretaries for administration or
their Deputies, budget directors, personnel directors, management
analysts, program evaluators—there are a lot of important profes-
sions that lead into the SES system and which should be led by
SES people. '

These people can be moved if there is constant attention by the
OPM Director and constant encouragement of the Cabinet officers
to draw upon the resources of other agencies.

Mr. HorN. Very good. Anything either one of you would like to
say in conclusion that perhaps we haven’t covered and you think
you want it on the record?

Mr. DEAN. Well, let me say one thing more, Mr. Chairman. I re-
ferred earlier to the lack of OMB leadership in the government cor-
poration area. And, as I recall, you've had a deep interest in FAA
and aviation. Here is an example of a reform that would make
sense; that is, creation of an aviation authority remaining in DOT
with the flexibility of a corporation.
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What does not make sense is to repeal the Federal Aviation Act
of 1959 and restore a split between the traffic control and the regu-
latory functions, which were so disastrous prior to 1959 that they
were one of the main reasons for the Federal Aviation Act.

They now propose an 11-member board of directors to administer
a separate corporation that has some kind of vague relationship to
regulatory authority of a residual FAA still in DOT? Mr. Chairman,
that’s a path to disaster in aviation, and yet there are ways of
working this out if we could get a fresh look at it. My last com-
ment.

Mr. HorN. That’s interesting. You're saying the regulatory func-
tion is very important in order to get the safety attention, I take
it, of the airlines. Is that what you see being the disconnect here?

Mr. DEAN. What I'm saying is that safety and relg'u]ation in the
current FAA is one seamless web. And you can't spht it. You can’t
suddenly say, “T'raffic control can be run separately from the rest
of the FAA,” because there’s no place where there’s a logical split.

Years ago before 1959, CAB had the safety regulation function.
CAA and Commerce Department had the traffic control function.
Every time there was a crash, nobody was held accountable. The
CAA said, “It's these silly regulations of the CAB,” the CAB said,
“The incompetent CAA can’t carry out our regulations.”

After 6 years of study, President Eisenhower recommended and
the Congress unanimously passed the Federal Aviation Act to bring
all this together under a single accountable administrator, no board
of directors.

Mr. HogrN. Have you testified on this issue?

Mr. DeAN. I have before the Aviation Subcommittee on exactly
this vein.

Mr. HOrN. When was that?

Mr. DEAN. About 3 weeks ago.

Mr. HogrN. I hadn’t heard about that. So I assume they're consid-
ering this, are they? I'm not on it anymore.

Mr. DeAN. As far as I can understand, Mr. Chairman, it’s deader
than a doornail. No Republican or Democratic member of that sub-
committee spoke out in favor of the current plan, and all surviving
administrators of the FAA testified or allowed themselves to be
quoted as against it.

Mr. HorN. That's impressive testimony. Well, we thank you both
for coming. We appreciate it deeply. You both have made a fine
contribution to this hearing record. If you have any other thoughts,
feel free to write us, and we'll put it in the record, as long as it’s
open. So thank you very much,

Mr. DEaN. Thank you, Mr. Chairman.

Mr. HANSEN, Thank you.

Mr. HORN. And, Dr. Sperry, if you will come forward, we'll start
with panel four. Dr. Sperry is director of management studies at
the National Academy of Public Administration.

[Witness sworn.]

Mr., HORN. Witness affirms. Proceed.

Mr. Sperry. Mr. Chairman, the hour is late, and you've sat
through a long bit of testimony, so I'm really at your disposal in
terms of whether I give you a 1-minute summary of the testimony
that has been given to you or 5 minutes or whatever you like.
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Mr. HorN. Well, let’s try five.

Mr. SPERRY. I will say up front that I've been in Washington for
32 years now in various capacities, most of them in the legislative
branch. And I don’t think that ['ve experienced over the last 2
weeks anyone willing to sit and listen for as long and as in-depth
as you have,

I think there was another southern Californian Congressman
who was of the other party named Chet Holifield, who I remember
back in the late 1960’s and early 1970’s. And he became kind of an
institution on these issues in Congress. And I think after this very
ambitious schedule that you've set out that you at least qualify in
terms of knowledge to be the Chet Hollifield replacement, sir.

Mr. HorN. If T could be half the chairman that Chet Holifield
was, that would be an accomplishment.

Mr. SPERRY. Yes, sir. He was quite a man.

STATEMENT OF ROGER SPERRY, DIRECTOR OF MANAGEMENT
STUDIES, NATIONAL ACADEMY OF PUBLIC ADMINISTRATION

Mr. SPERRY. My goal here today is really to try to bring to bear
in a general way the work that the National Academy of Public Ad-
ministration has done in recent years. Alan Dean has talked about
much of that in his statement.

I want to refer back initially to Scott Foster’s testimony last
week. He talked about the idea of rethinking the fundamental gov-
ernments. And one of those key concepts was the idea of perform-
ance capacities and the ability of Federal organizations to carry out
their missions effectively and efficiently. Federal departments are
challenged as never before to perform effectively.

We are in the midst of a kind of a triple whammy: an informa-
tion revolution, a political upheaval, and continuing shrinkage of
resources available for assigned missions. So this is a time unlike
ang we have ever had before.

erformance capacity depends in large part on the capacity of
governmental institutions. And I refer in my statement to a major
study that we did that Alan Dean also referred to in his testimony
on renewing HUD. ’

And we provide as an appendix to my statement a kind of a
framework for what we call “institutional capacity,” that is, the to-
tality of major elements or attributes, the capacities, the skills, the
resources that one would expect to find in an effectively functioning
Cabinet department or major independent agency of government.

