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REINVENTING GOVERNMENT:
RESTRUCTURING THE PUBLIC SECTOR

TO DELIVER MORE FOR LESS

TUESDAY, MARCH 5, 1992

CONGRESS OF THE UNITED STATES,
Joint EconomMic COMMITTEE,
Washington, DC.

The Committee met, pursuant to notice, at 10:05 a.m., in room 2200,
Rayburn House Office Building, Honorable Lee H. Hamilton (vice
chairman of the Committee) presiding.

Present: Representatives Hamilton and Scheuer, and Senators Binga-
man, Lieberman and Roth.

Also present: Dorothy Robyn, professional staff member.

OPENING STATEMENT OF REPRESENTATIVE HAMILTON,
VICE CHAIRMAN

REPRESENTATIVE HamiLTON. The meeting of the Joint Economic Com-
mittee will come to order.

The purpose of today's hearing is to examine the notion of reinvent-
ing government.

Those of us who work in Congress are painfully aware that public
confidence in government is at an all-time low. Voters fiercely resist
higher taxes, even as they demand that their political leaders not cut
services. To be elected, candidates must increasingly run on an antigov-
ernment platform.

Into this sea of political discontent, David Osborne and Ted Gaebler
have thrown what many feel to be a lifeline. Their book, Reinventing
Government, has become an overnight success. It is reportedly on the
nightstand of at least one of the presidential contenders. Washington
Post columnist David Broder predicted that the book will be a land-
mark in the debate on the future of public policy.

Questions remain, of course. Some critics see reinventing govern-
ment as a cover for laying off public employees. Others question the
maghnitude of the claimed savings and productivity gains.

The Federal Government has been all but absent from this debate. Of
the many examples of entrepreneurial government that the authors pro-
vide, only a very few are drawn from the Washington bureaucracy.

A recent Business Week article described the Federal Government as
"largely oblivious to the wholesale restructuring occurring in many
states."
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To discuss these issues, we're fortunate to have with us today an out-
standing panel of experts. David Osborne, author of Reinventing Gov-
ernment, is a writer and frequent advisor to state and local
governments. His earlier book, Laboratories of Democracy, introduced
many of us to the novel experiments in economic and social policy go-
ing on at the state level.

Ted Gaebler, the co-author of Reinventing Government, is the presi-
dent of a public-sector management consulting firm in California. He
was formerly the city manager of a California community, which fig-
ures prominently in the book. '

William Weld is the governor of Massachusetts. He took office just
over a year ago. An attorney by training, Mr. Weld was assistant attor-
ney general in charge of the criminal division during the last several
years of the Reagan Administration.

John Sharp is the Texas state comptroller, having been elected in
1990. He previously served in the Texas senate and on the Texas Rail-
road Commission. .

We welcome all of you as panelists and before we turn to you for
your testimony, I'll ask any of my colleagues if they have a comment or
statement to make.

Senator Bingaman, please proceed.

SENATOR BINGAMAN. Mr. Chairman, I do not have a statement. I do
look forward to the testimony. I've had a chance to look through the
book and I am very impressed with many of the ideas being suggested
here. I look forward to hearing more about them.

REPRESENTATIVE HAaMILTON. Any other comments? Senator Lieber-
man?

OPENING STATEMENT OF SENATOR LIEBERMAN

SENATOR LIEBERMAN. Mr. Chairman, if it's appropriate, I want to take
this opportunity to thank you for inviting me to join with you today in
this hearing—a bipartisan hearing on Capitol Hill to explore new ideas,
which is something that we don't do as much as we probably should,
particularly in this time.

I think so often, too many of us follow our instincts of partisan biases
or ideological blinders, and they keep us really from exploring the new
ideas that we need to make the government work best for people.

I want to say that I'm pleased to be here this morning and to self-
proclaim myself a long-time fan of Mr. Osborne's writings. I think that
the fresh approach to government that he espouses, which focuses on
accountability and choice, will become the center of a new national de-
bate, because it seems to me that the old answers of the Left and the
Right are just not working, and the public knows. :

I feel it every time I go home to Connecticut. We're in the midst of a
recession and a tax revolt at the same time. I can feel not only the
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anger, but the skepticism and, in another sense, the loss of hope. People
are angry at government, but, ultimately, in their hearts, they know that
they need government to help them get out of the mess they're in.

And [ think that that's why it's so important for us to focus on some
of the good news that Mr. Osborne and Mr. Gaebler bring us, particu-
larly from our states and municipalities around the country, about the
way in which government can deliver on the promises that we make.

I must say that, particularly, as somebody who served for many years
in state government and got to know Governor Weld during that time, I
take some pride in the fact that we're returning, at least here this morn-
ing, to the old Brandeis notion of the states and municipalities as labo-
ratories of democracy. '

I hope that we in Congress, in responding to these laboratories of de-
mocracy, can figure out some ways to provide flexibility in federal pro-
gramming, to create incentives for the states to innovate, and
sometimes for us in the Federal Government just to get out of the way
and let the states and localities try some new ideas.

Finally, Mr. Chairman, I'd like to stress that the basic principles that
Mr. Osborne and Mr. Gaebler talk about, which are principles of the
market place—consumer choice, accountability and competition—are
also, though we sometimes forget, the basic underlying principles of
our democracy—choice, accountability and competition.

So, though there's often an attempt to separate the economic market
place from the political market place, what 1 want to suggest and say
here this morning is that the fundamental principles underlying the
work that these folks have done is also the fundamental principles un-
derlying our democracy.

In that sense, all of us—Democrats and Republicans—ought to feel
comfortable in trying to apply them to the vast apparatus and purposes
of our Federal Government.

I think what we all aim to do is to spend less time being the guardi-
ans of yesterday's dogmas, and more time making government live up
to its mission today and tomorrow.

And I thank you, Mr. Chairman, and this Committee for holding out
this beacon of hope for all of us at a time that is a tough one.

RepRESENTATIVE HaMILTON. Thank you very much, Senator.

Let's begin now with the panel. Mr. Osborne, we'll ask you to begin
and just go right down the panel, if we would. We'll hear from each one
of you, then turn to questions.

Mr. Osborne, please proceed.
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STATEMENT OF DAVID OSBORNE, CO-AUTHOR, REINVENTING
GOVERNMENT: HOW THE ENTREPRENEURIAL SPIRIT IS
TRANSFORMING THE PUBLIC SECTOR

MR. OsBornE. Thank you very much, Mr. Chairman. It's truly a pleas-
ure to be here, and we are deeply grateful for your interest in this set of
issues.

We have submitted written testimony. Rather than reading it, we'd
like to talk briefly about the basic issues and then leave most of our
time for your questions.

I think we all understand that our governments are in deep trouble in
this country today. I won't go through the statistics. You're more famil-
iar with them than we are.

What we want to talk about are really two questions. First, why we're
in such deep trouble, and second, what we can do about it.

I think there are many reasons for the crisis of confidence—the fiscal
crisis—and the crisis of effectiveness that our governments face today.

But we believe that there is one underlying trend that lies beneath
many of these other problems. And it's simply that we're using out-
moded ways of doing business in the public sector.

If you look at many of our programs and public systems, the fact is
that they worked pretty well when we first created them. But that was
30 years ago, or 50 years ago, or 80 years ago, or 100 years ago, and
the world has changed. But often, too often, government has not.

If you think back to the way we created public institutions during the
industrial era—40 years ago, 50 years ago, 60 years ago—when we
wanted to do something significant, we created large, centralized bu-
reaucracies, staffed by civil servants, operated in a top-down fashion,
using a lock-step approach, with lots of rules and regulations. They de-
livered standardized services to mass markets: The same kind of educa-
tion to every child, the same kind of welfare check to every poor
person.

They operated in a command and control fashion in which the pro-
fessionals and the bureaucrats had all the control. The people they
served were dependent. They were called clients, not customers. And
of course, in the public service, they were monopolies. To this day, if
you see competition in government, I guarantee you someone will tell
you it's waste and duplication, and you ought to get rid of it to save
money.

And because we used monopolies, we gradually began to take our
customers for granted. I don't care how wonderful the people are who
are running a monopoly, over time, the needs of their customers will
change. Because change is painful for institutions, the institution often
won't change—so it will no longer serve the needs of its customers.

In any case, that's roughly how government did business in the 1940s
and 1950s. Sometimes it worked, sometimes it didn't. It was probably



the best way we could organize things during the industrial era. But [
think we all understand that times have changed, and they've changed
in dramatic ways. .

The pace of change is much more rapid today. You look at techno-
logical change. It is so rapid today. Think of something like the Postal
Service. When the Postal Service was created, there was only one way
to communicate with somebody outside your community—send a let-
ter. So a postal monopoly worked fine.

Today, we have telephone, telegraph, fax machines, modems, Fed-
eral Express. We have a very complex communications marketplace,
and no one would imagine a public monopoly being able to manage
that marketplace. i

It's not just technological change; it's social change. Think of the
pace of social change today: The rapid emergence of two-earner fami-
lies, the day-care issue, people changing careers every five to ten years,
the kind of escalation of drug use, crime and child abuse, the fact that
only about a quarter of our households today fit the traditional defini-
tion of a family with two parents living at home with their children.

Then there are the expectations of the public, which have changed.
We used to be a mass society. We used to watch the same three televi-
sion networks. We used to read the same three news magazines.

That's no longer true. Today, we have 50 stations on most of our ca-
ble TV systems. We' have 400 magazines in most of the supermarkets.
And we're all used to lots of choices.

And yet, we hit the public sector and it's one-size-fits-all. So it
should be no surprise that the word "choice" keeps popping up, whether
we're talking about education or we're talking about welfare reform.
Remember Mike Dukakis's famous welfare reform program, it was
called Employment and Training Choices.

And finally, the expense of public bureaucracies has become a fac-
tor. In 1940, after the New Deal, we spent 20 percent of GNP on gov-
ernment in this country, government at all levels. By 1975, it was up to
35 percent, and the public basically said "no more." We had a tax re-
volt, which continues to this day. And the public has put a ceiling on
how much we can spend on government in this country.

The point is that in today's environment, centralized, bureaucratic,
top-down monopolies that deliver standardized services are not very ef-
fective. Whether you're running a business, whether you're running a
no-profit, or whether you're running a public organization, if you want
to be effective, you have to be lean, you have to be flexible, you have
to be capable of adapting to rapid change, and you have to be respon-
sive to your customers.

In other words, if you want to be effective, you need to be entrepre-
neurial rather than bureaucratic.

We would argue that this is precisely the same challenge that the pri-
vate sector has faced over the last ten years. In 1982, during our last
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recession, the book In Search of Excellence came out. It was a book on
how to restructure the corporation to make it effective in a radically
new environment. And since then, there has been enormous amount of
debate and discussion in the private sector about how to decentralize,
how to become more entrepreneurial, how to become more flexible.

Today, our argument is that in this recession, the public sector has
hit the same wall, and it is time for the public sector to begin to grapple
with how to restructure.

Now, the question is how you do it. Ted Gaebler and I have spent
about five years looking around the country at the most innovative, en-
trepreneurial public institutions we could find, and we've asked a sim-
ple question. We've said: "What makes them different?" What have
they changed that drives them to behave so differently than a traditional
public bureaucracy? And we've come up with a list of principles. For
example, they've moved from centralization to decentralization, from
monopolies to competition.

What we want to do this morning is walk through those principles,
very briefly. And let me just stress before we do that that these are not
our ideas about how government ought to operate. This is not pie-in-
the-sky. These are all based on what is actually happening in govern-
" ments all around this country—and what has been happening for the
last 10 to 12 years.

Now, I want to turn it over to Ted to walk through the first five prin-
ciples, and then I will return to walk through the second five.

STATEMENT OF TED GAEBLER, CO-AUTHOR, AND FORMER
CITY MANAGER, VISALIA, CALIFORNIA

MR. GaeBLER. Thank you, Mr. Chairman. I appreciate the opportunity
to be here and to have this kind of attention focused on the concept of
reinventing government.

I spent 23 years managing cities in five different states—Pennsylva-
nia, Maryland, Ohio, Oregon and finally, California. And my interest in
managing cities was to try to deliver the best dollar that we could. I
kept finding things that were not right, things that didn't seem to be ap-
propriate, things that didn't seem to fit. They were out of sync.

So we began to experiment and Maryland began to experiment, in
Ohio, and certainly, finally in California, with ways that we could do
government differently. We didn't set out to reinvest government; it just
seemed that things were out of sync. And so we asked our staff, asked
our employees, asked the value system of the Rotarians and the Cham-
bers of Commerce in our communities, what is it that we could do bet-
ter? How can we do it better?

So it began to develop a series of things, particularly after Proposi-
tion 13 hit California in 1978. I became city manager of a town just 60
days before Proposition 13 hit, and faced a $2.5 million budget cut,
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which was 25 percent of our general fund budget at that time, immedi-
ately upon entering into office.

We began to scramble around and find out how could we do this dif-
ferently. That led us into some of what we now call the reinventing
government or the entrepreneurial principles.

What I discovered—and I want to make this point—is that we knew
how to make changes in government. We knew how to do things better.
But they wouldn't let us—they, the Rotarians; they, the ex-council peo-
ple; they, the business community; they, the Northside community
group.

They had frozen into their psyche, their value system, certain percep-
tions, a paradigm, if you will, about government. And they didn't like
government that owned a baseball team on a minor league basis, as we
did. They didn't like a government that would mortgage its city hall to
renew its library and its auditorium, as Oakland did. They didn't think
that was appropriate behavior for government to do.

And so we kept bumping up against the private-sector mindset, not
so much the public-sector mindset. Frankly, one of the basic reasons
that I was delighted to join with David in writing the book was not so
much to affect people inside government, as to affect the people out-
side government, the people who care about it, the League of Women
Voters, the taxpayers' groups, the people who form the value system
that determine ultimately what government is allowed to do and what
government isn't allowed to do.

So I'm particularly interested in the play that the book is getting
among the private-sector people who will help shape and unleash the
changes in government so that, in fact, demand changes at the policy-
maker level.

Now, with that as a preamble, let me just run through five of the
principles.

The first one is the principle of decentralization. And that's in several
different ways. Decentralization occurs inside local governments, in-
side governments when the decisions are pushed further down. And we
found that in a lot of the entrepreneurial governments, decisions were
no longer being made up at the top, but people inside the organization
were in fact empowered to make decisions at a lower level than they
were under the old command and control hierarchical system.

That's one form of decentralization.

Obviously, the decentralization occurring from the Federal Govern-
ment to state governments, to sometimes counties and ultimately, to cit-
ies is a different form of decentralization.

The whole concept is to get to a more flexible, rapid moving, close to
the customer, close to the local environment—whatever, state govern-
ment, county, city, school districts, special districts. It doesn't make any
difference, it is a point where people can make decisions and under-
stand the rules under which they will make those decisions.
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We found basically that one of the main principles of the book is that
we have good people trapped in bad systems. Now, we have 17.4 mil-
lion people who work for government, nonmilitary, on a full- or part-
time basis—fifteen million of those on a full-time basis. Essentially,
one out of nine Americans works for government at some level.

And the question is, how can we get some sense of ownership for
those people to make decisions, because they have a better educated
work force than we had in the past?

The second principle, which is the one we started with in the book, is
that the governments need to be catalytic. We started talking about
what does that mean? What is the role of government in what we call
the post-Roosevelt era? '

The percentage of GNP in 1930, just prior to the Roosevelt era, was
20 percent. Americans spent 20 percent of their income on governmen-
tal services at the federal, state and local level. In 1976, that got up to
38 percent, virtually doubling during the Roosevelt era, when Ameri-
cans, not bureaucrats, asked government at all levels to do more things
for them. '

During that Roosevelt-era mentality, we got used to saying, govern-
ment can do this, and people receded from their role as citizens in pro-
viding services or helping provide services themselves.

What we did after Prop 13 was look and say, what is the role, what is
the proper role of, at least, local governments and county governments?
And the answer seemed to be to steer, not row, to act as a catalyst, a fa-
cilitator, a broker, not to back away from responsibilities, to make sure
that services are in fact provided, but not necessarily hire a bunch a
people to be the folks that produce that service. '

In fact, at the local level, one of the astonishing facts we found is
that Americans spend only 12 percent of their quality of life dollars on
what we would call quality of life services, and 88 percent of their dol-
lars are spent on something else.

And yet, if you ask people in city hall or in county government, what
do you do, and they'll proudly thrust out their chest and say, we make
sure that the quality of life services are provided for the citizens of our
community.