And these elements inc{ude mission and vision, leadership and
policy formulation and implementation, workforce, and manage-
ment systems. And we can get into that, if you like, but we just
offer it as a kind of a framework for you to think about in dea{ing
particularly with this issue of strengthening departmental manage-
ment.

My statement goes on to talk about five areas, most of which
youw've already heard about this afternoon. First, the idea of
strengthening Federal leadership. Of course, this is an area of dra-
matic change in government.

Of course, you've already referred to the fact that it has taken
a good deal of time to fill key positions in this administration and,
for that matter, in the past two administrations in particular. And
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the agencies and Congress should give high priority to improving
current systems for filling key executive and managerial positions.

I would like to really focus on this word “leadership” and have
you think about that in this sense. We need strong leadership
whatever its source, whether it comes from politically appointed ex-
ecutives or the SES. And it’s really a combination of the two and
maybe other sources, as well.

So I don’t think you can look at each in isolation, that you have
to look at both together and are we getting the right mix and the
right kind of talent from both sources. And if the number of politi-
cal appointees is important to the President, then let’s figure out
other ways in which accountability can be obtained than by sheer
numbers,

Automating, integrating, and streamlining government, obvi-
ously, we put a lot of emphasis on this. And in every way possible,
this is the way in which I think we're going to have more efficient,
effective government ultimately with less resources.

Focusing on performance, the idea, again, you've heard from oth-
ers. The academy has issued a report recently called “Toward Use-
ful Performance Measurement,” in which we tried to look at the
pilot tests under the Government Performance and Results Act.

And that panel concluded that Congress can help strengthen de-
partmental management in really four ways: specifying clearer
goals for Federal programs; insisting that Federal departments pro-
vide good performance data to support their funding requests;
three, providing the resources needed to measure and report on
performance; and four, supporting stronger linkages among budget-
ing, strategic planning, and performance measurement.

The next area is streamlining Federal field structures. As you
may know, the President's Management Council has done a report
on Federal field structures. I don’t know that that is totally public
yet. And you have hearings later on your agenda dealing with the
field structure.

We, too, are drawn to the idea possibly of looking comprehen-
sively at the field. And I mention in my statement the idea about
the Base Realignment and Closing Commission as one possible way
to go.

And then, finally, an area near and dear to my heart in particu-
lar is the role of Congress in strengthening departmental manage-
ment. We issued the report a couple of years ago that you're famil-
iar with, “Beyond Distrust,” and have done a number of other stud-
ies in recent years that have touched on the congressional role,

As programs are eliminated or cut back, Congress should sim-
plify existing laws, provide more flexibility, and exercise oversight
focused on performance. [ think throughout some of the statemerits
that you've heard, this idea of flexibility is key.

We probably have too many laws and too specific provisions in
many cases, and it originates here on Capitol Hill. And this is real-
iy where, I think, some of the changes need to take place if we're
going to have the kind of improved management and strong Fed-
eral departments. So there is much that Congress can do to
strengthen Federal management across the board in individual de-
partments and agencies.
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The agenda is long, and sustained effort will be required. And we
think this subcommittee is positioned to play a leading role. And
we're going to help in every way we can as an institution available
to your subcommittee to try to make that happen.

The prepared statement of Mr. Sperry follows:]

PREPARED STATEMENT OF ROGER SPERRY, DIRECTOR OF MANAGEMENT STUDIES,
NATIONAL ACADEMY OF PUBLIC ADMINISTRATION

Mr. Chairman and Members of the Subcommittee:

I am Roger L. Sperry, director of management studies for the National Academy
of Public Administration (NAPA). We appreciate the invitation to discuss the
strengthening of departmental management. My statement today will summarize
recent Academy reports and other work relevant to this important topic. Alan Dean,
in his statement today, also refers to other Academy work on departmental manage-
ment.

Academy president Scott Fosler, in his testimony of May 2 before this subcommit-
tee, provi eg a framework for “rethinking the fundamentals of government.” One of
the key concepts discussed was “performance capacities,” that 1s, the ability of fed-
eral organizations to carry out their missions eflectively and efficiently. Federal de-
partments and agencies are challenged as never before to perform effectively. We
are in the midst of an information revolution, a political upheaval, and continuing
shrinkage of the resources available for assignegcmissions. It is therefore appro-
priate now to ask some basic questions:

e Are missions and goals clearly defined, derived from public law, placed in
the context of long-term strategic thinking, and refined according to such con-
siderations as customer service?

e Are the intended results and measures specified by which performance will
be assessed?

o Are capable people being recruited and developed with the appropriate lead-
ershgf, managerial, technical, and operational ski]?se?

e Have agencies developed effective and integrated management systems, in-
cluding buggeting, financial management, information management and tech-
nol(;)gy, h?uman resources management, procurement, program management, and
auditing?

* Do managers have the resources, latitude, and incentives to manage?

e Are people being held accountable for results; and rewarded according to
their performance with compensation, recognition, promotions, redeployment,
demotions and terminations, as appropriate?

Performance depends in large part on the capacity of governmental institutions.
The Academy’s July 1994 panel report, Renewing HUD: A Long-Term Agenda for
Improving Performance, defined “institutional capacity” as the totality of major ele-
ments or attributes—capabilities, skills and resources-—that one would expect to
find in an efficiently functioning cabinet department or major independent agency
of the federal government. These elements include: mission and vision, leadership,
policy formulation and implementation, workforce, and management systems.