Well, with only 12 percent of the people spending their dollars there,
we think the best that local governments can do, state governments,
perhaps, too, is to broker or leverage that money with the other moneys
in the community.

The third principle I want to talk about is the principle of
competitiveness. :

I got frustrated as a manager trying to get some sense of ownership
among the employees. They didn't seem to have that sense. We tried to
-get some energy injected back into it. Right, able, capable people came
in to work for city governments, school districts, and pretty soon the
system wore them down because it was a monopolistic system. We
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found that there would be cries for privatization and taking government
offshore, taking it into the private sector.

We found the issue was not public or private. The issue was monop-
oly and the kind of behavior that happens in any private-sector organi-
zation, and certainly in utilities, we've seen across the country, in
government, of course.

When they operate in, if you will, a public-sector monopoly, or a
private-sector monopoly, behavior shifts and people operate on a
slower pace. They do things in a different way.

So, if we can inject the sense of competition inside government, we
found that worked. Obviously, the Phoenix example that we wrote
about in the book, where the public-sector garbage collectors began
competing with the private-sector garbage collectors, and they got a
sense of pride and streamlined their operation. They lowered their costs
and developed a theme, and they did a number of things that made them
feel like they had some sense of pride and team and ownership.

Every time governments that we looked at did that, injected that
sense of competition; again, largely in public-to-public, but occasion-
ally in a public-to-private sense, we found that that was an extremely
energizing way of recapturing at no additional cost the energy that was
on hold.

Many, many an organization that I went into as manager, I found
there good people ready to go. All you had to do was put your foot to
the pedal and you could triple output. They were there ready to go, but
they didn't have the sense that they could do that, the sense of competi-
tion. Cheerfully structured competition does that. Essentially, not com-
petition between people. We found that to be destructive in the
governments that we looked at. ‘

The fourth principle I wanted to talk about is the principle we called.
enterprising, or in some of the old drafts we had, which was the origi-
nal entrepreneurial piece.

The concept there is that in most governmental agencies, you have a
very small division called the revenue office, which is buried in the fi-
nance office, or the cabinet that has to do with finances. And it is those
peoples' job to raise money. They're the only ones who are concerned
about the income side. And you have about 15 million on the other side
who are trained spenders of money.

The cops think that they're doing God's work, or at least society's
work. The social workers, the home health-care nurses—all those peo-
ple think that they're doing society's work. And by gosh, society ought
to pony up the money to do it because they're doing good work.

Nobody concentrates on raising the issue of, could you tap into mak-
ing money?

So I sat down with the police department about ten years ago and
said, we're going to talk today about making money. They said, what? I
said, we're going to talk about making money. They said, no, we don't
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need to do that because we're loved by America. America loves cops.
So we don't have to raise money.

I said, well, you're the best educated department we have. You've
been through all the training that we have. In California, there's an
agency called POST and it pays for the training. So we have extremely
well-trained people. I had a police chief with a Ph.D. in management.

So I said, let's just talk about it for an hour.

In one hour, that cross-section of people in the police department
came up with 52 ways of making money, only three of which were
illegal.

[Laugher.]

Which, I submit, is better than most corporate board rooms, in terms
of percentage.

[Laugher.]

They're doing such things as selling the software that they developed.
They're doing things like renting out their jail space on drunk driving
folks—$75 a night—because the law in California says you can serve
your drunk driving charge on three consecutive weekends on your first-
time or second-time offense.

So rather than go down to the county jail, where it's already over-
crowded, the small towns that have extra jail space, where they hardly
have anybody come in, are renting that space out at $75 a night, and
then they're putting that money back into the police department.

There's dozens of creative ways. The point is not so much the money
raised. It's the energy that is released when you start asking people
about how they can do things to make money.

There are very exciting ways that we are not tapping. There is a
sleeping giant in the public-sector employees that could be tapped in a
very creative, imaginative, careful way that would be in concert with
each community's and each state's value system.

Finally, I wanted to talk about the principle of being mission-driven.

In government, we have far too many rules. We have closed more
barn doors after the horse has escaped than you can possibly imagine.
We close barn doors like crazy, and we invent rules, and we've hired so
many attorneys. We have rules for things that aren't even on the books
yet. And obviously, the American public is extremely clever. You only
have to watch "Hogan's Heroes" to see that. We're very clever at figur-
ing out ways to break out of whatever rules are set.

And so, the people who set the rules cannot possibly think up all the
ways that the rules can be circumvented or broken.

So, we seem to be, as we become rule-driven, bureaucracy-driven,
and bureaucracy is great at inventing rules and locking them into state
constitutions, locking them into charters, locking them into ordinances
that never, ever get changed. We need to have some incentive for the
employees to strip away the rules that are on the books, for the local
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councils and the school districts and others to strip away rules that are
outdated.

A very simple practice that we had when I was in the City of Visalia
was, if any department wanted to bring an ordinance or resolution to
the council, they had to offer two to take off the book. So we finally
had some incentive where somebody would be taking rules off the
books and weeding them out slowly and carefully.

I noticed that the planning department always took police rules off
and the public works always took planning rules off, because nobody
would ever take their own rules off.

The idea was how can we focus the employees' attention again on
what the mission of government is? And there are very few govern-
ments that have spent time with their employees—some at the top,
promulgating on parchment the idea of what the mission. But that has
very little energy to motivate the employees.

There are some governments that have spent time saying, what is it
we're all about, so the employee, faced with a difficult decision at the
counter, can say, I know what the mission of this organization is. I
know how to do that.

One of the ways to become mission-driven, we found, is the expendi-
ture control budgeting system that we call in the book, the mission-
driven budgeting system. That is to say, keep your eyes on the prize.
Do not focus on line items. Line items focus on controlling inputs, be-
cause in government we haven't done a very good job on focusing on
what the outcomes are.

It was fun several years ago to work with Deputy Secretary of De-
fense Bob Stone, in developing what they ultimately called the unified
budget system. Again, what we called in the book, the mission-driven
budgeting.

That is, to not control base commanders appropriations for billeting,
housing, ordinance, and that kind of thing. But, in fact, to hold people
responsible for the total dollar amount, bottom line, and let them make
the decisions within the context of that.

We found that that worked extremely well with police and fire de-
partments. You could cut their budget 10 or 15 percent, and they would
still deliver the services if they had relieved themselves of the line-item
controls.

So focusing on mission, trading mission and then trading account-
ability for line-item control on the input-side seems to be a way of get-
ting at this.

I'd be delighted to turn back to David and let him finish the other
principles, and then I'd be delighted to answer your questions.

MRr. OsBornE. You're probably all wondering, if we let up on the
rules and the line items, how do we make people accountable. What
happens if the managers take half the money and spend it on travel? It's
your job to make sure that that doesn't happen.
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The answer is that you make people accountable for outcomes rather
than inputs, which is a principle we call results-oriented government.

Entrepreneurial organizations measure the results of everything they
do. They measure the outcomes. And then they try to tie rewards to
those outcomes. 4

The real leader is a city out in California called Sunnyvale in the
Silicon Valley. It measures everything. It can tell you the efficiency and
the effectiveness of every public service it delivers.

The city council doesn't vote on line items. The city council votes on
service levels. They say, "Well, let's see, last year, we had a 75 percent
customer rating of good or excellent for our parks and recreation de-
partment on our customer survey. This year, we'd like 85 percent. How
much would it cost to achieve that? "

The staff gives.them a number, and they decide whether to buy that
outcome. Or they say, "Let's see, we have a third of our streets that
have deteriorated to category C, and another third that have deterio-
rated to category B. This year, we'd like to bring up half of them—both
of those categories—to category A, to the top level. How much would
that cost?" The staff tells them how much it would cost, and they de-
cide whether to buy that outcome. :

Now, if a unit exceeds its performance targets, the manager is eligi-
ble for up to a 10 percent bonus. So you have an incentive for managers
to exceed these performance targets. But when they do, the new level
becomes their expected base for the next year. So the city constantly
ratchets up its performance.

It increases its productivity 4 percent a year, year after year after
year. In other words, in five years, they've cut the cost of delivering the
same basket of services by 20 percent.

It's a very powerful tool. And this is something that's spreading to
many other cities. The states of Massachusetts, Florida, Texas and Ore-
gon are all in the process of developing performance measures for all
state agencies. And I know that Senator Roth has introduced a bill,
which was crafted by a former mayor of Sunnyvale, John Mercer, to in-
troduce performance measurement at the federal level.

Now, the best thing you can do, if it's practical, if you want to tie
your spending to results, is to actually give the resource to the customer
and let the customer decide how to spend it. That is, let the customer
decide which service provider to use, whether it's buying child care, or
renting low-income housing, or getting job training, or whatever the
service is, providing a voucher or some resource, perhaps cash, and let-
ting the customer make the decision.

That approach does three things. It forces the service providers to
compete to please the customers. It forces the service providers to con-
stantly work to get their costs down and their quality up. And it gives
the customers a choice of different kinds of services. They don't all
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have to buy the same thing because, obviously, they don't all need the
same thing.

Now, we realize that the word customer is a radical word in govern-
ment. It's not heard in this building very often. But the concept is not a
radical concept. It's not even a new concept. You do it all the time.

Food stamps are vouchers. Pell grants are vouchers. In fact, I would
argue that the single most successful social program in the history of
this country was a voucher program. It was called the GI Bill. In the
1940s, we brought a generation of men home from World War II, edu-
cated them, and turned them into the backbone of a 30-year economic
boom. '

Did we do it by building veterans' universities? Of course not. We
gave people a voucher. We said, "Look, pick your college, pick your
technical school, pick your university. We'll pay for it."

In health care, we went the traditional route. In health care, we built
veterans' hospitals and assigned veterans to the hospital, and the hospi-
tal had a monopoly—it had captive customers.

If you think about the difference in quality and impact between the
veterans' hospitals and the GI Bill, you begin to see the power of put-
ting the resource into the customer's hands.

The next principle 1 want to talk about, we call community-owned
government: The idea of empowering rather than simply serving.

I said earlier that the old model used a command and control method

where the professionals and the bureaucrats had the control, and the cli-
ents were dependent upon them. This is true in public education. It's
true in the way we do police work. It's true in almost all of the ways in
which we deal with the poor. ,

And it should be no surprise that dependency—whether welfare de-
pendency or drug dependency or alcohol dependency—has become one
of our greatest social problems.

The solution which we have seen in entrepreneurial governments is
to push the ownership and control of the service out of the bureaucracy
into the community.

Take public housing, for example. Public housing is one of our
worst, most centralized, most top-down bureaucratic systems in the
country. The one thing that seems to work is when the tenants organize
and demand to manage their housing themselves, and the public hous-
ing authority says yes.

Sometimes it works, sometimes it doesn't. It takes strong leadership.
But when you have leadership, miracles occur.

I'm sure you're familiar with the example here in Washington, Kenil-
worth Parkside, behind which Kimi Gray has been the driving force.
Before they started working for tenant management at Kenilworth
Parkside, two kids from that development had gone to college in the
history of the development. Since then, 700 have.
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In the first four years of tenant management, they got 132 women off

of welfare into full-time jobs. They increased rent collections by 77
percent. They brought the crime rate down from 13 a month to two a
month. They cleared out the drug dealers. Their main street had been
an open-air drug market. They got rid of them.
" They're still poor. It's still a little shaggy. You can still tell it's public
housing, even though they bought it and they own it now. But it is a
safe community that works today. And the reason is because people act
more responsibly when they control their own environment.

It's simple human nature.

The next principle we call anticipatory government—the idea of pre-
vention rather than cure.

Obviously, we live in a time of rapid change. Events in Iran or Ku-
wait or Tokyo immediately affect us here. It's a little bit like living on a
waterbed. Someone on the other edge of the bed rolls over and we feel
the waves.

If you're living on a waterbed, you'd better have the capacity to an-
ticipate change, to respond quickly, to reorient. In other words, you'd
better have the capacity to do constant strategic planning.

Now, as you know, this is very difficult in a political environment.
Elected leaders are driven to focus on the next election, not on a 10- or
20-year time horizon. A mayoral aide in New York City once said that
in government, short-term planning is this afternoon's New York Post,
and long-term planning is tomorrow morning's New York Times.

[Laugher.]

The solution is to change the incentive system, to make it more pain-
ful for elected officials to make short-term decisions than long-term de-
cisions. It's very difficult, but there are some ways to do it.

For example, you chance the accounting system. Today, the Federal
Government is working to develop an equivalent to depreciation, to
make it obvious that when you don't maintain a physical asset, you're
actually spending money. Today's accounting systems make it look like
you're saving money by not maintaining your physical assets.

Sunnyvale developed a budget system in which they project the ten-
year implications of every spending decision. When the city council
has to vote on a budget item, they see the ten-year consequences. They
see, and the public sees and the press sees that, for example, if they de-
fer spending for road maintenance for two years, the cost doubles. And
therefore, they ought to do it today.

That information is clear. Minnesota and Nebraska have begun to do
similar things. It's difficult, but you can create incentive systems in
which elected officials are pressured to look at the long-term rather
than the short-term.

Finally, the last principle I want to talk about we call market-oriented
government.
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The old model, the bureaucratic model, usually uses administrative
mechanisms. We create a public bureaucracy with civil servants.

Increasingly, entrepreneurial organizations try to change the market-
place to solve problems. People in government often have what I called
"programmitis.” You see a problem, you must need a program. It's like
ham and eggs, government and programs—they just go together.

But if you stop and think about it, it's very clear that programs are
not always the most effective way to solve.a problem. Sometimes re-
structuring the marketplace is more effective. And we do it all the time.
We use the tax code, we use zoning at the local level, we change secu-
rities laws.

Let me give you just one example that I think most people can relate
to.

In 1930, if any of us had wanted to buy a house, we would have put
50 percent down and paid off the mortgage in five years, because that's
how banks did business.

But FDR created the Federal Housing Administration, and it pio-
neered something called the 20 percent downpayment, 30-year mort-
gage. It was a new idea. Then some of the federal quasi-public
corporations created a secondary market so that banks could resell
these kinds of mortgages, and the banking industry converted.

Now, we take it for granted that when we buy a house, we put 20
percent down and we pay it off over 30 years.

Now, ask yourself: Would we be in better shape today if FDR had

created half a dozen low- and moderate-income housing programs, or
are we in better shape today because he restructured the financial mar-
ketplace to make it possible for more people to buy houses?

I just want to close with a very quick note about the political implica-
tions of some of these ideas.

What we're really talking about is the emergence of a different way
of structuring government, a different way of doing the public's
business.

I believe that this is the government the American people want to-
day. People clearly don't want government to spend more. They've
made that clear ever since the tax revolt in the late 1970s. On the other
hand, they clearly want government to solve their problems. They want
government to solve this health-care problem, the environmental prob-
lem, the economic problem, the education problem, the crime problem.
They want government to do these things. '

What they want, without articulating it in so many words, is govern-
ment that can do more with less.

Now, unfortunately, at the national level, neither party offers that.
Historically, the Democrats have basically said, we'll do more with
more. If you want more from government, it's going to cost you more.
That's just the way it is. _

Lately, the voters have been glad to refuse that offer.
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On the other hand, the Reagan Republicans basically said, we'll do
less with less. Government is the problem, and let's have less of it, and
that will make things better either.

Lately, voters have begun to realize that that didn't make things
better.

I think the party that first convinces the American people at the na-
tional level that it can deliver more for less will be the party that domi-
nates American politics in the coming decades.

Thank you very much.

[The prepared statement of Mr. Osborne and Mr. Gaebler follows:]
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PREPARED STATEMENT OF DAVID OSBORNE AND TED GAEBLER

As the 1980s drew to a close, Tirme rmagazine asked, on its
cover: "Is Governrent Dead?"

As the 1990s unfold, the answer—to rany Arericans—appears
to be "yes."

Our public schools are the worst in the developed world, Our
health care syster is out of control. Our courts and prisons are
_so overcrowded that convicted felons walk free. And many of our
proudest cities and states are virtually bankrupt.

Confidence in governrent has fallen to record lows. By the
late 1980s, only five percent of Arericans surveyed said they would
choose government service as their preferred career. Only 13 per-
cent of top federal employees said they would reconmend a career in
public service. Nearly three out of four Arericans said they .
believed Washington delivered less value for the dollar than it had

10 years earlier,
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aAnd then, in 1990, the bottar fell out., It was as if all our
governrents had hit the wall, at the sare tire., Our states
struggled with multi-billion-dollar deficits, Our cities laid off
thousands of employees. Our federal deficit ballooned toward $400
billion,

Since the tax revolt first swept the nation in 1978, the
Arerican people have deranded, in election after election and on
issue after issue, more performwance for less money. And yet, dur-
ing the current recession, our leaders have debated the sare old
options: fewer services or higher taxes,

Today, public fury alternates with apathy, We watch breath-
lessly as Eastern Europe overthrows the deadening hand of
bureaucracy and oppression, B‘ut at hore we feel irpotent. Our
cities succurb to mounting crime and poverty, our states are hand-
cuffed by staggering deficits, and Washington drifts through it all
like 30 square riles bounded by reality.