Attached to my statement is a list of these elements and their attributes. We offer
them as a possible guide to subcommittee members in considering legislation affect-
ing departmental management. I want to discuss a few key issues alfecting institu-
tional capacity.

STRENGTHENING FEDERAL LEADERSHIP

It is axiomatic that strong leadership is essential for effective government man-
agement, especially in a time of dramatic change. The Academy has examined lead-
ership issues almost continuously since its founding in 1967. In a 1985 report, Lead-
ership in Jeopardy, we expressed strong concerns about the capacity of our inner-
and-outer system of government, as it was then functioning, to provide effective
overall leadership. In 1989, the National Commission on the Public Service (Volcker
Commission), many of whose members were Academy Fellows, called on the Presi-
dent and Congress to “provide the essential environment for effective leadership and
public support by, among other things, (1) clearing away obstacles to the ability of
the President to attract talented appointees from all parts of society, (2) making
more room at senior levels for career executives, and (3) encouraging a stronger
partnership between presidential appointees and career executives.”

In Beyond Distrust, 8 major report on congressional-executive relations published
by the Academy in 1992, our panel recommended that the President and Congress
further strengthen executive branch leadership to improve broad policy and program
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planning, with appropriate emphasis on developing and maintaining effective work-
ing relationships with their counterparts in the legislative branch. The ten case
studies performed for this project suggested that “leadership was sometimes lacking
to develop and implement the policies that would have responded effectively to the
problems of concern to Congress. “Examples included the nuclear weapons clean-up
case where years of inatlention at the Department of Energy te environmental, safe-
ty and health requirementis created enormous problems that will cost hundreds of
billions of dollars to corvect. In the Goldwater-Nichols case, Congress pushed for a
Department of Defense reorganization, widely believed to be long overdue, despite
the department’s adamant resistance.

Agency heads and Congress should give high priority te improving current sys-
tems for filling key executive and managerial positions. Since the above reports
were published, we have experienced once again long delays in filling key executive
positions, and serious questions remain unanswered about the viability and fune-
tioning of the Senior Executive Service. This subcommittee, as part of its respon-
sibility for government management, could provide a vehicle for addressing some of
these long-standing leadership issues.

AUTOMATING, INTEGRATING AND STREAMLINING GOVERNMENT

The federal government should make better use of information technology devel-
opments through routine multi-year funding and other flexible budgeting and pro-
curement techniques. The Brooks Act and the Paperwork Reduction Act are two fed-
eral laws providing a framework for federal information technology acquisition and
use. In tocﬁay’s era of downsizing and privatization, these and similar pieces of legis-
lation need to be overhauled to enable better and prompter government information
technology innovations.

About two years ago, the Academy established a Center for Information Manage-
ment to focus our efforts to improve governmental effectiveness through better use
of information technology. Areas of potential interest to the subcommittee identified
by the Center are reengineering programs and processes, and infrastructure oper-
ations. In August 1994, the Academy published Reengineering for Results: Keys to
Success From Government Experience, which describes critical success factors for
reengineering efforts and presents numerous case studies from federal, state, and
local governments. If done successfully, reengineering efforts can result in signifi-
cant budget savings by streamlining and downsizing or eliminating government
functions. Infrastructure operations include facilities such as computer and tele-
communications centers, software design and maintenance centers, and technical in-
tegration orgenizations. Budget savinis can result from the consolidation and/or
privatizing of these facilities provided that the costs {investment and operations and
maintenance) are realistically assessed.

Another Center publication, Information Government (1993), noted that the focus
on information technology must move from continual review of decisions and
lengthy procurement processes to a system with incentives to innovate. “Many inno-
vative people in the federal government want this to cecur,” the report said. Federal
budget ang management systems should be adapted to:

¢ Permit use of cost savings for pilot innovations;
» Reward innovators;

« Promote responsible risk taking; and

» Provide flexible procurement vehicles.

Hearings and legislation are overdue on how to better use information technology
across government with particular emphasis on the roles of central management
agencies,

FOCUSING ON PERFORMANCE

Achieving economies in operations and weeding out activities that can be better
performed outside the federal government require timely and objective information.
on federal program performance. In 1993, Congress passed the Government Per-
formance and Results Act (GPRA) to strengthen strategic planning and performance
measurement across government.

Most federal depariments and agencies are now engaged in pilot activities to test
the use of performance measures. i

In a recent assessment of lessons learned from the initial pilot performance plans,
an Academy advisory panel, in Toward Useful Performance Measurement, said:

More intense effort will be required to achieve effective implementation
of GPRA across the federal government—both for pilot programs and the
many other programs that need to be included.
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Development of an effective performance management system requires
systematic work in a number of essential areas: delining agency vision and
strategic mission; establishing program missions and objectives; establish-
ing long-term and annual program performance targets/goals; developing

rformance indicators and collecting performance data; using performance
indicators in improving program performance; and communicating results
so that they can be used by rolicy makers, managers, and the public. As
this is done, more lessons will be learned and shared by increasingly so-
phisticated users of performance measurement.