Yet there is hope, Slowly, quietly, far from the public
spotlicht, new kinds of public institutions are ewerging., They are
lean, decentralized, and innovative, They are flexible, adaptable,
quick to learn new ways when conditions change, They use carpeti-
tion, custaver choice and other non-bureaucratic wechanisrs to get
things done as creatively and effectively as possible., And they
are our future,

Our thesis is simple: The kind of governments that developed

3

during the industrial era, with their siuggish, centralized
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bureaucracies, their preoccupation with rules and regulations, and
their hierarchical chains of carmand, no longer work very well.
They accarplished great things in their tire, but sarewhere along
the line they got away frow us, They becare bloated, wasteful, in-
effective. And when the world began to change, they failed to
change with it. Hierarchical, centralized bureaucracies designed
in the 1930s or 1940s simply do not function well in the rapidly-
changing, inforration-rich, knowledge—intensive society and econary
of the 1990s. They are like luxury ocean liners in an age of su-
personic jets: big, curbersome, expensive and extremely difficult
to turn around. Gradually, new kinds of public institutions are
taking their place,

Government is bardly leading the parade; sirilar transforwa-
tions are taking place throughout Arerican society. Arerican cor-
porations have spent the last decade raking revolutionary changes:
decentralizing authority, flattening hierarchies, focusing on qual-
ity, getting close to their custorers——all in an effort to rewain
corpetitive in the new global rarketplace. Our voluntary, non-
profit organizations are alive with new initiatives. New "partner-
ships" blossomr overnight—between business and education, between
for-profits and nonprofits, between public sector and private. It
is a= if virtually all institutions in Arerican life were strug-
gling to adapt to some massive sea change—striving to becare rore
flexible, rore innovative and rore entreprgnéixrial.

Over the past five years, as we have journeyed through the

landscape of governmental change, we have sought constantly to un-
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derstand the underlying trends. We have asked ourselves: What do
these innovative, entrepreneurial organizations have in carmon?
What incentives have they changed, to create such different behav-
ior? what have they done which, if other governwents did the same,
would make entrepreneurship the norr and bureaucracy the ﬁ@tim?
The carron threads were not hard to find, Most entrepreneur-
ial governments prarote gorpetition between service providers,
They empower citizens by pushing control out of the bureaucracy,
into the corrunity, They measure the perforrance of their agen-
cies, focusing not on inputs but on outcares. They are driven by
their goals—their missions—not by their rules and regulations,
They redefine their clients as custaorers and offer ther choices—
between schools, between training programs, between housing op~
tions, They prevent problers before they ererge, rather than sinp-
ly offering services afterward. They put their energies not only
into spending money, but earning it, They decentralize authority,

erbracing participatory ranagerent. They prefer market mechanisrs

to bureaucratic rechanisrs, And they focus not simrply on providing
‘public services; instead, they catalyze all sectors—public, pri-
vate and voluntary——into action to solve their cammunity's prob—
lers,

We believe that these ten p:rinciples, which we describe be-
low, are the fundarental principles behind this new forr of govern-
rent we see ererging: the spokes that hold together this new wheel,

Together they form a coherent whole, a new model of government,
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They will not solve all of our problers, But if the experience of
organizations that have erbraced ther is any guide, they will solve
the rajor problers we ekperimce with bureaucratic govermmwent,
CATALYTIC GOVERNMENT: STEERING RATHER THAN ROWING

Traditional governrents use their tax dollars primarily to
create public bureaucracies that deliver services: public schools,
public transit systers, public welfare departments. Caught between
rising service derands and falling revenues, entrepreneurial
governments increasingly use their resources to act as catalysts
and brokers—leveraging private sector actions to solve problews.

E.S. Savas, a veteran of the Lindsay adrinistration in New
York and the Reagan adrinistration in Washington, first introduced
the metaphor of steering vs, rowing, The word "govern," he pointed
out, cares fror a Greek word that means "to steer." Most of us un-
derstand that government's prirmary role is to steer society. What
we fail to understand is that when goverrment rows as well as
steering, it often loses the flexibility it needs to steer effec-
tively, particularly in times of rapid change. To vary the reta-
phor: If policy rakers can only "buy" services from their own
bureaucracy, they becore captive of sole-source, mwonopoly sup-
pliers.

This becare: a problemr as soon as they decide to change tiicir
strategies. When they want to rmove their welfare departments into
the business of training, educating and placing people in jobs, for

instance, they are stuck with caseworkers who have the wrong
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skills. The solution is to keep policy decisions within public
hands but contract with or empower separate organizations (public,
private, nonprofit, or voluntary) to produce services, depending
upon who can best do the job,

Consider St. Paul, Minnesota. Fifteen years ago, St. Paul
was a down-at-the-heels, frostbelt city that appeared to be dying.
George Latirer, elected rayor in 1975, knew he would never have the
tax dollars he needed to solve St, Paul's problers. So he set out
to "leverage the resources of the city"--"carbining ther with the
ruch rore prodigious resources of the private sector."

Latimer started with the downtown, the most visible syrbol of
St. Paul's ralaise. He and his deputy mayor, Dick Broeker, dreamed
up the idea of a private developrent bank, capitalized with founda-
tion money, to catalyze investment in Lowertown, the worst downtown
area, Tn one decade, the corporation triggered $350 million in new
investrents—leveraging its own roney 30 or 40 to one, By 1988

Lowertown generated nearly five times the property taxes it had ten

years before.

Latirer created a second ccrporation to develop the nation's
first downtown—wide hot water heating syster; a third to develop
affordable housing. He used voluntary organizations to operate
recycling progrars, to perforr energy aulits and even to ranage a
park, He turned garbage collection and the city's Youth Services
Bureau over to the private sector. He used rillions of dollars

worth of volunteers' tire in the city's parks, recreation centers,
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libraries and health centers. And he created rore partnerships
with foundations than any city before or since,

By constantly catalyzing solutions gutside the public gector,
Latirer increased his goverrment's impact while trimming its staff
by 12 percent, keeping budget growth below the rate of inflation,
and reducing the city's debt, Without rassive lay-offs—in fact,
while enriching the lives of public erployees—he gave voters what
they wanted: a government that did more but spent less.
COMMUNITY-OWNED GOVERNMENT :

EMPOWERING RATHER THAN SERVING

As they shift into a more catalytic role, entrepreneurial
governrents push control of rany services out of the bureaucracy,
into the community. Traditional public progrars erpower
bureaucrats and professionals, not families and corrunities. They
give the police, the doctors, the teachers and the social workers
all the control, while the people they are serving have none. "Too
often," says Mayor Latirer, "we create progrars designed to collect
clients rather than to ewpower communities of citizens.”

Wwhen we do this, we underrine the confidence and carpetence
of our citizens and comrunities., We create dependency. It should
core as no surprise that welfare dependency, alcohol dependency and
drug dependency are auwig our most severe problens.

Entrepreneurial public organizations erpower farilies and
cammunities to solve their own problems. They encourage the

tenants of public housing to wanage their own developrents—as Jack
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Rerp's Departirent of Housing and Urban Developrent (HUD) does.

They give parents a genuine say in how their children's schools are
run—as New Haven and Chicago do. They help welfare rothers becare
their children's first teachers, as Bill Clinton's Hare Instruction
Prograr for Preschool Youngsters (HIPPY) does in Arkansas,

It is simple cammron sense: farilies and corrunities are more
conritted, more creative, and rore caring than professional service
bureaucracies. (They are also cheaper,) Schools controlled at
least in part by parents perforr far better than schools controlled
by "professionals," according to education research. Head Start
centers run by parents rake the greatest long-term impact on chil-
dren's lives. The only glear of hope in an otherwise bleak public
housing landscape cormes when résidents wanage or buy their own
properties, Why? Because people act differently when they have
sore control over their own environrent,

Wwe have an inspiring example of this -lesson right here in
washington, The Kenilworth-Parkside Resident Management Corpora-
tion, chaired by Kiri Gray, has transforwred one of the city's worst
public housing develomments, The drug dealers who once used
Kenilworth-Parkside as an open—air drug market are gone. Teenage
pregnancies have plunmeted, The crire rate has fallen fromw 12-15
crures a month—one of the highest levels in the city—down to two.
Sare 700 residents have gone to college,

In 1986, the accounting firm Coopers & Lybrand released an

audit of Kenilworth-Parkside. During the first four years of
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tenant ranagerent, it reported, rent collections increased 77
percent—seven tires the increase at public housing citywide. Va-
cancy rates fell from 18 percent—then the citywide average—down
to 5.4 percent. The Resident Management Corporation helped at
least 132 residents get off welfare, If these trends continued,
Coopers & Lybrand concluded, the first ten years of resident wan—
agerent would sav; the city $4.5 rillion,

QOMPETITIVE GOVERNMENT: INJECTING

COMPETITION INTO SERVICE DELIVERY

In traditional governrents, monopoly is the Arerican way. We
assure that each neighborhood should have one school, each city
should have one police force, each region should have one organiza-
tion driving its buses and operating its comruter trains. When
costs have to be cut, we eliminate anything that sracks of
dupl ication—assuring that consolidation will save money.

Yet we know that wonopoly in the private sector protects in-
efficiency and inhibits change, It is one of the enduring paradox-
es of Arerican ideoclogy that we attack private monopolies so fer-
vently but erbrace public monopolies so warrmly. -

Milwaukee has used corpetition between private health
raintenance organizations (HMOs) to lower the cost of insuring its
erployees, Community School District 4, in East Harler, has used
carpetition between public schools to prod every school to improve,
Phoenix, a city of almost 1 willion, has used corpetitive bidding
in garbage collection, street repair, landfill operation, custodial

services, security, and other areas,
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Phoenix first decided to contract out garbage collection in
1978, during a fiscal crisis. It divided the city into districts
and bid out one district at a time, on a long-terr contract.

Surprisingly, the Public Works Departwent decided to compete,
Three tirmes it subritted bids, and three tires it lost, But the
losses forced its managers and employees to get serious about ir-
proving their operations. Management let the drivers redesign
their own routes and work schedules, Together they refined their
trucks and becare a technology leader in the industry., Together
they created labor-management conrittees to work out better ways to
do things. 2nd gradually they got their costs down,

In 1984, the departrent finally won a contract., By 1988, it
had won back all five districts, "Over a l0-year period you see
the costs for all the other city progrars going up," says Ron
Jensen, who runs the department, "Solid waste costs have gone down
by 4,5 percent a year, in real, inflation-adjusted dollars.”

To make sure the bidders are all carpeting on a level playing
field, the city auditor's office exarines each bid, public or pri-
vate, City Auditor Jim Flanagan says he has discovered that vthere
is no truth in the old saw that business is always rore efficient
than government, The important distinction is not public vs. pri-
vate, it is monopoly vs, competition: "Where there's competition,
you get better results, wore cost—consciousness, and superior ser-
vice delivery."

MISSION-DRIVEN GOVERNMENT:
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TRANSFORMING RULE-DRIVEN ORGANIZATIONS

Most public organizations are driven not by their missions,
but by their rules and their budgets. They have a rule for every-
thing that could conceivably go wrong and a line iter for evety
sub-categofy of spending in evez& unit of every departrent. The
glue that holds public bureaucracies together, in other words, is
like epoxy: it cares in two separate tubes, One holds rules, the
other line iters. Mix ther together and you get cement.

Entrepreneurial governrents dispense with both tubes. They
get rid of the old rule books and dissolve the line iters. They
define their fundamental missions, then develop budget systers and
rules that free their employees to pursue those missions.

We embrace our rules and red tape to prevent bad things frar
happening, of course. But those same rules prevent good things
frow happening. They slow government to a snail's pace. They make
it iwpossible to respond to rapidly changing environrents. They
build wasted time and effort into the very fabric of the organiza-
tion. |

There are many exarples: our civil service systers, our ac-
counting systers, our purchasing systers. But consider just one:
the line-iter budget system.

Line iter budgets encourage ranagers to waste money. If a
ranager does not spend his entire budget by the end of the fiscal
year, three things happen: he loses the money he has saved; he gets

less next year; and the budget director yells at hir because he
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asked for too wuch last year! Who in their right rind would save
any money, under those circurstances? This explains the nomral
end-of-the-year rush to spend money, Most public managers know
where they could save 10 to 15 percent, but they have no incentive
to do so, Why go through the pain of transferring or laying people
off, if you can't keep the money and use it for sarething more im-
portant?

Under the duress of Proposition 13, Fairfield, California in-
vented a solution. A dozen of other cities have already copied it,
several states are in the process of adopting their own versions,
and several nations have moved in the sare direction, We call it a
"rission-driven budget," It makes two simple changes, First, it
does away with line items, leaving one basic budget for each pro-
grar or agency. This gets legislators out of the business of dic~
tatinc inputs and frees managers to shift resources to where they
can be most productive, (If the legislatue is srart, it shifts
into the business of reasuring and funding outcomes—which gives it
far rrore‘genuine control,) Second, it lets ranagers keep part or
all of any roney they can save, to use on new priorities. This
gets ther acting like they're spending their own money, rather than
soreone else's.

Say the police departrent is spending $500,000 a year on new
squad cars but 'really needs a new. corputer syster, Norrally the
chief would not risk asking the City Council to shift the money,

because he might lose the squad car line iter but never get the
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corputer funds. Under a wission—driven budget, he could save
$200,000 a year on cars for three years running, then use the
$600,000 to buy the computer syster,

Fairfield's police deparﬁrent illustrates the contrast be-
tween the twd bhdget wsten"s. Its city budget cares the new way,
but it still hustles a fair nurber of federal Qrants, which care
the old way. "It's arazing," says Chuck Huchel, chief of public
safety. "The same people behave differently with the two strears
of money, With the federal grants, we prepare a budget in advance,
and we put on all the bells and whistles, all the frills—we try to
anticipate everything we might need. Wwhen we get an authorization,
we spend everything that's on the list, whether we need to or not.
... You don't have incentives to rake the cost savings, because if
you don't spend it you give it back,

"%ith the city money, they know that any savings they wake
can be applied to other progrars or other equiprent. So you say,
‘Hey I don't actually need this to make the program work, so I'r
not going to spend it,' Plus they get creative about saving money.
we needed a weather covering over a gas purp, to protect people
fror the rain when they were gassing up their vehicles. The ar-
chitectural design to make it like a gas station came to around
$30,000. We thought that was outrageous. So sarebody said, ‘What
about these bus stop covers—the glass-enclosed ones?’ We checked,
and they cost $2500. We put one of those up, and it works fine."

RESULTS-ORIENTED GOVERNMENT:

67-060 O - 93 - 2
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FUNDING OUTOOMES, NOT INPUTS ]

If we let up on the rules and line itews, a legislator right
ask, how do we hold the adrinistration accountable? What happens
if the rranager-s don't perforn? what if they use half their budéet
for travel?

The answer is simple: entrepreneurial governments shift ac-

countability fror inputs, like line iters, to outcares, They rely

on inforration about the results (both cost and quality) of govern-
rent prograrms to detect fraud and abuse,

Traditional public institutions focus almost exclusively on
inputs. They fund schools based on how rany children enroll; wel-
fare based on how rany poor people are eligible; police departwents
based on police estirates of manpower needed to fight crime. They
pay little attention to outcares—to results. It doesn't ratter
how well the children do in one school vs, another, how many poor
people get off welfare into stable jobs, how much the crime rate
falls or how secure the public feels, 1In fact, schools, welfare
departrents and police departments typically get maore money when
they fail: when children do poorly, welfare rolls swell, or the
crire rate rises,

Entrepreneurial governwents seek to change these incentives,
They measure outcares and reward success,

To see the full power of perforrance measurement, one has
only to visit Sunnyvale, California, a city of 120,000 in the heart-
of the Silicon valley. Sunnyvale's managers wmeasure the quantity,

quality and cost of every service they deliver,
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Because the City Council has this information, it no longer
votes on line iters: it votes on service levels, It does not tell
the Departwent of Public Works: "We want to spend $1 million
reconstructing highway A, $500,000 repairing roads B, C and D, and
$250,000 filling potholes throughout the city." Instead it defines
the results it wants: 80 percent of deteriorated road surfaces
brought up to excellent condition; or 90 percent custarer satisfac-
tion with the parks; or 75 percent of job trainees placed in jobs,

If a unit exceeds its objectives, its manager is eligible for
a bonus of up to 10 percent of his or her salary., The new service
level then becomes the expected target for the next year—thus
ratcheting up perforrance, year after year.