'I'hebpanel' concluded that Congress can help strengthen departmental manage-
ment by:
(1) specifying clearer goals for federal programs;
(2) insisting that federal agencies provide good performance data to support
their funding requests;
(3) providing the resources needed to measure and report on performance; and
(4) supporting stronger linkages among budgeting, strategic planning and per-
formance measurement.
Congress will need to monitor the Act’s implementation to determine whether ad-
ditional legislation is needed to meect the Act's goals for creating a performance-
based government. '

STREAMLINING FEDERAL FIELD STRUCTURES

Academy reports also have recommended reducing or consolidating the number of
field offices in federal agencies. For example, in Renewing HUD, the panel noted
that the 1993 HUD reorganization did not reduce the number of field offices, and
that: “Changes in workload and advances in communication technology mean that
the HUD of the future will not need 81 offices scattered throughout the country.
With processing centers handling location- neutral activities, HUD can function
with a smaller number of full-serviee offices that have outreach programs joining
in partnerships with communities. “In Coping with Catastrophe, a 1993 report on
the nation’s capability to respond to natural disasters, the Academy panel rec-
ommended reducing the number of FEMA regional offices from ten to six, but no
action was taken.

The administration, through the President’s Management Council (PMC), recently
completed an examination of the federal field structure. Multiple, dispersed federal
offices, customer service, and the use of technology were examined. Now the admin-
istration needs to focus on the coordination of angements among agencies and pro-
%l"ams, and promote efficient and effective service delivery through delegation of au-
thority while maintaining accountability to responsible officials.

Consolidating or closing {ield offices piecemeal may be difficult politically, even in
a time when the nation’s leaders seem united on reducing the size of govemment.
Recent experiences with the defense base realignment and closing (BRAC) commis-
sions may provide helpful precedents. The subcommittee may want to assess wheth-
er legislation is needed to implement the results of the PMC review and determine
whether a more comprehensive examination by the BRAC-type entity is warranted.

THE ROLE OF CONGRESS

To achieve the goals of a leaner, less costly federal gl(g)vernment, Congress must
be a cooperating partner with the executive branch. In Beyond Distrust, our panel
concluded that: “’ghe outright confrontation and increasinﬁly competitive relation-
ship between the legislative and executive] branches has a high cost: a political sys-
tem more and more unresponsive to national Pmb]ems and unaccountable to the
American people for addressing those problems.’

Even though the panel noted that difficult situations were often improved as a
result of congressional intervention, both Congress and the executive branch too
often “disregarded their responsibilities for broad policy making and effective man-
agement of {ederal programs. “The panel urged L?\%t, the two branches separately
identify everriding, long-term national problems and improve their capacity for com-
prehensive, consultative policy development.

As programs are eliminated or cut back, Congress should simplify existirgblaws,
pmviJ)e more flexibility, and exercise oversight focused on performance. Obvious
steps include eliminating numerous reporting requirements, moving to achieve the
benefits of a two-year budget process, and creating joint working f;’mups with the
executive branch to help streamline government operations. It is also important to
assure that the various government-wide laws dealing with procurement, personnel,
auditing and financial management provide needed flexibility and minimize conflict-
ing requirements. The Academy stands ready to provide its expertise as well as the
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“neutral ground” of Academy facilities for constructive problem-solving and stream-
lining initiatives involving both branches.

Congress has an enormous effect on departmental performance. For example, in
the case of HUD, Congress over the years enacted more than 200 programs to meet
housing and community development needs—far more than HUD had the capacity
to administer. Our panel concluded:

The administration, HUD, and Congress must proceed expeditiously with
a comprehensive consolidation and reauthorization of all HUD’s programs.
Until HUD can get its programmatic house in order, no amount of tinkering
with management will cure what ails this organization. There must be a
rationalization of HUD programs. Instead of having between 150 and 200
separate programs that ﬁUD cannot manage effectively within its available
resources, HUD's program structure should be reorganized to have not
more than 10 major programs. Under this small number of statutory pro-
grams, HUD should have the flexibility to undertake many activities with-
out the need for new congressional enactments and their cascading results
of ever more regulations and handbooks.

Regarding emergency management, our panel found that:

Emergency management and FEMA are overseen by {oo many congres-
sional committees, none of which has ecither the interest or a comprehensive
overview of the topic to assure that coherent federal policy is developed and
implemented. A preoccupation with constituent interests, while laudable in
times of great need following disasters, makes it very difficult to achieve
a balance between cost and service,

The panel recommended that FEMA be given a more coherent legislative charter,
greater funding flexibility, and sustained support for building an effective agency
and a national emergency management system.

At the Environmental Protection Agency, another Academy panel found that:

The fragmented nature of federal environmental statutes and the detailed
requirements in these statutes for procedures, deadlines, and substance
make it difficult for Congress or EPA to establish a clear direction for the
agency or to address cross-cutting issues. The large number of congressional
committees with narrow perspectives on EPA activities, and the extraor-
dinarily close ties between key committee stafl and EPA program staff in
recent years have fragmented agency activities even more.

There is much that Congress can do Lo strengthen federal management across the
board and in individual departments and agencies. The agenda is long and sus-
tained effort will be required. This subcommittee is well-positioned to play a leading
role.

Mr. Chairman, I would be pleased to answer any questions you or other members
of the subcommittee may have.

ELEMENTS OF INSTITUTIONAL CAPACITY

This concept of institutional capacity outlines the entire system of a well-function-
ing organization. It represents a NAPA panel’s vision toward which it believes the
Department of Housing and Urban Development (HUD) should be striving through
development and implementation of a long-term management agenda. The concept
could be applied to other departments as well.