This syster cenerates trewendous productivity, Between 1985
and 1990, Sunnyvale's average cost per unit of service went down 20
percent, after factoring out inflation. In 1990, when it corpared
its own costs to those of similar size and type cities, Sunnyvale
found that it used 35-45 percent fewer people to deliver most ser-
vices, Its enployees were paid wore, but its operating budget was
still near the low end of corparable cities, and its per—capita
taxes were lower than those of any carparable city in its sample,
CUSTOMER-DRIVEN GOVERNMENT: MEETING
THE NEEDS OF THE CUSTOMER, NOT THE BUREAUCRACY

The best way to tie spending to results, when practical, is
to give the resources directly to the custorers and let ther choose

their service provider, based on inforration about quality and
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price. This forces providers (job training vendors, child care___
centers, landlords) to carpete to offer the best deal to their
custarers, It also gives the custarers a choice of different ser-
vices,

Putting resources directly in custorers' hands is hardly a
radical idea. Vouchers and cash grants have been around for
decades, Food stamrps are vouchers, Our largest housing subsidy-—
the rortgage interest tax deduction—is the equivalent of a
voucher. Pell grants, the prirmary form of federal aid to college
students, are like vouchers: their recipients can use ther at any
accredited college or technical school,

Perhaps the best contrast between a syster that funds
custarers and one that funds institutions occurred after World War
II, when our solciers came hare. To pay for their college educa-
tions, Congress passed the GI Bill—perhaps the most successful so-
cial prograr in Arerican history. Congress didn't fund GI Col-
leges; it let every GI pick an accredited university, college or
technical school and offered to pay for it. With this act, Con-
gress turned millions of battle-scarred young men into the educated
backbone of a 30-year econarwic boor,

In health care, Congress took the rore traditional route, It
built GI hospitals, and it assigned veterans to specific hospitals.
One syster let custarers choose their institution, hence prarvoting
corpetition; the other syster assigned custorers to institutions

that could take ther for granted, because they were monopolies,
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Which worked better, the GI Bill or Veterans Hospitals?
ENTERPRISING GOVERNMENT:
EARNING RATHER THAN SPENDING

In 1990, Ace-Federal Reporters Inc. offered to pay the Feder-
al Enerqgy Requlatory Conmwission (FERC) for the privilege of tran-
scribing its hearings, Ace had discovered, over the previous eight
years, that it could rake whopping profits by selling transcripts
to the hundreds of law firms that argued before FERC every year.
When FERC rebid the contract in 1990, three of Ace's corpetitors
offered to perforr the service for free, But Ace went ther one
better: it volunteered to pay $1.25 rillion,

FERC turned down the offer. As FERC officials explained,
they couldn't keep the money. They would have to turn it over to
the U.8, Treasury, and they would have to hire a clerk to set up
the account and ronitor the contract, To FERC, in other words, it
was an expense, not a source of revenue, Wwho needed it?

Ace sued, of course. "I never thought'I'd see the day that
1'd have to sue the government to force ther to take money," its
lawyer mused.

This is a particularly glaring exarple, but similar stories
unfold every day of the year, in virtually every govermment in
Arerica, Our budget cystems drive people to spend money, not to
rake it, And our ewployees oblige., We have 15 rillion trained
spenders in Arerican govermment, bﬁt very few people who are

trained to make woney. In most governments, few people outside of
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the finance and revenue departwents even think about revenues—ruch
less profits. But can you iragine the creativity we could turn
loose if our employees thought as ruch about how to make money as
they do about how to gpend it?

Pressed hard by the tax revolts of the 1970s and '80s and the
fiscal crisis of the early '90s, entrepreneurial governments are
increasingly searching for non-tax revenues. They are reasuring
their return on investrent, They are recycling their roney, find-
ing the 15 or 20 percent that can be redirected, Sare are even
running for-profit enterprises.

Orlando, Florida, organizes much of its work under "enter-
prise funds"—agencies that have to cenerate their own revenues.
Last year Orlando collected $100 million in taxes—-but $130 rillion
in profits and fees, Over the past decade, oOrlando's enterprise
funds and public authorities have build nearly $2.5 billion worth
of facilities—an expanded éirport, a new basketball arena, waste
watger treatrent plants—with virtvally no subsidy frqr local tax-
payers.

Orlando's crowning achievement is a new City Hall, which the
city built virtually for free, To avoid dipping into general
revenues, Mayor Bill Frederick asked developers to carpete for con-
tract, in exchange for the right to build two office towers next
door, Ground rents froar the towers will pay off the city's bonds,
probably within 15 years, and Orlando will get 20 percent of net
rental proceeds frar the office building (over a set incare level),

plus 20 percent of the proceeds from any sale or refinancing,
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After 75 years, the entire project will revert to city owner-
ship. By then, the city estimates, it will have collected $700
rillion in ground rents and the project will be worth $§3 billion,
ANTICIPATORY GOVERNMENT:

PREVENTION RATHER THAN CURE

Bureaucratic governments spend little timre or money on pre-
ventAion. Because they are programmed to think of government as
service delivery, they typically wait until a probler becares a
crisis, then offer new services to those affected—the hareless on
the street, communities victirized by violence, school drop-outs,
druc users, Hence we spend enormous arounts treating symptoms—
with rore police, wore courts, rore jails, more housing progrars,
more welfare payments, and higher Medicaid outlays—while pre-
vention strategies go begging.

Entrepreneurial governments approach problems very differ-
ently, Like Scottsdale, Arizona, they require sprinkler systems in
all mew buildings rather than paying for ever larger fire depart-
rents. Like New Jersey, they help people before they lose their
homes rather than building more shelters, Like Suffolk County, New
York, they ban non-recyclable plastic packaging rather than build
new landfills,

Entrepreneurial govermments zlso do everything they can to
anticipate the future—to give therselves radar, They practice
strategic planning. They use "life-cycle costing,” w?uich details

not just the initial costs of programs or purchases, but their
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raintenance and other long-terr costs, They develop budget and ac-
counting systers that force politicians to look at the long terr
implications of all spending decisions,

Sunnyvale, California, exemplifies anticipatory governrent.
Sunnyvale's budget projects the consequences of every decision out
10 years., If the City Council is deciding whether to repair a
highway, the budget shows that the cost will quadruple in three
years if nothing is done. If the Council is deciding whether to
buy land for a park, the budget shows what it will cost to staff
aﬁd raintain the park for 10 years.

This process makes the long-termr costs of decisions painfully
clear to the press and the public, It has changed the behavior of
the Council. "In the richt environment, all of the myths about how
elected officials behave have come falling down for re," says City
Manager Tor Lewcock. "They don't have to be short range thinkers, '
they can be long range thinkers. They don't have to be people who
say, ‘I know this is rmore important than that, but we're going to
spend our time on that, because I've got constituents on my back,!
They don't have to be any of those things.”

DECENTRALIZED GOVERNMENT: FROM
HIERARCHY TO PARTICIPATION AND TEAMWORK

Sixty years ago centralized institutions were indispens:ble,
Inforration technologies were priritive, cammunication between dif-
ferent locations was slow, and the public work force was relatively

uneducated, We had little alternative but to bring all our public
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health employees together in one hospital, all our public works emr—
ployees together in one organization, all our bank regulators to-
gether in one 6: two huge institutions, so inforration could be
gathered and orders dispensed efficiently. There was plenty of
tire for information to flow up the chain of carrand and decisions
to flow back down,

But today inforration is virtually liritless, communication

between remote locations is instantaneous, rany public-erployees
are well educated, and conditions change with blinding speed.
There is no time to wait for information to go up the chain of com-
rand and decisions to core down. Today things work better if those
laboring in public organizations—schools, public housing develop-
ments, parks, training progrars—have the authority to make rany of
their own decisions.

Consider the experience cf General W, I.. (Bill) Creech, who
ranaged the Tactical Air Cormand fror 1978 through 1984, When
Creech took over, nearly half of TAC's 3,800 planes could not fly,
on any given day, because of mechanical problers, The nurber of
training sorties flown by TAC pilots had dropped 7.8 percent a year
for nearly a decade, Pilots who felt they needed 25 hours of fly-
ing tirne a month to stay c/ctrbat ready were getting 15 or less, For
every 100,000 hours flown, seven planes were crashing—rany becéuse
of faulty raintenance, Pilots, rechanics and technicians were
leaving TAC in droves. "The U.S, rilitary was caring apart,"”

Creech later confided, "It was worse than you think."
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During the mid-1960s, Creech had observed Defense Secretary
Robert McNarara's passion for centralization and standardization.
Creech believed that passion was TAC's biggest probler. Everything
was standardized, and everythiné was centralized: raintenance,
parts, planning, scheduling, Every single repair call had to go
through the centralized raintenance shop, called "Job Control™—a
process that slowed maintenance down to a crawl. Moving one F-15
part through the supply syster, Inc, Magazine reported, "required
243 entries on 13 forrs, involving 22 people and 16 man hours for
adrinistration and record keeping,"

Creech decided the cure was radical decentralization, He
took the mechanics and airplanes out of the central pool and as-
signed ther to sguadrons—the 24-pilot teams, each with its own
nare, syrbol and fierce loyalties, that had entered Arerican folk-
lore during WWII, He gave control over maintenance and sortie
schedules to each squadron, He had the sguadron insignia—the same
as the pilots and mechanics now wore—painted on each plane. and
he decentralized the supply operation, so spare parts were avail-
able right on the flight lines,

"It was not long before a strong corradery grew up between
pilots and their crew chiefs," according to Ing, "And pretty soon
one squadron was working overtire to beat the other two squadrons
in a wing, on everything fror pilot perforrance to quality of
raintenance, "

When Creech left TAC, 85 percent of its planes were rated

mission capable, up from .58 percent when he arrived, TAC could
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launch double the nurber of sorties it could when Creech arri\;ed.
The elapsed time between the order of a part and its delivery had
dropped fforr 90 to 11 rinutes. The craéh rate had dropped from one
every 13,000 flying hours to one every 50,000,

TAC accorplished all of this with no new money, no more
people, and a work fdrce with less experience than the work force
in place through the years of decline, "What was it prirarily?”
Creech asked., "We think it was organization. We think it was
decentralization., We think it was getting guthority down to the
lowest level,"

MARKET-ORTENTED GOVERNMENT:
LEVERAGING CHANGE THROUGH THE MARKET

If a typical Arerican had set out to buy a hare in 1930, he

or she would have saved up 50 percent of the purchase price for a

_down payment and applied at the local bank for a five—year mort-
gage, That was how banks did business., During the New Deal, the
Federal Housing Adrinistration (FHA) pioneered a new form of mort-
gage, which required only 20 percenf. down and let the borrower
repay over 20 (and later 30) years., Other government corporations
created a secondary market, so banks could resell these new loans,
And the banking industry converted,

Today Qe take our 30-year, 20-percent-down-payrent mortgages
for granted, because the federal government changed the market-
place. Ask yourself: would we be better off if the FHA had created

half a dozen low- and moderate-income housing progrars?
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What the FHA did, in essence, was structure the rarketplace
to fulfill a public purpose., This is a powerful and econorical way
for governments to accorplish their goals, By finding the incen-
tives that can leverage rillions of decisions, governwent can often
accorplish far wore than it can by funding Adrinistrative progrars,

Think of the way sare states have handled litter fror bottles
and cans, Rather than creating elaborate and expensive recycling
programs, they have simply required buyers to pay a five cent
deposit on each bottle or can—to be returned when the bottle or
can is returned, Anyone who lives in a state with a "bottle bill™
can see the draratic difference it makes: less broken glass in the
parks, less litter on the streets, less garbage‘ in the landfills,

Arerican governrents have always used rarket mechanisrs to
achieve their goals, to one degree or another. We have long used
tax incentives to influence individual and corporate spending, We
have long used zoning to shape the growth of our carmunities., we
have always set the rules of the rarketplace—and often changed
ther when we wanted different outcares,

But when confronted with a probler, wost people in governrent
instinctively reach for an adrinistrative prograr, They believe
their jobs is to "run things"—not to structure a marketplace,

They share an unspoken assurption with a deputy mayor of Moscow E.
S, Savas met several years ago. An old guard Communist, he
listened skeptically as Savas discussed the need for a variety of

service delivery strategies in Arerica's diverse and complex
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cities. Finally he announced, with great finality: "“You cannot
have each station raster raking up the railroad schedule! It's got
to be centralized; sorebody's got to control it,'"

In reality, of course, cities, states and nations are not
ruch like railroads. They don't have rmaster schedules, They don't
~ operate on one set of rails. They don't have one task. They are
ruch more like rarkets: vast, carplex aggregations of people and
institutions, each constantly raking decisions and each adjusting
to the other's behavior based on the incentives and information
available to ther,

Think of the challenges facing our governments today: a
health care syster in crisis; an environment threatened as never
before; a global economy in which Arerican workers need dramatical-
ly better education and training throughout their careers; a chang-
ing farily structure that makes quality child care virtuvally a
necessity. Ask yourself if our governments have the capacity to
solve these problems by raising taxes and spending rmore money. In
today's fiscal and political climate, the answer is clear. Just as
FDR's New Deal could not afford to build all the roderate-income
housing Arericans needed, our governrents today cannot afford to
supply all the health care, environmental protection, job training
and child care we need. The very thought is inconceivable.

If this is true, it means that goverrmwent has no choice but
to find a rarket approach. Our governwents must consciously use

their immense leverage to structure the market, so that rillions of
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businesses and individuals have incentives to weet our health care,
child care, job training and enviranwental needs. Not surprising-
ly, this is precisely where they are heading,

A THIRD CHOICE

Most of our leaders still tell us that there are only two
ways out of our repeated public crises: we can raise taxeé, or we
can cut spending, For al:roét two decades, we have asked for a
third choice. We do not want less education, fewer roads, less
health care. Nor do we want higher taxes, We want better educa-
tion, better roads and better health care, for the sare tax dollar.

Unfortunately, we do not know how to get what we want.

Ronald Reagan talked as if we could simply go into the bureaucracy
with a scalpel and cut out pockets of waste, fraud and abuse. But
waste in government does not core tied up in neat packages. It is
warbled throughout our bureaucracies. It is embedded in the very
way we do business. It is erployees on idle, working at half
speed—or barely working at all, It is people working hard at
tasks that aren't worth doing, following regulations that should
never have been written, filling out forms that should never have
been invented.

Waste in governwent is staggering, but we cannot get at it by
wading through budgets and cutting line iters, As one observer put
it, our governments are like fat people who must lose weight, They
need to eat less and exercise more; instead, when roney is tight

they cut off a few fingers and toes.
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To melt the fat, we must change the basic incentives that
drive our gavermments, We must turn bureaucratic institutions
into entrepreneurial institutions, ready to kill off obsolete in—
itiatives, willing to do more with less, eager to absorb new ideas.

The lessons are there: our rore entrepreneurial govermrents
have shown us the way. Yet few of our leaders are listening, Too
busy clirbing the rungs to their next office, they don't have tire
to stop and look anew. So they rermain trapped in old ways of look-
ing at our problers, blind to solutions that lie right in front of
ther. This is perhaps our greatest sturbling block: the power of
outdated ideas. As the great econarist John Maynard Keynes once
noted, the difficulty lies not so much in developing new ideas as
ir. escaping fror old ones.

The old ideas still erbraced by most public leaders and
political reporters assure that the important question is how ruch
governrent we have—not what kind of goverrment. Most of our lead-
ers take the old rodel as a given, and either advocate more of it
(liberal Democrats), or less of it (Reagan Republicans), or less of
one prograr but more of another (roderates of both parties).

But our fundarental probler today is not too much governwent
or too little goverront. We have debated that issue endlessly
since the tax revolt of 1978, and it has not solved our problé:rs.
Our fundarental probler is that we have the wrang kind of ggggm;
nent. We do not need rore goverrmment or less governrent, we need
better govem'nent. To be wore precise, we need better governance.

Governance 1s thc process by which we collectively solve our
problers and meet our society's needs, Government is the instru-
rent we use. The instrurent is outdated, and the process of rein—

vention has bequn. We do not need another New Deal, nor another
Reagan Revolution, We need an Arerican perestraika.
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REePRESENTATIVE HAMILTON. Thank you very much.
Now, we'll turn to a couple of the practitioners. Governor Weld,
we're pleased to have you and you may proceed, sir.

STATEMENT OF THE HONORABLE WILLIAM F. WELD, GOVERNOR,
COMMONWEALTH OF MASSACHUSETTS

GovernorR WELD. Thank you very much, Mr. Chairman, and members
of the Committee, and Senator Lieberman. You're doing the right thing
in focusing attention on the ideas in this book.

My view is that the ideas in this book and Mr. Osborne's earlier
book, The Laboratories of Democracy, are going to dominate the dis-
course over the next several years on the structure of government.

The Chairman rightly pointed out that the Feds have been largely ab-
sent from this debate in recent years, and that's a shame because the
Feds are the 800-pound gorilla, in terms of those 15 million people that
work full time for government.

So I think you're performing an important service in shining the spot-
light on these principles.

I've been in office at the state level for only a little over a year. I did
spend seven years as a Fed in the Reagan Administration. But I can't
imagine that anybody could have devoted more of their energy to im-
plementing the ten principles of David Osborne and Ted Gaebler than
we have in Massachusetts.

We really do try to ask ourselves along the way, why is government
performing this service? Could somebody else do it better? We've de-
voted a great deal of effort to privatization. I'll give you a couple of
examples.

When we came into office, we had 34 hospitals to serve a census of
6,000 people in the mental health, public health, mental retardation
area. They had been built to serve a census of 36,000 people. So they
were operating at about 16 percent of capacity.

The taxpayers were paying for heating all these campuses during the
winter, although they were largely unpopulated. We put together a
learned commission, much like the federal base-closing commission in
the military area, and they recommended consolidating and closing
nine of these hospitals and essentially placing in private community
settings a number of people who had been institutionalized in the past.

This was a step away from an institutional and bureaucratized model
of delivery of government services towards what 1 would call a more
entrepreneurial one.

We have found that not everything works. Some principles in the pri-
vatization area have emerged. I would agree with Mr. Osborne that it's
not a question of having a prejudice in favor of the private sector over
the public. It's simply a question of having a preference for getting the
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advantages of price competition and quality competition over the disad-
vantages of a monopoly.

There are three conditions that in our experience you have to have
present in order to have a successful privatization or contracting out of
a service previously performed by government.

Number one, you have to be able to describe the service in a request
for proposals. You can't just say, I want to buy health care for my
prison inmates. You have to specify the availability of dental service,
optometry, acute care, and the various levels of medical attention, or
else you're not going to be able to define your product that you're con-
tracting out.

Number two, it can't be something so abstruse that there's only one
company that can do it. You need to have, by definition, more than one
vendor bidding in response to the RFP, or you don't get the benefits of
price competition.

Number three, you have to be able to monitor the performance of the
vendor to make sure you're not buying a pig in a poke.

There was a fleet maintenance contract that was sent out to the pri-
vate sector by a county out in California. There were somewhat loose
standards in the contract. Four or five years later, they wound up in
court arguing about whether the vendor had been performing.

So I do think you have to be careful about the process of privatiza-
tion and not do it in too loose or half-baked a manner. But if you are
careful, there are enormous advantages for the taxpayers in terms of de-
livering services more efficiently and, I think, often, more compassion-
ately. Those 2,000 people who had been warehoused in institutions in
Massachusetts who didn't need to be, I think, are far better off in the
private vendor-based community setting where they have more freedom
of movement and more dignity than they did in the institutional setting.

Another Osbornesque principle that we have tried to apply quite a lot
is to introduce incentives throughout the government. The biggest
budget buster we had confronting us in early 1991 was the Medicaid
program. We wanted to transform that more into'a managed-care pro-
gram so that you wouldn't have people walking in and opening the door
of the emergency room at Mass. General when they had an earache. It
costs $600 to open that door.

The way the Medicaid program was structured, the Feds would reim-
burse us for whatever the charges were. So there was absolutely no in-
centive to hold down the health-care costs in that system.

We applied for a waiver from the federal requirements. This is one
of the suggestions that I'll be making as to what the Federal Govern-
ment can do. And that lay aborning, I believe, over at OMB. It was ap-
proved fairly rapidly at HHS, but it lay on the table at OMB for more
than a year, preventing us from introducing these salutary incentives
into our system.



46

We have, in making our budget decisions, emphasized the notion of
prevention, getting in there to keep the social problem from arising
rather than spending ever more money on the so-called maintenance ac-
" counts in state government.

We pride ourselves on endeavoring to maintain the safety net for our
needy citizens. We do think it's important that that safety net function
as a trampoline rather than as a hammock.

You want to get people in and out so that you don't get these vicious
cycles of poverty and dependence on government programs.

Another analogy is that we try to pull people into the lifeboat rather
than throwing them a life preserver and leaving them in the water.

What does that mean in concrete terms? It means that we've sharply
escalated spending on a lot of the prevention accounts in our budget.
We spend more money on day care, more on the Women, Infants, and
Children program, and more on family planning, more on AIDS pre-
vention and education. :

We're doubling and tripling the spending for some of these accounts
‘because we think they buy you a lot more down the road.

Two other themes mentioned by the authors—empowerment and ac-
countability—are behind the education reform efforts that are now un-
derway in Massachusetts. At the K through 12 level, we're trying to
move away from a system where the school committee hires Uncle
Louie and Cousin Huey and Brother Dewey to work for the school de-
partment, and micromanages the system from the top all the way to the
bottom.

We want to empower the teacher in the classroom, bring the parents
more into the school room, and give the principal hire and fire authority
over the teachers and then hold them accountable for the results.

I agree with David Osborne. These notions are not liberal or conser-
vative. Mr. Osborne is a reasonable liberal Democrat. I'm a reasonably
conservative Republican.

We're absolutely on the same sheet of music on this. In our education
reform efforts in Massachusetts, probably my closest ally at this point
is one of the most liberal Democrats in the legislature, who, for the rea-
sons that these two men state, believes that we have to get away from
the micromanagement and the bureaucratic structure of the past.

Speaking of empowerment, last year we also enacted a school choice
law in Massachusetts to let parents choose which pubhc school they
want their kids to go to.

Now, some people howl that that puts pressure on the poorer
schools, because the parents will put the wood to them and say, we're
not going to send our kids here unless you shape up.

Well, I plead guilty to that. It does put pressure on those schools,
which is exactly what I think it should do. And if that results in some of
those schools shaping up, so much the better.
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I agree with what's been said about empowering the customer and
giving the customer the decision as to how to spend the money.

We apply that even to tax policy. We got through three tax cuts in
the last year. We had the income tax that went down. We repealed the
sales tax on services. We enacted a research and development tax
credit.

I've proposed in the budget for this year a further decrease in the in-
come tax, partly just to put that $150 million back in the pocket of the
taxpayers. We proposed a complete phaseout of the capital gains tax in
Massachusetts, based on the amount of time that the asset is held, and
we've proposed a variety of incentives for business to expand their em-
ployment in the state in the short run—a 20-percent investment tax
credit if you invest in plant and equipment this year, and a 90-percent
corporate tax credit if you expand your employment in Massachusetts
in 1992 by a certain amount.

I think of all of these as being catalysts to the economy.

In terms of just getting a slimmer machine, we've had a little bit of
success in consolidating our four police forces in Massachusetts, an
idea that had been kicking around for 25 years, but that finally went
through last year. The idea is to flatten the administrative structure so
that you can put more officers out on the street delivering services to
the customer.

One of our major initiatives last year was a regulatory reform effort
in which we identified 140 regulations that didn't seem to be serving
their countervailing socictal objective, and slated them for demolition.

I think my favorite example is the requirement that if you have haz-
ardous waste on your property, you have to come and get a permit from
the government before you can clean it up. And there's also a provision
for getting a waiver from the permit requirement and you can go get a
waiver. It takes eight months to get a permit. It takes ten months to get
a waiver.

There's absolutely no reason to have the whole permit apparatus in
the first place. If your goal is to make the environment cleaner, you
should want the owners of the land to clean up the property.

So we've proposed stipulating to the owner, go ahead, clean it up
yourself, essentially privatizing the whole process. But if you do it
wrong, we retain the right to come in and dig test pits and test holes
and borings. If you do it wrong, we're going to make you pay triple and
maybe even fine you or prosecute you if you did it wilfully wrong.

But nine landowners out of ten, who are interested in developing a
piece of property, are going to be very pleased to go ahead and take the
risk of doing it wrong. There's also a requirement in our proposal that
the work be done by a licensed or certified hazardous waste clean-up
company to guard against the dangers of do-it-yourself efforts going

awry.
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We're one of the four states that David mentioned who have intro-
duced outcome measurements into our entire state budget. It's a little
creaky still. In some portions of the budget, I think I would accuse us of
reciting outputs more than outcomes, which is not totally desirable.

My office, for example, is supposed to field so many thousand tele-
phone calls and answer so many pieces of constituent mail. It looks al-
most ridiculous when you particularize it to that extent.

But we're working towards the type of outcome measure that these
authors have written about, asking not how much are we spending on
street-cleaning or how many trucks we have out there, but how clean
are the streets? Not how many teachers are there in the school, but what
are the kids learning?

I think that is the wave of the future. And it's amazing to me that gov-
ernments have been so slow to step up to the plate and say, okay, judge
us by what we're doing and measure the results of our performance.

In terms of suggestions for the Federal Government, in keeping with
the principle of decentralization, I would think that streamlining the
waiver process for states to be able to be the laboratories of democracy
and to experiment would be one good idea. _

Another would be to keep an eagle-eye out on those mandates that
seem to pass the Congress with some frequency. The 101st Congress
passed 20 pieces of legislation with new mandates for the states that are
going to cost the states about $15 billion, mandating the cleaning up of
junk yards and the training of merchant marines.

There have been 125 bills filed thus far in the 102nd Congress that
would mandate additional financial burdens on the states.

I think you have to be careful about that. I introduced a resolution at
the National Governors meeting last month asking the Feds to fund any
mandates that are visited on the states in the future, and it passed on a
voice vote, with nobody really objecting.

You can do it. We do it now in Massachusetts. We have a state law
that says if we mandate any responsibility on the cities and towns, we
have to pay for it, Proposition 2-1/2, and it seems to work okay in
Massachusetts.

But in terms of specific, comprehensive proposals that have been put
through at the federal level, I'd love to see Senator Roth's bill enacted
and I'd love to see the empowerment and customer-oriented philosophy
of Mr. Pinkerton in the White House applied more broadly in this town.

Thank you very much, Mr. Chairman.

[The prepared statement of The Honorable Mr. Weld follows:]
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PREPARED STATEMENT OF THE HONORABLE WILLIAM F. WELD

Thank you, Mr. Chairman.

I appreciate having the opportunity this morning to testify
on one of my favorite topics -~ reinventing government -~ and to
discuss a few things that have worked for us in Massachusetts.

I’11 say right off the bat that I‘ve become an apostle of
David Osborne and his theme of entrepreneurial government. I
think it was Anatole France who said, "When a thing has been said
and said well, have no scruple. Take it and copy it." The ten
commandments of.entrepreneurial government as set forth by
Messrs. Osborne and Gaebler were at the heart of my inaugural
remarks in January, 1991.

As I said back then, government officials in Massachusetts
for too long had "ﬁistakenly transferred dollars and decisions to
a government structure where good intentions got lost in a tangle
of bad administration."

Paul Cellucci, the Lieutenant Governor, and I set out not to
dismantle state government in Massachusetts, but to transform it,
to make it work as hard and as well as those who pay its bills.

Since ivi.en, we’ve found several tenets of entreprencurial
government particularly applicable. We’ve reintroduced market
forces to state government. We’ve invested in prevention
programs that avert more costly problems down the road. We've
instituted performance-based budgeting, getting our spending

decisions focused on results, not inputs. We’ve bequn a four-
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year regulatory reform effort to make sure the laws on our books
conform to present-day needs. We’ve remembered who we are there
to serve; we’ve remembered to focus on our customers, the
taxpayers. And we’ve cut taxes, and will continue to do so, to
spur investment and limit the unnecessary growth of government.

Not every initiative has been a success -- I agree with Tom
Peters’ point that David and Ted raise in their book -- some
mistakes are inevitable, because if you don’t fail occasionally,
you‘re not trying hard enough to succeed.

But at the same time, I aiso subscribe to a slogan from one
of my commissioners who fights constant battles against an
entrenched bureaucracy, and that is: "Don’t confuse efforts with
results."

Along the way, we’re always asking why? Why are we
performing a function a certain way? And why are we doing it at
all, if-someone in the private sector can perform just as well,
and more efficiently?

We’ve focused on privatization throughout state government,
seeing whether various services provided by government can be put
out for bid. I have the honor of seirving as co-chair ot the
National Privatization Council, and I do believe that
privatization should be a watchword for the ‘90s.

My Chief Secretary is quoted in the header to the
"Competitive Government" chapter of David and Ted’s new book,

stating what essentially is our mantra of privatization: The
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issue is not public versus private. The issue is competition
versus monopoly.

We’ve learned that letting the profit motive and competition
in on.the process creates some real economic Darwinism that can
benefit the state.

Last summer, we held a privatization conference for our
Cabinet secretaries and commissioners, both to raise their
consciousness about privatization and also to gin up ideas
throughout state government.

And with the help of John Donahue from Harvard’s Kennedy
school of Government, we came away with three important criteria
required for successful privatization programs:

1) the service involved must be one you can define
distinctly in a contract;

2) there must be more than one vendor able to perform the
service, or you lose the benefits of competition; and

3) you must be able to monitor -- in a cost-effective
manner -- the performance of the vendor, to ensure that you are
getting the intended results of the function.

One of our biggest privatization initiatives has been in
health care. When we took office, we found a public health,
mental health, and mental retardation system with 34 campuses ﬁo
take care of just 6,200 people. The system was designed to house
35,000 patients, but was operating only at about 18 percent of

capacity.
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So we appointed a learned commission -- much as you in
Congress have established a base-closiné commission -- that came
back to us and said, "Close these nine facilities, and you’ll
save $60 million a year in operating costs, along with another
$144 million in capital savings."

There have been howls of protest, but by-and-large the
protests are coming from state employee unions that see their
ranks thinning. The big picture is that we are better serving
our customer, the patients of these facilities, by placing many
of them in living situations run by the private sector, always
with individual treatment plans.

These include community-based residences, nursing homes, and
assisted-living arrangements -- places that are less intrusive
than a state institution and which provide more dignity for the
individual patient. The entire process, of course, also allows
us to better concentrate available resources on the institutions
that we’ve kept open.

Privatization has also worked in another health agency, with
the Department of Mental Health’s Partnership Clinics. When we
tcok office, many mental health clinics doing business with the
state were private non-profits that also carried about 850 state
workers performing clinical and administrative work. These
workers were paid by the state, but worked in the clinics --
hence the term partnership.

We weren’t wild about paying for employees who worked for
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private vendors, so last spring we laid off the partnership
clinic employees and then adjusted the affected vendors’
contracts by 80 percent of the laid-off workers’ wages. This
gave the non-profits full authority over those jobs, saved the
state almost $6 million in fringe-benefit costs, and rationalized
the private vendor system. .

So we’ve had success in the human services area, and we’ve
also privatized functions in several other areas of government.
In the Department of Corrections, we privatized the health care
services for the state’s 9,600 prison inmates in a deal that is
saving us more than $8 million a year.

Our state also runs about 40 skating rinks, which in the
past have lost roughly $800,000 a year. This winter we took four
of these rinks in the Worcester area, put their collective
management out to bid, and received four proposals. The winning
bidder pays the state $36,000 in rent, employs the rink workers
who previously were on the state payroll, and maintains the same
type of fee structure for the hockey teams and other skaters who
use the rinks. You can bet that come next winter, several more
of our rinks will also be privatized.

Our Registry of Motor Vehicles reached an agreement with
eight rental car agencies at Logan Airport. They’ve formed a
Fleet Processing Center Association at the airport which enables
them to process their own fleets’ registratibns. This removes up

to 150,000 annual transactions from Registry offices, which not
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only cuts down on lines but also allows the rental car agencies
to get their cars on the road a lot faster.

We formed a private commission to raise funds and re-open a
closed zoo north of Boston, saving the state at least $300,000.