Element Atiribute
MISSION AND VISION ... ... A clearly understood and compelling agenda: Strong legistative charter; Constitu~
ent support and taxpayer acceptance
LEADERSHIP ....oooviviciseccrveieee e Capable political executives; Strong senior execulive service corps; Good working
relationships among all executives
POUCY FORMULATION ..o, Appropriate stature vis-a-vis the White House and OMB, Congress, other cabinet

departments, interest groups, and the general public; Capacity to toresee
emerging issues and respond in @ political context while also meeting the
needs of its statutorily designated clients and customers; Capacity to formu-
fate a doable and politically suppartable agenda acceplable both internally
and externally
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Element Attribute

ORGANIZATION ..., Appropriate size and location in government, given the mission and statutory
charter; Headquarters units (bureaus, administrations, etc.} with clear lines of
accountability and authority and constructive, effective relationships among
the units; A field structure appropriately connected to the headquarters units,
other federal field staffs, state and local governments, etc., and capable of
providing efficient and effective service delivery

WORKFORCE ..o Sized consistent with the mission and agenda; Built around equal opporturity

principles; Motivated by a sense of mission and accemplishment; Traned to
hendie the tasks assigned effectively; Developed to provide a range and
breadth of experiences, particularly for those advancing te supervisory, man-
agement, and executive positions; Deployed where the work needs to be done
and given both the authority and resources to accomplish the mission

The needed resources marshaled and applied; Efficient and effective delivery

systems developed and maintained; Appropriate relationships with fiers,
customers, contractors, other federal agencies, state and local governments,
eic., created and maintained; Unanticipated events responded to promptly
and effectively as they arise; instances of waste, fraud, and mismanagement
kept at acceptably low levels; Appropriate feedback mechanisms in place to
know results being achieved and course corrections needed

MANAGEMENT SYSTEMS ... Planning, budgeting and evaluation functions in place o suppert missiens and
programs; Human resources management - recruiting, training, assignment,
employee evaluation, and the like - given high priority and adequate funding;
Financial management system that supplies accurate and timely data to sup-
port program management aad provides auditable financial statements for
the department: Information resources management and systems integration
efforts that 1ake full advantage of modern technology and provide data useful
at all levels of the organization: Procurement and grants/contracts manage-
ment practices that respond fo program needs, keep costs low, and maintain
organizational integrity

POLICY IMPLEMENTATION ...

It is important to note that few federal organizations have all of these elements.
To an extent, these elements describe the “ideal” organization. The list provides
points of reference to departmental executives for assessing their own management
improvement initiatives and policy directions. It also identifies the totality of ele-
ments that the top management team needs to consider if their goal is to make
HUD an effective, respected institution of government.

Mr. HornN. I thank you for that offer of help. We have appre-
ciated what the academy experts have already contributed to our
agenda and a lot of the ideas. One of the things that intrigued me
was your comments on the field office.

I know with Members of Congress now, generally, half our staffs
are in the field in the district office handling cases which used to
be handled out of Washington as people had problems with various
aspects of the Federal bureaucracy, generally, the “oembudsman
role,” as the Swedish government calls it.

But if many of the field office employees do not expect or want
to move from their hometown—and I think that’s a problem in
many cases—and if promotional opportunities are largely within
their own field offices—and that might well be limited—and if the
pay levels are based primarily on seniority, how do Federal man-
agers then recognize field employees when they do an exceptional
job or respond when their performance does not measure up? What
are your feelings on that?

Mr. SPERRY. Well, I don’t think the ways in which they're recog-
nized, either rewarded or punished, if you will, are any different
in the field than they are at headquarters. And I think this goes
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back to the basic structure of the civil service system and does it
provide sufficient capability to do that.

Let me mention one other study that we have just finished. And
it’s actually not public yet, but I think I can mention this part
about it. It has to do with a small program the Justice Department
called the U.8. Trustee Program. And one of the things we found
about that—by the way, the Trustee Program oversees the bank-
ruptcy system in the United States. It's a relatively young pro-
gram. It only has about 1,000 employees.

But one of the things that we found in looking at their structure,
which has some 21 U.S. Trustee positions appointed by the Attor-
ney General—that is 21 regional offices and 93 field offices—is that
they don’t have the flexibility to move people from place to place
as different parts of the country experience different waves of eco-
nomic prosperity and decline and, therefore, changes in bank-
ruptcey.

And one of the things that we have suggested is at least some
more functions be contracted out or poss: %y go to a government
corporation for the whole program to give flexibility to be able to
either move people or bring them on or take them off the roles,
given the changes in the economic climate in the different regions
oa' the country, as well as simply o consolidate the number of field
offices.

It's really a question of whether you need one of these U.S.
Trustee Offices in every judicial district. There is a lot that can be
done in terms of streamlining and in terms of more effective use
of the private sector, as well as going to more flexible structures
;)f g(l)vernment to be able to have the %exibility needed at the field
evel.

Mr. HorN. How much has the academy done in studying regional
and field office operations? Has the academy ever been inveolved in
anﬁr{of those as part of their studies?

r. SPERRY. We did, particularly at the Federal Emergency Man-
agement Agency a few years ago and more recently at the Depart-
ment of Housing and Urban Development. We also have just issued
a report on the Environmental Protection Agency where we have
looked at their regional structures.

And in the case of HUD, the decision was made to abolish the
regional offices and to go with the 81 field offices and to have Sec-
retary representatives out in the field. The difficulty with that is
that you don’t have the coordination across programs at the local
level with the programs reporting directly to headquarters instead
of to some regional level.

So there still is some work to do in HUD in working out the rela-
tionship among programs at the field office level. Notwithstanding
a kind of a downsizing at HUD, there is no move yet to reduce the
number of either regions or field offices, notwithstanding abolishing
the regional offices.