And our Department of Revenue has issﬁed an RFP to privatize
the processing of 1.6 million child-support payments they receive.
each year. While no contract has been awarded yet, the
competitive process has already prompted our internal processing
division to increase productivity, and the cost of processing a
child-support check has dropped by 20 percent. We have also
issued an RFP that will allow us to use private collection
agencies to collect past-due child support, a function that the
State of Wyoming privatized with great success.

We’re also looking at several initiatives in the
transportation field. We formed a Transportation Privatization
Task Force which has just reported back to us on several options,
and our Massachusetts Highway Department is about to put out to
bid the operation of one of their districts. They are going to
turn all of their maintenance functions -- plowing, mowing,
pothole patching, the whole nine yards -- over to private nands,
and expect to realize about 10 percent savings from their $4.5
miliion maintenance budget for that district.

To make sure that privatization continues throughout our
tenure in office, we’ve set up a Privatization Support Group in

our Administration and Finance Secretariat -- our state
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equivalent to OMB. This is essentially a clearinghouse to help
various government agencies in evaluating bids, advise them on
how to write and monitor contracts, and provide cross-agency
coordination for shared functions that might be privatized.

The Osborne influence certainly has not been limited to
privatization. We’re applying many of his principles to a major
reform of our Medicaid program, which serves about 600,000 people
in Massachusetts. Medicaid traditionally has been one of the
biggest budget-busters, and now takes a $2.8 billion chunk out of
our $13.5 billion budget. From Fiscal ’88 to Fiscal 791, our
Medicaid spending grew at an average rate of 18 percent a year,
more than three times higher than the growth in the caseload.

We’ve received a federal waiver from the HCFA to implement a
managed-care system, which will put an end to the open-ended,
spiraling system where we indiscriminately pay bills that cone
our way.

By this summer, all Medicaid recipients in Massachusetts who
aren’t institutionalized -- about 450,000 people -- will be on
this new pregram, which operates much like a health maintenance
organization. Under our plan, Medicaid :recipients who once
"pinballed" all over the health-care system will now be linked to
a primary-care physician who will be required to approve all
specialty services. No more $600 emergency room visits for
someone with a minor sore throat. Our program not only fosters

preventive medicine and improves the quality of health care, it
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also saves an awful lot of money, some $90 million over the next
18 months, by bringing competition and accountability to the
provider system.

There’s a lot of talk in Massachusetts about maintaining the
safety net at the level established by the prior administration.
I do want to help the needy, but I also think it’s crucial that
the safety net act as a trampoline rather than as a hammock. You
don’t want to encourage people to stay in a human service grant
program, you want to give them every inducement to get out.

Our budget for Fiscal ‘93 actually adds about $32 million to

prevention programs that save money in the long run. We’re
spending more money on day care, more on the Women, Infants, and
Children program, more on family planning, more on AIDS
prevention and educatién -- to head off the type of problems that
are very demeaning for the people who get caught in the web of
dependency, and very expensive to the taxpayer. There’s no
question that these prevention programs give you more bang for
the buck than do the remedial'programs which focus on the problem
after it has already arisen. We’d much rather haul somebody into
a lifeboat then throw them a life preserver and leave them in the
water.

Two other themes stressed by Osborne and Gaebler,
empowerment and accountability, figure heavily in our education
programs. I believe that our economy in Massachusetts in the

coming years is going to become considerably more information-
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oriented, and geared to high-tech, knowledge-based industries,
than it already is. If we shortchange our educational
institutions, and don’t prepare our children for the high-skill,
high-wage jobs of the future, we could find ourselves out of the
swim.

I am currently negotiating with our Legislature on the final
details of an educational reform bill designed to squeeze some of
the bureaucracy out of our public education system. Generally
speaking, by using school governance councils and other methods,
we’re going to lessen the role of school committees in
micromanaging K-through-12 education and give more power to
teachers, principals and, equally important, to parents.

As part of our reform, I plan on issuing an executive order
granting state employees personal leave to volunteer in their
children’s schools and participate in their education.

We also want to abolish the tenure system for
schoolteachers. Talent, and not tenure, should determine who is
leading our classrooms. Our proposal would also allow
entrepreneurial school districts to take over the management of
ancther town’s schools, which can cut down on administrative
costs and also reward talented superintendents with extra
compensation and new challenges.

We’ve got two small towns west of Boston, for example, with
three school districts -- and three superintendents -- costing

about a quarter of a million dollars for their salaries alone.
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By consolidating the management of these districts, we could
devote more money to the classroom.

I don’t believe that everything that works in education
costs money, or that everything that costs money works. But I am
committed to these major reforms, and I have pledged to increase
educational spending in Massachusetts by up to $800 million
annually over the coming years if we can get these critical
changes in place.

We’ve recently passed legislation for a voluntary School
Choice plan in Massachusetts, which simultaneously rewards good
schools and gives parents more options for their children. We
just started the program this school year, and so far 29 school
districts and about 850 children have participated, numbers we
expect to grow exponentially as the program gets off the ground.

Another major area for reform has been in tax policy. I
agree that often the best thing that government can do is get out
of the way of economic development, but I also think we can pléy
a little bit of a role in telling people, "Come on in, the
water’s fine."

Last year we repealed a scles tax on services and enacted
the country’s most generous tax credit for research and
development. And in my State of the State remarks in January, I
proposed a number of tax cuts I think are going to promote job
creation in Massachusetts.

We proposed abolishing the Massachusetts capital gains tax
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over a six-year period depending on how long you hold the asset.
The tax is now six percent for an asset that you hold one year,
so our proposal is that if you hold it for six years, it should
be zero percent. If you hold it three years, it’s three percent.
It’s a phased-in reduction, a logical extension of Secretary Jack
Kemp’s idea of indexing.

We already decreased the state personal income tax -- from
6.25 percent to 5.95 percent -- and I’ve called for another 0.2
percent drop. This measure isn’t simply intended to get money
back into circulation, it also is intended to say to the
taxpayers, "Look, you invested in Paul Cellucci and me. We told
you our mission was to downsize state government or to control
its growth. We’ve had some success there with the help of the
Legislature, thanks to you. This is payback time. We want you to
participate in the success of our efforts, because they are also
your efforts."

I also think that reducing the revenue available for the
beast -- the beast being state government -- is one sure way of
limiting spending. I’m somewhat pessimistic about being able to
control the agpetite of the beast, because when the money Is
there, a legislature, any legislature, is going to figure out a
way to spend it.

We also called for several business tax credits, investment
tax credits, job creation credits... huge credits companies can

earn by investing in Massachusetts and creating jobs. If you
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expand rapidly in Massachusetts in 1992, you can offset the
dollar cost of that expansion up to 100 percent of your tax
liability for ’92.

I'm an unregenerate supply-sider, and I think the state is
going to get the money back through the income tax, excise tax,
sales tax -- all the taxes associated with productive economic
activity.

Other reforms to date include consolidating four police
agencies into one force. This was first recommended 26 years
ago, but apathy and turf battles kept anything from being
accomplished. What we’ve done is to eliminate overlapping police
jurisdictions, establish a single command structure, and unify
various components of police work so that more money can be spent
on putting officers out on the street, rather than on
administration.

We’ve also been proactive in conforming government policies
to the legitimate needs of individuals and businesses in
Massachusetts. After reviewing regulations in every agency of
government, we filed a package of 139 regulatory reforms last
fall to cut the thicket of unnecessary red tape.

That included changing regulations so that truckers didn‘t
have to make pit stops at four different government offices to
obtain various licenses and fees. And while we’ve maintained our
environmental standards, we also have implemented a money-back

guarantee system so that pfivate developers know their projects
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will get either a thumbs-up or a thumbs-down by a certain
deadline.

Phase Two of our regulatory reform efforts has been
industry-specific, going out to certain key industries in our
state -- such as biotech/biopharmaceuticals, telecommunications,
computer software -- and asking them what policies needlessly
hinder their growth. )

The Osborne emphasis on results over rules also lies at the
heart of performance-based budgeting, which we have proposed in
our Fiscal ‘93 budget. 1It’s based on a handful of simple
principles:
> It’s a "no stone unturned" approach to budgeting, that
forces managers to look hard at their operations and build their
spending plans from the bottom up.
> Program budgeting provides both management flexibility and
accountability by bringing service cost and service delivery face
to face.
> We’ve initiated a four-year financial plan, the first step
in helping us understand how decisions made today affect future
spending.
> And we’re providing the means to measure Success oOr failure.
our mission-driven approach provides the tools for a real
assessment of performance, with quantitative goals for the
dollars to be spent and the services to be delivered.

Taken individually, some of the output measures in our
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budget can look a little silly. 1In the Governor'’s Office, for
example, we’re slated to review or enact 2,200 bills, answer
204,000 phone calls and letters, and fill 2,500 slots on boards
and commissions.

But what performance-based budgeting really does is shed
light on exactly what taxpayers are buying with their dollars.
And to tie it back to privatization, this type of budgeting also
allows someone in the private sector to identify services he or
she might be able to provide more efficiently. You can look at
our budget and say, "You‘re only feeding 100 foster kids for x
amount of dollars. I can do it for the same price, and clothe
them, too."

Our budget for Fiscal ’93 also includes $5 million for an
employee incentive pool, to reward entrepreneurial workers for
good performance on the job. We’re also filing legislation this
spring to reform the Civil Service program, because the current
system emphasizes job-protection over results. With government
resources so limited, we feel our state employees should be a
results-oriented workforce full of initiative, rather than a
systen weighted down by clock-punchers.

Finally, we’re also embracing the Total Quality Management
approach by focusing on the customer. The people who issue
environmental permits, for example, need to stop viewing business
executives as the enemy, and start recognizing them as a

customer. We’ve recently formed a Quality Improvement Council to
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implement TQM in our state government, and we’ll soon have a
pilot program within the Governor’s office.

I’ve talked for too long about what we’re doing in
Massachusetts, but what is of real relevance today is how what
we’ve done might apply to the federal government.

I think the best example is one I touched on earlier, with
our Medicaid reform. That hinged on a federal waiver, the
flexibility to let results take precedence over process. Our
waiver application lay aborning in Washington for almost a year
before we received final approval. So I think that along with
flexibility must come prompt response.

The federal government should also recognize the full impact
of the burdens it places on states with various mandates. The
101st Congress passed legislation imposing some 20 mandates,
which are expected to cost states more than $15 billion. Some of
the additional requirements, and costs, you are imposing on
states include cleaning up junkyards and training merchaht
marines. And thus far in the 102nd Congress, more than 125 bills
have been introduced that would impose additional financial
burdens on states.

I proposed a resolution at last month’s National Governors’
Association meeting -- a resolution which won approval -- calling
upon Congress to pass legislation that requires full federal
financing for any laws it passes that mandate the provision of

services by the states.
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We already live by these rules within Massachusetts. Under
our Proposition 2 1/2 reforms, the state must pay for any new
mandates it imposes on cities and towns.

I’d also like to see Congress pass Senator Roth’s bill
calling for Federal Program Performance Standards and Goals.
Using the principles espoused here today, I think we can -- and
must -- make government as accountable as possible.

And finally, I‘d like to associate myself fully with Jim
Pinkerton’s “New Paradigm" efforts. Many of the White House’s
initiatives are market-oriented or choice-driven -- such as
school choice, earned income tax credits for child care, and
empowering public housing residents by giving them ownership and

tenant management opportunities.

* % k k k Kk k k * k Kk k * *x *

Having only been in office for 14 months, I’ll admit to
still being something of a neophyte on the job. But I do want to
emphasize that what the public clearly demands from us is a new
style of government, something better than the anachronistir, big
government programs of the FDR era.

Bureaucracy is a dirty word in Aﬁerica, and rightly so. We
must transform government to a system that is innovative,
proactive, anticipatory, and accountable for its actions and its

costs.

Again, I thank all of you for inviting me to participate in
this forum, and I‘d be happy to try to address any questions you
may have.

i
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REePRESENTATIVE HAaMILTON. Thank you, Governor.

We'll conclude with the observations of Mr. Sharp, and then we'll go
to questions.

Mr. Sharp, we're pleased to have you.

STATEMENT OF THE HONORABLE JOHN SHARP, COMPTROLLER,
STATE OF TEXAS

MR. SHarp. Thank you, Mr. Chairman, and members.

My name is John Sharp. I'm the chief financial officer of the State of
Texas, the comptroller of public accounts.

A year ago, we were faced with a very difficult situation in Texas, to
say the least. The legislature came to town with nearly a $5 billion
shortfall on one side, and the prospect of a personal income tax, which
is not the most popular item in the State of Texas, on the other side.

Governor Richards and members of the leadership of the legislature
suggested that we should do a performance audit, look at state govern-
ment, see if we could find ways to cut spending.

Everybody, of course, is for cutting spending, except in their own
districts. Kind of like everybody wants to go to heaven, nobody really
wants to die in order to get there. And we were faced with the prospect
of trying to come up with $4 billion worth of budget reductions to do it.

We learned some very interesting things in this process. The first
thing we did was contact Ted and David. I've spent some time with
them and talked to them about their philosophy.

We think that what we did in an audit entitled "Breaking the Mold"
was to basically put what's in this book into practice in state govern-
ment.

~ We found over $4 billion of savings in state government. It was a
document that was endorsed, strangely enough, by both the Texas
Chamber of Commerce and the Texas AFL-CIO.

It is not correct to say offhand that in order to cut budgets, you have
to reduce services. As a matter of fact, the mandate that Governor Rich-
ards gave us was that we should do this. We should continue the serv-
ices that Texans are getting right now, but we should find different and
cheaper and more efficient ways to deliver those services.

And basically, what we found in the process was that front-line state
employees have always known what was messed up about the system.
And either nobody ever asked them, or when they did ask them, they
didn't like the answer that they got, and so they forgot about it.

Top-down management, we believe, the truth of the matter is, was
just about the ruin of state government.

One of the small things we did was to put in a little hotline for state
employees to call if they had any suggestions for cleaning up state gov-
ernment. [ frankly didn't think that anybody would call.

67-060 O - 93 - 4
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We got 4,000 calls in 20-something days. Easily 90 percent of the
things that we recommended in that $4 billion in savings came from
state employees themselves, who have been for years disgusted with
the way top management was running their particular agency.

We learned real fast that budget cutting is the hardest thing to do in
government. Raising taxes is the second hardest, which is, I assume,
why the second thing happens more often than the first thing.

The savings we identified, and let me just give you some examples.
The whole process was about who the customers were, just what David
and Ted talked about. We looked at human resources. We had 14 major
agencies and 22 primary agencies delivering human services.

That's fine if you have a child with only one handicap. You know
which agency to go to, whether it's the deaf commission or the blind
commission, or whatever.

But if you happen to be a working mother who is single, who has a
child with seven handicaps, you learn very quickly that state govern-
ment was running you through seven different agencies every month in
order to get those services. You didn't have time to go to work.

What's going to happen in a year or so is that all of that becomes one.
The way state government will look in the future is, a mother with her
child will walk into one office and someone will say, "We're going to
take care of the needs of this child." Period.

We had a thousand field offices located all over the State of Texas.
We're going to bring those all into one. The same thing was true in
natural resources. We were forcing our businesses to go through as
many as five to seven different hearings in order to get permitted for a
business to come into the State of Texas for only one reason—and that
reason was that a lot of consultants, a lot of attorneys, a lot of folks in
Austin wanted the process to be very complicated because you make a .

“lot of money off of fees and consulting fees and engineering fees if you
keep the process complicated.

So you had businesses on one side, you had environmental groups on
the other side, both totally frustrated with the process because it took
years and millions of dollars to get what you wanted out of these agen-
cies. In the future, hopefully, they'll go to one place, they'll have their
set of hearings and they'll decide in at least a timely fashion who are
the customers. The customers are not the folks who are making mil-
lions of dollars off of representing folks before this agency. The cus-
tomers are the people who want to get the oil out of the creek or the
people who want to start new businesses in the State of Texas.

The key to our deal passing, or about 62 percent of it passed, and the
only reason it passed is because the media and the press let everybody
in the State of Texas know about it.

By the time it all happened, and there was someone hired to kill
every single one of the 195, $4.2 billion worth of proposals that were
there.
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We always say that the reason most of it passed is because there just
simply weren't enough lobbyists to go around and kill it all. Give it an-
other 30 or 40 days, maybe they'd have it all.

It made sense to the public and the public had a crisis situation, and I
think it's probably reasonable to assume that every now and the that oc-
curs in Washington. One one side of the fence was the personal income
tax, which is a very scary thing to most Texans, and on the other side of
the fence was $5 billion that wasn't going to reduce the services to any-
body in the State of Texas.