Now, the Secretary has said, “Well, we are going to come down
now that they have been tasked with reducing a number of employ-
ees even further.” In the Federal Emergency Management Agency,
they operate with 10 geographic regions left over from the Nixon
days when every domestic department and agency was supposed to
have 10 regions.
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And we said, “Do you really need 10 regional offices for an emer-
gency management operation where most of your emergencies are
along the coast? And so do you need one in the middle of the coun-
tlr(')y"h And so we suggested reducing that to six. Well, there are still

there.

So there’s a lot of resistance, I think, to approaching either the
number or the layering in the field. So, yes, that has been our ex-
perience in the studies we have done.

Mr. Horn, Talking about the regions, obviously, one theory was
that you had a regional counsel, and the heads of various Federal
agencies would occasionally get together on a monthly basis.

There would be an agenda. They would try to look for what areas
sort of overlap and what areas are of common interest, whether it
be relations with the Governor in a State or the mayor of the city
or whatever.

Has the academy had an opportunity to look at that type of loose
structure, if you will? Because my impression was the intelligence
gathered really went nowhere. It might have helped the partici-
pants in the room, but I was not so sure from a few of my own ex-
periences with them that they were the early warning system to
the executive branch of what might be happening in a region.
What’s your reading on it?

Mr. SPERRY. I don’t think that that basic idea worked as was in-
tended. I have to go back to the HUD experience, because that’s
the one that we were most recently involved with and I was per-
sonally involved with.

I remember meeting with Art Agnos, who was the regional direc-
tor in San Francisco for HUD. And we were talking about this idea
of coordination across agencies. Because in housing and community
development, HUD is only one of several Federal departments that
deals with helping the poor and other disadvantaged in terms of
housing and other community facilities.

And he said, “There really isn’t any way that we can get together
except as we voluntarily choose to do.” Essentially what they de-
cided to do, was to have the regional directors of five agencies,
Labor, HHS, HUD, and two others, get together monthly and just
exchange ideas.

You know that there are Federal executive boards in some re-
gional cities. And their success or iailure has really been dependent
on the leadership of the people at the local level as much as it has
been on any directive in Washington.

So I don’t think it has really worked out in that way as originally
intended. Let me say something on the positive side, though.

Mr. HorN. Let me follow up on that. There is no situation where
we have had either a member of the OMB management staff or the
White House say, “Look, we have got critical problems in this area,
how we rebuild the city, how we get economic development, put all
these pieces together, and we’re designating one of these regional
directors as the lead officer?”

And they know they have got an agenda right up to the Director
of OMB and/or the President. Has that ever been thought about?

Mr. SPERRY. I think it has been thought about. And I can’t say
comprehensively across government that there aren’t people that
have been so designat;eg right now. There was an effort in the
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White House and this administration to try to develop a kind of a
community council around the idea of these empowerment zenes
and to build from Washington but with regional counterparts as an
effort to coordinate across agencies to have a more comprehensive
approach to delivering social services and so forth.

But little of that has been institutionalized, and not much of it
has really survived across administrations. So each new adminis-
tration, they kind of come in and start afresh.

Mr. HORN. As you remember, in the Second World War, there
were three regional offices of the then Bureau of the Budget. They
were closed down, with Congress leading the charge, after the Sec-
ond World War, because Members of Congress didn’t want to have
the eyes and ears of the President in their backyard. If there was
anybody that was going to represent the constituents to the execu-
tive branch, they wanted to have Members of Congress do that.

Mr. SPERRY. That’s right.

Mr. HorN. So while the experiment lasted during the war, it
wasg’t thought much of after the war. Should we have such a sys-
tem!’

Mr. SPERRY. Sir, I'm afraid the political dynamics probably
haven’t changed too much in that I don’t know if we established
one, frankly, how long something like that would survive. We have
kind of gotten away in a lot of areas from the 10 standard Federal
regions. And I think there may be some loss in doing that.

And so you're going to have to go city to city and see just—there
are going to be different combinations in different cities now. And
it's almost like what Alan Dean was talking about in terms of the
different character of departments,

You almost have different character now in different regions of
the country. So there may not be any way of getting standardiza-
tion of this as much as was possible before.

Mr. HorN. I think we have our last vote coming up. Go ahead.
You were going to finish a point. We have got 5 minutes before 1
have to leave to get over there.

Mr. SpERRrY. No, I think I had pretty well gotten to the end of
that one.

Mr. HorN. Well, I thank you very much for coming and sharing
your ideas with us. We appreciate it. As I've said to the other wit-
nesses, if you get a good thought going home bumper to bumper in
the traffic some night, why, feel free to write us. We'll put it in the
record at this point.

Mr. Sperry. 1 think the academy certainly has other items in
mind on your agenda. And we hope and expect to be back in future
hearings and lock forward to continuing to work with you and your.
staff on this very important endeavor, sir.

Mr. HorN. Well, we appreciate what you've done, and we look
forward to that relationship continuing.

Let me thank the individuals on the staff that put this hearing
together, Mark Brasher, the professional staff member; Andrew
Richardson, subcommittee clerk; Russell George the subcommittee
staff director; Anna Young, the other professional staff member;
and David McMillen for the minority.
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And who else have we got over here for the minority? Mark Ste-
phenson. We thank our reporter, Beth Shields. With that, we ad-
journ this meeting.

[Whereupon, at 5:50 p.m., the committee meeting was adjourned,
subject to the call of the Chair.]

{Additional information submitted for the hearing record follows:]

PREPARED STATEMENT OF GERALD R. Riso

DEPARTMENTAL MANAGEMENT 1S DIFFICULT AND DIFFERENT FROM CONVENTIONAL
MANAGEMENT EXPERIENCE.