Basically, what we did in this process was to find a lot of people
who have found a lot of ways to make a lot of money off of state gov-
ernment, and we simply cut them out of the system.

By cutting them out of the system, we consolidated a lot of things,
certainly. A lot of executive directors and agencies may lose their jobs,
certainly. But not very many front-line employees. Not many social
workers.

What we learned in this process is that teachers are a whole heck of a
lot more important than school superintendents. My auditors are more
important than the comptroller of public accounts.

The faculty member at the University of Texas is a lot more impor-
tant than the chancellor and generally have a lot better ideas about how
to run their institution than the top management.

When you take that bottom-up approach and implement those things,
it seems that things start working well and start working a lot better.

When [ was in the legislature, I loved line items too because it al-
lowed me and the legislature to control what went on, by George, in
those agencies. But it is the worst thing that we could do.

I went to the top ten agency heads in the State of Texas privately and
I said, if I come to you and say, "we're going to cut your budget 10 per-
cent, but we'll give you one lump sum appropriation and a set of stan-
dards. Run this university or system as you want." Would you prefer
that or a 10-percent increase with the line items that are currently
there?

Every single one said, I'll take the 10-percent cut and the lump-sum
appropriation within our budget.

We're instituting a brand new accounting system in Texas that should
be up and going within the next about 18 months. It's called USAS—it's
the Uniform Statewide Accounting System that will probably model
very similar to what Sunnyvale has. But it is going to be on a system of
here's what you paid for, here's what you get. It's not simply going to be
a build-on to what was there before.

We learned a couple of things in this process. One, we learned the
difference between fiscal conservatives and fiscal liberals in Texas, and
that is that both of them will spend every dime in the state treasury, but
the conservatives will tell you they feel bad about it.

That's the main difference.
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[Laugher.]

The second thing that we learned was the difference between busi-
ness and government, which we do think is significant. In business,
when you have to cut back on spending, you make sure your customers
never know about it, that they never feel that you had to cut back.

In government, the bad managers will make sure you feel it in a
hurry. They will close the Washington Monument. They will cancel
summer school classes at the University of Texas or A&M. They will
make you wait in line for your food stamps or AFDC programs and
things like that, anything that will make you call your congressman,
your comptroller, your state representative and senator to do it.

That started happening in this process. And if you attempt to process,
as we did, you have to have somebody that's willing to defend it. And
that's exactly what we had to do and what Governor Richards had to do.
When somebody threw out a bunch of bull, we simply went there and
confronted it and told them that that's what it was. The public saw ex-
actly what was happening, saw that some top levels of bureaucracy
were trying to protect their own institutions and simply sided with these
reductions, as opposed to something else.

But I think the key to doing something like that is to have your audi-
tors, when they are workmg, do it in secret, because as soon as some-
one finds out what they're going to recommend, they'll start killing it. It
has to be something that becomes very widely known t¢ the public and
if the public understands it and knows it, they're going to adopt it.

In Texas—I assume like everywhere else—no one believes they're
getting what they should be getting out of government and they are cor-
rect, at least in Texas.

You have to have a crisis situation that forces an either/or situation.
I'm sure that Washington can qualify every now and then on a crisis
situation.

But we had a difficult situation in Texas. Governor Richards ex-
plained it: When your outgo exceeds your income, your upkeep will be
your downfall.

That's a down-home way to say it. The good news for us is that the
crisis of the budget, which we had last time and which we're going to
have again this time, is going to force the legislature and force all of us
in the State of Texas to adopt even more and more streamlining within
the state government.

And I feel very confident that by the time the next two or three years
are over with, our state government is going to look very much differ-
ent than it did before we got into reinventing government.

Thank you, Mr. Chairman.

[The prepared statement of The Honorable Mr. Sharp follows:]
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PREPARED STATEMENT OF THE HONORABLE JOHN SHARP

Mr. Chairman and members of the Committee:

I appreciate the opportunity to appear before you this morning and to add my
voice in support of your efforts. These hearings are an important step toward
restructuring governments across the nation—from Washington to Austin.

But if you want to know the truth, Mr. Chairman, the best way to fix this
government is to destroy it. Drop a bomb on Capitol Hill. Tumn the place from
top to bottom—and pretend that you're starting over.

Last year, we found ourselves in a similar situation down in Texas. State
government was staring down the barrel of a $4.6.billion shortfall for the current
two-year budget period. And after decades of stumbling from one crisis to the
next, our chances of making it through the next biennium were slim and none—

and slim had just walked out the door.

As you know, my office was asked to conduct the most thorough and wide-
ranging audit of state government ever undertaken in our state. Although the
Texas Performance Review was prompted by the budget crisis, we considered it
more than a simple one-time attempt to slash the state budget. We wanted to
drop a bomb on the State Capitol there in Austin and "break the mold” of
preconceived ideas that had hobbled state government and every previous study

of this type.

Our goal was not just to improve the old way of doing things, but to lay the
groundwork for 2 new and better way of doing business in Texas. We wanted to
set the stage for a renewed spirit in our state, a parnership among government,

industry, labor, and human services that could be described as revolutionary.

As Comptroller, I had access to more than one-hundred specialists from sixteen
state agencies, as well as a number of private-sector sources. 1 asked those

auditors to go out and build a government from scratch, as if it didn't exist.
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We conducted nine public hearings across the state and setting up a toll-free
hotline to take the public's suggestions. And, most important, we went after the
ideas of those front-line state employees who have struggled day in and day out
with the Texas bureaucracy. They know more than anyone what would help them
do their jobs better, but they had never before been asked. We asked.

In our view, the Texas Performance Review was more than a simple rehashing of
old ideas or minor tinkerings with the existing order. We wanted to take the first
steps toward building a state government that would be both customer-friendly

and taxpayer-friendly.

Along the way, the Texas Legislature expressed the cautious hope that we might
be able to find savings of $200 million or so to help them defray the budget
shortfall. We did. And on the second day, we began looking for more. By the
time we were through, we had slashed more than $4 billion from the shortfall,
while actually expanding services. We had uncovered more than $12 billion in

certifiable savings over the next five years.

Mr. Chairman, if you want to do that here, I suggest you start by asking the people
out there on the front lines, where government does its business. Listen to what

they tell you—and then actually do something about it.

In Texas, we focused our attention on the outcomes, rather than the inputs, of our
state government and its service. We looked at the private sector, and we saw that
when they faced a budget crunch, they cut those services that would least offend
their customers. For some reason, government cuts those services that most
offend their customers. In our Performance Review, we concerned ourselves
with the needs of ordinary Texans, rather than with our own outmoded state

government rules and regulations.

Let me give you an example of the kind of outmoded operations we found. Our
state highway department spends about $2.7 billion a year—roughly ten percent
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of the state budget—and they operate twenty-five district offices across the state.
Why? It turns out that as our state's road system first grew during the 1920s and
1930s, the highway department set up a district office at every major railroad
intersection. In the days when building materials were moved by rail, some
people thought this system made sense. But fifty years later, it's just 2 waste of
dollars and sense—in fact, more than $120 million per year.

Let me give you another example of the kind of blatant waste we found. The
Texas Teacher Retirement System spent more than $270,000 in custom-built
furniture for its new Austin headquarters last year, including $50,000 in custom -
exercise and gym equipment—which retired school teachers are prohibited from

using—and $38,000 for a special conference able.

This type of bureaucratic abuse and disrespect fot he taxpayers is why | created
the "Silver Snout Award," which is awarded to those bureaucrats who—and I
quote—"have their noses buried deep in the public trough and have distinguished
themselves by going above and beyond the bounds of common sense and

common decency in the expenditure of public money."

Now, my father will wurn seventy-six at the end of this month. He receives less
than $100 a month from the annuity my mother acquired during her twenty-five
years as a public school teacher in Texas. At that rate, my dad would have to live
to be 107 years old just to buy the conference table in the Teacher Retirement

System boardroom.

Finally, let me give you an example of the kind of tragic inefficiency we found.
Single, working mothers with multiply handicapped children often had to visit as
many as eleven different state agencies in their search for help. Not only did we
fail to provide them service—sometimes under life-or-death circumstances—but
we failed to earn their respect. And then we have gall to ask why confidence in

government is eroding?
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In Texas, we recommended a drastic reorganization of our state's health and
human services programs. We wanted to replace the overlapping bureaucracies
with "one-stop shopping" so that needy Texans can apply for a variety of
services at one location, including rehabilitative services, Medicaid, and food
stamps.

We laid out these recommendations and nearly one thousand others in a three-
volume report entitled Breaking the Mold: New Ways to Govern Texas. We
urged the consolidation of state agency office leases and the merger of health and
human services agencies. We told senior managers to g0 our and buy their own
plants if they wanted their offices to look like something out of House & Garden
Magazine. And we pulled and tugged the highway department out of the dark ages

and into the modern world.

What we did 7ot do was hold our report out 10 be the final word on what state
government government can or should be. It was a significant first step, but only
a first step toward the kind of state government the people of Texas have a right

to expect.

When the smoke cleared from a special 30-day special legislative session, Texas
lawmakers had adopted a respectable sixty-two percent of our original

recommendations. That included $2.4 billion in savings.

But far too many of our recommendations to strcamline state government never
made it through the halls of the State Capitol. Vested bureaucrats hiding in the
cobwebs of obscure agencies detested our proposals. They put the squeeze on to
protect their turf. And they convinced an awful lot of people in an awful lot of
places that there was more to lose from some small part of the Texas

Performance Review than there was to gain from making state government work

for all Texans—for a change.

Mr. Chairman, | commend you and the members of this committee for your

enerov and commitmenr 1o makine government a catalyst for progress and
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change. And I leave you with a bit of advice gleaned from our work with the Texas
Performance Review: If you want to overhaul the federal government, you have to

meet certain conditions.

First, you have to be in the middle of a crisis—and 1 think we can all agree that you
more than qualify for that condition.

Next, you have to conduct your performance study as fairly, efficiently, and as
secretly as possible. In Texas, we kept the lobbyists at bay until the very last
minute, and then we threw so many recommendations at them, there weren't

enough lobbyists to go around.

And you have to make sure that the average citizen and taxpayer is aware of your
work. There have been so many studies and so many reports through the years
that most people don't know and don't care. In Texas, we made sure that
everyone heard about the Performance Review, and the Legislature delayed its
budget-writing session until our work was through. [ can assure you that Bubba

knew the scope and importance of our study by the time it was published.

Finally, Mr. Chairman, some people see a snake and form a snake committee. In
the Texas Comptroller's office, when we see a snake—we kill the snake. That's
why the Texas Performance Review will live on as an ongoing division within my

office.

It took our state bureaucracy in Texas more than one-hundred fifty years to fall
into its current condition, and we won't be able to fix it overnight. But over the
coming menths we intend to present a wide range of new recommendations to
Texas lawmakers—recommendations that we hope will help put Texans back in
charge of their lives by pushing control out of the burcaucracy and into their

communities.

I will be happy to answer any questions.
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REPRESENTATIVE HaMILTON. Thank you all, gentlemen. It's been a good
discussion.

We'll turn now to questions. I understand Governor Weld has to
leave at 11:30. Governor, we appreciate the fact that you've been here
as long as you have. So, maybe, some of the questions will be directed
at your initially.

I guess the question that kept occurring to me as I listened to you is
the question of opposition. What are the sources of opposition—Sena-
tor Roth is joining us—to the kinds of innovative proposals you're try-
ing to put through? Is it the politicians? Is it the civil service? Is it the
unions?

Where do you get intense opposition?

GovernorR WELD. Generally, I would say the first line of opposition is
the public employee unions. Not that all the state workers don't want to
see the services delivered in a more flexible and creative way, but the
management of the unions measure their success by the number of
dues-paying members that they have.

For example, with the facility consolidation project that we had
where we closed or consolidated nine hospitals, it was the people that
worked at those hospitals who were the first line of resistance.

Very few of the parents or relatives of the patients in those hospitals
were vocal opponents. Some were vocal supporters. There were a few
opponents, but [ would say it's the public workers.

 REPRESENTATIVE HAMILTON. Mr. Gaebler said during his testimony that
in putting through some of his reforms, he had a hard time persuading
the business community, the local citizens and all. :

Have you run into that at all, or have you found a lot of support for it
among the géneral public?

Governor WELD. No. Our private sector is supportive.

REPRESENTATIVE HAMILTON. Very supportive?

Governor WELD. Of the idea of streamlining.

REPRESENTATIVE HAMILTON. Mr. Sharp?

MR. Suare. We might have had a little bit of a different experience.

The most innovative ideas that we got were probably from ASME
members in the State of Texas who were upset because of top-heavy
leadership.

Where we got our opposition was from—every single lobbyist in the
State of Texas was hired by somebody to fight every single one of the
proposals that we had. They were either hired by some group that had
figured out ways to get good contracts out of human resources, or
somebody that had been practicing law or consulting before the air con-
trol board and had figured out a way to get good things out of the air
control board. So they didn't want them to change no matter who it was,
and things like that.
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But we found that even the things that made a lot of sense, there was
always someone that would get hired to try to kill a particular program.
Even communities were doing it.

But we can't say in our experience that a lot of opposition came from
public employees, because a lot of them were mad about the way their
system was being run. The opposition, if it came from public employ-
ees, came from very high-paid public employees who, under our pro-
gram, wound up losing their jobs. And you can't blame them for that,
but it certainly didn't come from our front-line folks.

RePRESENTATIVE HamiLTon. 1 gather from listening to you that the
ideas that Mr. Gaebler and Mr. Osborne have put forward have really
caught hold, quite a bit, in a number of the states. We have two of them
here—Texas and Massachusetts. I'm sure there are others.

Orie, is it correct that these ideas seem to be catching hold in the
states? And the corollary of that, of course, is why aren't they catching
hold in the Federal Government?

It could be that we're better qualified to answer that than you are.

[Laugher.]

But I'm not sure that we have the answers. Let's hear from you on it.
Governor, you've been in both arenas.

GovERNOR WELD. I've been a Fed more than I've been a Statie, Mr.
Chairman. ‘

It takes longer to turn around a dreadnought than it does a PT boat, I
guess, is one part of the answer. The programs are just so far flung at
the national level that it's more difficult to change the shape entirely.

We are trimming our work force at the Massachusetts level. We've
gone from 74,000 down to approximately 68,000, and we aim to go a
little bit further. And that may explain why we had that experience with
public-sector unions.

If you made a similar change percentage-wise in the Federal Govern-
ment, there would be all hell to pay.

MR. Suare. I would bet that, without knowing a lot about the Federal
Government, you have accountants either in the General Accounting
Office and other places that know a million and one ways how to make
the Federal Government run better. And probably have recommended a

‘lot of those things, because that was the experience that we had in
Texas. .

We had a sunset commission. We had auditors that come up with
these things and they make a little bitty blip in the paper, and then the
opposition is so intense that you never hear from it again.

What happened in this instance is it all came at once. It came in the
flurry. The press got into a pretty good feeding frenzy on it. It never
would have passed had the press not done that. And all of a sudden,
everyone in the State of Texas knew that there was something that
made some sense, that cut a lot of money out of state government, that
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Is)ure beat the heck out of passing a $5 billion income tax or a new tax
ill.

And I suspect that the ideas are already there, that it's going to take
somebody like you all to bring it up to the front, make it public, and
present it as a package. And I suspect the public, when you do that, is
going to say, we're for whoever is presenting this package.

REPRESENTATIVE HAMILTON. Am I correct that these ideas are being im-
plemented in a lot of other states other than Massachusetts and Texas?

Governor WELD. Certainly Florida and Arkansas.

MR. OsBorNE. And probably Oregon as well. I think it's increasing at
the state level. These changes are most intense at the local level, be-
cause the local level had a huge fiscal crisis in the late 1970s with the
tax revolt. :

The states are coming on board now. Minnesota is another good
example.

Mr. Scheuer. Has New York been heard from?

MR. OsBorNE. No.

[Laugher.]

By and large, no. Let me comment on this question about why the
Federal Government gets there last.

There's a big difference between you folks and the state and local
folks. You get to borrow money. Fiscal crisis drives this nine times out
of ten.

Ted mentioned that his city lost 25 percent of its operating budget
overnight. That concentrates your attention. Massachusetts had a $2
billion deficit. Texas had a $5 billion deficit over two years.

These things drive political leaders to do things that are painful and
difficult. On the other hand, at the federal level, next year you're going
to borrow $400 billion. If you adjust that for inflation, that's the whole
federal budget in 1965. You're going to borrow as much as you spent in
1965.