Bf any conventional standard, management of departments and sgencies is dif-
ficult even under ideal circumstances.
. (1) operations are large when measured in terms of their stafling or expendi-
ures.

(2) many of these cperations are geographically dispersed—frequently in a
hundred or more different locations.

(3) many departments, e.g. HUD, Agriculture, Interior, Treasury among oth-
ers are organized into stand alone bureaus. These bureaus are internally orga-
nized and staffed to operate independently, have their own legislative base,
maintain separate cultures, values and loyalties and serve distinctive constitu-
encies irrespective of who is the Secretary or which administration is in power.

OTHER CIRCUMSTANCES COMPOUND THE DIFFICULTY

The management challenges presented by these circumstances are further
compounded by other conditions.

(1) the excessive numbers of special assistants, executive assistants, coun-
sellors, etc., confuse and blur supervision and direction from top management.
(More on this later.)

(2) confusion between the roles and responsibilities of nationa) office staff and
those of regional stafl, At best these arrangements create confusion. At worst
they breed rivalry and conflict over priorities, instructions and accountability.

(3) the continued fragmentation of departmental management responsibility.
Fragmentation occurs in several separate but related ways including the follow-
ing:

¢ The Deputy Secretary is not part of the Secretary’s team.

e Financial functions, including the budget, are the responsibility of a sepa-
rate chief financial officer in some departments.

o The desire to provide increased status and visibility (and pay) to important
functions such as procurement and information technology has prompted the
creation of separate high level offices with special reporting responsibilities for
these functions.

« As this fragmentation has taken place, the role of the Assistant Secretary
for Administration/Management has been gradually reduced to housekeeping
activities.

In effect, in some departments there is no focal point for departmental manage-
ment or several ineffective ones.

THE POSITION OF ASSISTANT SECRETARY FOR ADMINISTRATION IS BEING ERODED

This problem has been further compounded by the temptation of some administra-
tions to use the position of Assistant Secretary for Administration as a reward for
a deserving campaign worker or to provide balance o the top management team.

In these circumstances, the bureaucracy, particularly within the bureaus, is likely
to pull back within itself and concentrate upon bureau priorities, needs and interest.
The Office of the Secretary impact upon the bureaus becomes a nuisance or an
irrelevancy unless the Secretary personally is involved.

A GOVERNMENT-WIDE AGENDA HELPS TO REASSERT THE MANAGEMENT IMPROVEMENT
ROLE OF ASSISTANT SECRETARIES

An administration that is committed to a government-wide management improve-
ment agenda and uses the Assistant Secretaries for Administration as the chiel
implementors and leaders of the program within their departments can offset some
of the adverse affects of the [ragmentation that has been occurring. For example,
during the Reagan administration, implementation of Reform 88 was directed
through the President’s Council on Management Improvement (PCMI), The Assist-
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ant Secretaries for Administration were members of the Council, met at least
monthly and received periodic progress reports on how well their departments were
performing. However, in subsequent administrations the governmental management
improvement effort has been less well defined and/or directed from outside of the
conventional departmental structure. In these instances, the PCMI has become less
active and the Assistant Secretaries for Administration have become even less influ-
ential.

THE REORGANIZATION OF OMB HAS NOT HELPED

The recent re-organization of OMB has inadvertently contributed to the problem.
For some years, the capability of the M part of OMB has been permitted to deterio-
rate. Deterioration has been accelerated when an administration has not had a gov-
ernment-wide management improvement effort or implemented its program inde-

endently of OMB. In those instances, the traditional imbalance between the B and
Kd arts of OMB has become aggravated.

n recent years, the need to reduce governmental expenditures has resulted in an
understandable pre-occupation of OMB with the arithmetical constraints of each an-
nual budget. This pre-occupation has led to an overwhelming dominance of budget
issues over management issues within OMB.

The recent reorganization of OMB with the absorption of major parts of the M
side within specific parts of the B side has helped to bring attention to important
agency management issues during the budget review process. That reorganization
has integrated agency M issues into budget deliberations more successfully than any
other previous efforts.

OMB’s success at this integration has been achieved at considerable cost. Today,
OMB is neither organized nor staflfed to provide leadership to government-wide
management improvement efforts. Moreover, OMB lacks the professional staff depth
to address long term strategic management issues that should be the concern of the
federal government e.g. the quality and size of the work force, the use of technology
in operations, the organization of the executive branch including which depariments
should be establishe%/elimjnated, the role of quasi-gevernment corporations, the lo-
cation of the federal work force. (In 1986, one-third of all civilian employees worked
in Washington D.C. and the 10 regional headquarters. Eight of these cities were
among the 10 highest cost of living cities in the country. That put the federal gov-
ernment at an extreme disadvantage in recruiting employees or encouraging current
employees to take career advancement opportunities by moving into regional man-
agement or national office responsibilities.} These topics need to be addressed long
before they become crises.

The OMB budget stafl is an extraordinarily gifted, competent and eommitied
group of public servants. However, they now have neither the time nor the profes-
sional interests or capabilitics to address these questions beyond the narrow limits
of the annual budget calendar and the arithmetic of the budget. There is no man-
agement focus in the government today. The National Performance Review is not
institutionalized, depends excessively upon detailees from other departments, should
stop relying upon appropriations of other departments to support operations, and
should change its primary focus from down-sizing and re-inventing government to
improving government performance, not only for the “custemer”, but on behalf of the
ta:;payer.

our invitation also invited comments on several specific questions. My comments
on these dre as follows:

Barriers to Effective Management - As others aver the years have noted, procure-
ment and personnel regulations need to be reviewed periodically to make sure that
they reflect the realities of moedern conditions. I agree that these are the two major
areas of continuous concern.

Management Controls - Management controls do not impede effective manage-
ment - they are integral to effective management particularly in a public setting to
prevent violations of the law, safeguard against fraud, waste and abuse and assure
that funds are expended in a manner that is consistent with appropriations. Effec-
tive managers need to assess the risks of undesired outcomes in their operations,
decide the kinds of controls that are needed, consider the cost of the controls against
their benefits, and then make informed judgements on when enough control is
enough. Thus, I do not see that efficiency and management control are necessarily
incompatible. Recent GAO reports adequately have identified the ineffectiveness and
costs associated with inadequate controls.

Controls imposed externally upon managers do occasionally impede the manager
and introduce inefficiency into situations w%\ere efficiency is d);sired‘ I see two areas
of concern. Timid managers overcontrol because they are afraid to make decisions.
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That is a problem. More serious however, is that external groups second guess the
manager well after the fact. The embarrassment that is caused the manager by
being second guessed and publicly criticized persuades him or her to invest in con-
trols beyond the point where they are needed.

However, éven then the value and benefit of preventing misbehavior or preventing
abuses may far outweigh the cost and trouble caused by a less than perfect control.
An acute awareness of the cost and disruption caused by inappropriate controls is
needed, not the elimination of controls. The literature today improperly equates con-
trols in the public sector with controls in the private sector which incur costs,
delays, and damage the bottom line. That literature oversimplifies the question of
appropriate control in the public sector by ignoring that public officials take an cath
to wphold the law, are responsible for the manner in which public funds are ex-
pended, and their unfettered discretion is limited by the requirements of due proc-
ess and the right of individuals. Controls are required to provide these safeguards.

Number of managers - There is clearly an excess of managers and supervisory
layers in many agencies. These circumstances tend to be the result of the desire to
support higher grade structure rather than any management philosophy that de-
crees the need for supervisory layering. I agree that increased layering creates bar-
riers to leadership and direction, compounds communications problems and places
the supervisor at too at a distance {from where and how work is performed or
service is delivered. Changing excessive reliance upon supervisory responsibilities
when establishing grade structure would help eliminate the excessive management
layers that we are all concerned about.

Political appointees - [ am concerned about the number of political appointees but
I do not unquestionably agree with others who are concerned about the growth in
the number of political appointees in recent years. I think the number, within prac-
tical limits, is much less important than the professional capabilities of these ap-
pointees and the duties to which they are assigned. After all, several thousand polit-
ical appointees among several million federal employees should not be overwhelm-
ing.

However, | see two problems with political appointees.

* First, the confirmation process with all of its scrutiny, still occasionally permits
less qualified persons to assume major responsibilities in many departments. Less
Joyalty to the “party” and more loyalty to the institution and the taxpayer would
be refreshing.

* Secondly, too many appointees are assigned to special assistant, executive as-
sistant, etc., positions that are clustered about top managers. These positions blur
lines of responsibility and accountability within a department. They should not exist
irrespective of whether political appointees or career staff are used to fill them.

The limited ability of an appointee to make a positive impact upon departmental
management is a more complex question for several reasons:

Much has been written about the discouraging effects of disclosure statements,
conflict of interest requirements and post-employment restrictions upon persons who
might accept a political appointment. Suffice it to say that these restrictions serve
to dramatically reduce the pool of available appointees. As the pool is reduced, the
process focuses increasingly upon the marginal candidate, the person with less expe-
rience, fewer qualifications, and a mindset of what he/she will get from the position
rather than what he/she will bring 1o the position. Such appointees tend to be given
assignments where their limited management and operational experience is less
likely to be a problem. Their energy, zeal, and commitment is valued more than
their ability to contribute to better management.

The tenure of appointees has been declining in recent years. I do not why and
do not know how tenure can be lengthened. Several circumstances come to mind.

(1) Some well qualified and conscientious persons come to Washington because
they see an opportunity to repay their country for the opportunities and advantages
this country has made available to them. They willingly accept the restrictions and
disclosure procedures that are integral to the appointment process because they
want to serve. Although they may be identified with a political party, they are not
driven solely by partisan censiderations. They genuinely want to contribute. In re-
cent years, the uncompromising and hostile environment in Washington that has
come to characterize debate on important issues has become increasingly unaccept-
able to such persons. When gaining partisan advantage becomes more important
than addressing serious national problems, such persons do not wish to participate
in this kind of behavior and leave.

(2) For other appointees, the public stature and visibility they expected never real-
ly materializes.
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(3) Others find they are not included in high level decision making, are not con-
sulted by top management, and de not get to attend the special social events that
they read about in the papers. -

(4) For still others, an extended absence from their professional fields is simply
unacceptable. This is particularly true when the positions they occupy are only tan-
gentially related to their professional fields.

(5) And then for still others, changes in top management of their agency or de-
g‘artment brings about wholesale changes as the new team brings in its supporiers.
hhe appointee may be pushed aside irrespective of whether he/she is satisfied in his/

er position.

All of these factors contribute substantially te the rapid turnover among political
appointees.

ese considerations may lead one to conclude that these positions should be
filled with career staff. However, replacing these appointees with careerists simpl
presentg other problems. When new management comes into a department or an axff
ministration changes, career stafl who are considered to have been too clogse and foo
helpful to a particular management or an administration soon {ind themselves ban-
ished. Consequently careerists shy away from these kinds of appointments.

That concludes my prepared comments. I would be pleased to address your ques-

tions.
O