That's a big difference.

MR. GaeBLER. A couple of other comments. In the last five or six
years, I've worked as a consultant to a variety of federal agencies—the
Forest Service, the Park Service, the Department of Army, the Defense
Department, and most recently, GSA. There are some tremendously tal-
ented employees with some great ideas.

We were working with the Forest Service, and they had Smokey the
Bear, Inc., and talked about how that could be a corporation and that
thing.

The ideas are there. They seem to be stifled by the command struc-
ture that existed. ,

I was chatting just a year ago with the GSA people, and they indi-
cated that part of the problem was the change in federal pay that re-
cently raised the top levels, got rid of the compaction that they had. The
people not at the top indicated that something like 70 percent—don't
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hold me to these numbers—of the top leadership of GSA—and I sus-
pect that's true throughout the federal agencies—are hanging on for
three more years because they got a raise that allows them to take off in
three years for retirement. Sweeten the pot. They stay for the higher
rate for that period of time, and then they're gone.

Those 70 percent don't have much interest in investing energies and
reinventing government. That was extremely frustrating to the people
behind them who are not at that range and who are going to be there for
a longer period of time.

Now, in three years, we may be ready to go because there are going
to be a lot of new people. And, maybe, the time has come to concen-
~ trate on people somewhat below the top, not on the people at the top of
the agencies. :

RepresenTATIVE HamiLTon. I have a lot of questions, and that's in one
area. I want to turn to my colleague, Senator Bingaman, for questions.
We may come back.

SENATOR BINGAMAN. Thank you very much. Let me say that I'm very
impressed with a lot of what I have heard and read. But I think there's a
danger in what you're saying. And that is that you have a very well
thought out message that I'm afraid is in danger of being caught up in
the traditional fight that we fight around here.

The message you have, as I understand it in your book, is that there
is a different way of doing the public's business, and we ought to do the
public's business a different way.

That is different than the argument of what the public's business is. I
just wanted to make the distinction because I think that there are a lot
of folks who, of course, think that the solution to our problems is for
government to get out. Mr. Osborne referred to that. We just went
through a decade of that philosophy, pretty much at least being es-
poused, not necessarily being implemented.

Let me bring it down to some specific issues.

1 just finished serving on a national commission that the Congress set
up at the suggestion of the National Governors Association and the
President, to try to establish national standards in education and a na-
tional system of assessment.

Mr. Osborne, in your earlier comments, you said that we've had big
government, top down, to try to give everyone a standardized
education. :

I guess, I would argue, from the little I know about it—and I'm no
expert in education—we've not had standardized eduction in the past.
Maybe, we shouldn't have that now. But we're the only major industri-
alized nation that doesn't have national standards that we're trying to
achieve. We're the only major industrialized nation that doesn't have a
national system for assessing whether we are able to achieve those
standards.
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One way to empower teachers and parents is to give them that a sys-
tem so that they can go in and argue with their local school board.

We have a system now where accountability, to the extent that there
is any in our educational system, is at the school board level. And I
would argue that, at least, in the setting of standards, decentralization
has not served us well, that there are some functions that properly are
done at a central point.

Maybe, we could get a comment on that.

Mr. OsorNe. When we talk about decentralization, we're talking
about service delivery. We're not talking about setting policy or regulat-
ing. We're not talking about the steering functions.

Your job at the federal level is largely to steer. And one of the ways
you steer is by setting goals, setting standards that can be measured.

That doesn't mean you tell every school how to meet the standards. It
doesn't mean you tell them how to run a school.

In this society, the problem is that we've done it backwards. We
haven't set the standards and measured the performance and given the
parents information about the actual results. But we have told the
schools exactly how they have to run.

.Now, we didn't do that from the federal level. We do that from the
state and the local level. Teachers and principals are not free to change
a whole lot of things about the schools that they run. Principals are of-
ten not even free to decide who to fire and who to hire.

It is remarkable how little management authority most principals
have. :

So what we need to do is set the standards. And let's not just look at
standardized test scores, let's look at other things, too. Let's survey the
customers. Let's find out how satisfied parents are with their schools.
But let's set the standards and measure the performance, and then turn
the schools free to improve their performance as best they can and to
create a competitive system of public schools, that those that do better
are rewarded and those that do worse face some negative conse-
quences, which just don't exist in most public education today.

SENATOR BINGAMAN. Let me raise one other example that has occurred
to me. :

We have a problem with escalating health-care costs in this country.
There seems to be different views as to how much of a role the Federal
Government should take in trying to control health-care costs.

Is this a problem that can be solved by encouraging competition in -
the private sector? I think we've tried that. That's my perception, and
that hasn't been working very well.

Is it something that can be done on a state-by-state basis? Or, is it
something that the Federal Government needs to step in and wield a
heavy responsibility for controlling costs?

Now, I'm not sure what the answer is to that. I haven't really sorted it
out. But I have to tell you that, again, I'm not suggesting how you



79

deliver. I'm not suggesting that the Federal Government write a manual
on how you deliver health care. But I am saying that somebody in our
society has to get a handle on health-care costs. And I don't know who
ar(:jund is big enough to do it if the Federal Government isn't supposed
to do it.

I'm sure Governor Weld has strong views on this. Maybe, some of
the rest of you. But again, this gets to your issue of decentralizing. I fa-
vor decentralizing wherever it will get the job done.

In this area, maybe we've gone down the wrong road for a long time
and now we're too far to turn back. But how do you get this problem
fixed if you don't exercise more central authority over costs?

Governor WELD. Senator, I would agree with you on the education
point. I think the national standard-setting is an exception to the appli-
cation of the principle of decentralization. I think it's something that
should happen.

In the medical area, if I had the answer, [ wouldn't be sitting here. I'd
be out making a zillion dollars by licensing the answer. My impression
is that the Federal Government should not opt out, but that a Canadian-
style system may be too much of a return to the Taylor-model of auto-
mation, assembly-line style industrial organization, that perhaps some-
thing closer to the German model with managed competition would be
the way out of the woods.

But I am no expert. -

MR. OsBoORNE. | am also not an expert on health care. I happen to be
married to a doctor, and she would be the first to tell you that I'm not an
expert on heaith care.

But it's interesting. In the book, we went through an experiment in
the last chapter where we said, what would happen if you applied these
ten principles to three of our most intractable problems—education,
health care, and crime?

So we walked through what would happen with health care. What
pops out is something that looks a lot like the German model. And I
think most of the experts would tell you that the Germans have the best
health-care system in the world. ‘

I think that the Federal Government does have to steer our health-
care system. I don't think we can leave it to state governments.

I think it has to impose cost controls. But that doesn't mean we need
a public health-care system. No one is arguing for a British-style sys-
tem. In fact, the British are moving in our direction.

What we need, it seems to me, is a system in which the delivery of
services remains largely in private hands. We make the market as com-
petitive as we can, understanding that health care is not a free market.
We don't have informed consumers. And normal competition will never
work as it does in other markets. So managed competition is a good
phrase for it.
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We give consumers lots of choices of health care plans, but govern-
ment plays the role of forcing all the players—the doctors, the hospi-
tals, the consumers, the businesses, the unions—to come to the table
and bargain about how we're going to control costs, because we have to
get control of these costs. And that's what the West German system
looks like.

REPRESENTATIVE HAMILTON. Governor, I understand that you have to
leave at this point.

Governor WELD. No, I'm going to stick around, Mr. Chairman.,

REPRESENTATIVE HAMILTON. Are you?

Governor WELD. If this is worth your time, it's worth my time. It's
fascinating.

RePRESENTATIVE HAMILTON. Well, we very much appreciate your will-
ingness to do that. We'll go-to Congressman Scheuer and then Senator
Lieberman.

REPRESENTATIVE ScHEUER. Thank you, Mr. Chairman. I want to thank
you for arranging this hearing. It's been absolutely fascinating. I want to
thank all the witnesses for tremendously interesting and stimulating
testimony. '

Mr. Osborne, you may not know it, but you were talking about the
New York City education system, which is absolutely intractable and
entrenched and obdurate in opposing change.

That building at 110 Livingston Street is in itself a major problem in
improving education in New York. There are people who say, it's too
large. There are too many people fighting change. And that if you cut it
in half, you'd have a far leaner and more effective system. You could
fire the A to the Ms, or the Ns to the Zs, or redheads or men who use
bow ties.

Any way that you could cut it down to 50 percent of its size, you'd
improve the education system in New York. And you'd want to give
great authority and flexibility to both principals and teachers. And eve-
rybody seems to know this. But nothing has been done in years and
years and years—?25 years that I've been in government.

I don't know what the answer is. Maybe, you can help us.

One more thing [ want to raise. Yes, we have vast problems of gov-
ernment competence, government efficiency, government cost effec-
tiveness in Washington, as well as in my own state—about which I
know something—in New York City and New York State.

So vast improvements can be made there.

I would like to ask the panel, though, whether it isn't true that more
money could be and should be injected into the system. Used more ef-
fectively, used more productively, inventively, yes. But more money.

The American people have been treated, as Senator Bingaman said,
to an education course for a decade, that the government is bad, it's
evil, it's unnecessary, it's on your back and in your pockets. And that
taxes are bad and evil.
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But you know, that's really something that we ought to question.
We're at a 50-year, all-time low in personal and corporate taxes in this
country, right now. All time low. The OECD, the organization that rep-
resents all the developed countries—the Office of Economic Opportu-
nity and Development—they just completed an analysis of how the
developed countries of the world function tax-wise and what they de-
mand of their own people. This report came out about two or three
weeks ago.

Astonishingly, they came up with an answer that the United States is
at the bottom of the pile, that all of the other developed countries but
the United States spend more on education, housing, infrastructure and
health care than we do.

We tie with Greece, and all of the others ask more of their people.

President Kennedy's phrase comes into mind—ask not what your
government can do for you, ask what you can do for your government.

What's wrong? Why do the American people engage in tax revolts?
Why do they think they're so badly treated and overtaxed when, by any
comparative standard across the civilized, developed world, they're
undertaxed?

Why is it that communities vote against school bond issues when
they aren't able to educate their own kids? We aren't able to educate our
own kids up to international standards. Our young people are not com-
petitive in a global marketplace, especially in the field of noncollege-
bound youth—the kids who are going to man the factories and the ma-
chines and the computers.

We are shamefuily behind other countries in the world in our educa-
tion of noncollege-bound youth. And we're not spending the money and
we don't have the state-of-the-art systems of training these kids in the
schools.

But, yet, our people feel that they are unfairly overburdened and
abused. Why is that?

MR. Suare. Congressman, I think it's because they don't feel that we
give them—and I'm speaking from just my experiences in Texas—what
they have paid for in government.

Your example is just as true in Texas as it is in New York. They did-
‘n't pay for 20 or 30 percent of a school system to be administrative
costs. They paid for the school system to be teachers and people that
are going to build a future for that child. They're not interested in assis-
tant superintendents and assistant to the assistant superintendents and
things like that.

I think we've lost a lot of respect from the taxpayers—again, speak-
ing from one state's experience—simply because of the way that we run
our system.

Back to your first question of, if you put more money into the system
right now, would that help or hurt?
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Frankly, right now it would probably hurt because the only reason
that we're able to try to make sense of and consolidate things right now
is because it has been forced to happen, because there's a shortage of
money.

I think we have an opportunity, at least in our state now, because of
the crisis situation, to finally get government to the point where people
can really believe that we're spending their money the way they should
be spending it.

No one in Texas believes that we're focusing enough money on edu-
cation, as opposed to what we're putting in administrative buildings in
school districts. People drive by administrative complexes for large
school districts and are amazed at the amount of money that should be
spent on teachers, and it is spent on somewhere else, probably by peo-
ple who are blocking access to the system rather than helping it.

So, I think, the crisis atmosphere that we have is good in that it gives
us an opportunity to try to win the faith back of folks in government.

MR. GAEBLER. Let me give some dollar answers to that.

We asked virtually all the people that we

interviewed—states, cities, counties, colleges, communities, town-
ships, federal agencies—how much of your budget is spent supporting
not outdated programs, but just supporting bureaucratic ways of doing
things? :

And the answers ranged from a low of 16 percent to a high of 33
percent.

So it wasn't programs that were outdated, it's this following rules, it's
doing things for the record, covering their fanny, doing things for the
file, doing things on a repetitive basis.

And the people inside government hate it. It says, you're stupid,
you're dumb. We don't trust you.

RePRESENTATIVE ScHEUER. That's especially the message to teachers.

MR. GaeBLER. Right. Absolutely. And so I think the American public
are saying, we need to change the bureaucratic system, make it more
flexible and all the principles that we've been talking about, so you can
do things on a very different basis, and empower people to do that.

Jimmie Carter said it, Reagan said it, others have said it, governors
have said it—send me to Washington, send me to Sacramento, send me
to city hall. I'm going to clean things up. I'm going to control the mind-
less bureaucrats, and the bureaucratic machine continues on and on.

It's not because the people inside are lazy and slothful. It's because
the system does not give them incentives to do the things that they
would like to do. All governmental budgeting systems—federal, state
and local—have a built-in incentive for public employees to spend
money, not to save money. Because they, A, don't get to keep it in the
department at the end of the year, B, they don't get as much next year if
they don't spend it, and C, they get yelled at for asking for too much
last year. '
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So the systems reward the wrong kinds of behavior. People inside
_government would do things very differently if they had systems that
would do that. But it just hasn't been sexy to be promoting the internal
procurement systems that are more supportive of the people on the in-
side—budget systems, civil service systems, those kinds of things.

The other side of the coin is that the public has so many other areas
now that are competitive to government to get their services. There are
about 3-1/4 million cops in the United States. But only 1.25 million of
those are sworn public-sector cops. Two million, twice as many people,
in the cop business doing things on a for-profit basis, and these are
some very sophisticated, antiterrorist, anti-industrial espionage, anti-
satellite folks; people doing police work internationally—high-paid,
high-tech, high-value, relatively safe in many cases—and the police de-
partments of the country are worried that they're going to be the back-
alley garbage collectors in the next century.

So there are competitors out there. Government isn't the only place
where they can get service now. So they're a little less reluctant to give
money to government to do it.

REPRESENTATIVE SCHEUER. Thank you.

MR. OsBornE. Could I also take a crack at your question?

I would argue that if you count state and local taxes and social secu-
rity taxes, we're nowhere near an all-time low in tax burden. State and
local taxes have gone up dramatically in the last 20 years. Social secu-
rity taxes have gone up dramatically in the last ten years.

Second, if you look at what other developed countries provide to
their citizens for their tax burden, most of them pay for all of higher
education and all of health care. And if we did that, we'd look like one
of the biggest governments in the world.

If you calculate what we do spend and then you add up all the private
health-care expenditures and all private higher education expenditures
and you add that, we're way up at 50 percent of GNP.

So it's not clear to me that the American people are getting leaner
government, better value for the dollar, than people in Sweden, Ger-
many, France, Great Britain, Japan and some of our other competitors.

I think the fundamental reason for the tax revolt is that there is down-
ward pressure on the standard of living of the average American. Start-
ing in 1973, the average income of wage-earners—I'm not talking about
salary-earners, but wage-earners—began a downward trend. It's down
about 20 percent now.

And in that context, people look around and they say, "Gee, I can't
control the cost of buying a house and I can't control the cost of buying
a car and I can't control the prices of groceries, but I sure can control
the price of government."

And that's what they've done. They've basically said, "We're going to
draw a line." I think that economic reality is what's behind the tax re-
volt, and it's not going to go away.
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So your question at the moment—shouldn't we spend more—is a
moot point. I don't think the American people are going to give you .
permission to spend more. And when you try it—just ask Governor
Florio in New Jersey—when you try it, you're going to be unelected.

Personally, I am a fairly liberal Democrat. Once we get this funda-
mental change in government—if Governor Weld is successful in Mas-
sachusetts, for example, in fundamentally changing the nature of
government, changing the incentives, changing the budget system, get-
ting rid of this hundred-year-old civil service system, increasing pro-
ductivity in the public sector by 25 percent, 50 percent—which is
absolutely possible—once we get there, then he and I are going to have
some fundamental disagreements about how much we spend.

I do want to spend more on education. I do want to spend more on
job training. I do want to spend more on helping the poor.

There are a lot of things I'd love to see us spend more on. I'm an ac-
tivist, absolutely. But you know, right now it's a moot point. And really,
the reason I got interested in doing this book is because I believe the
American people will not put an activist president into office ever again
until they believe that that president can do things differently, that it
will not be more, larger, more bureaucratic, more costly government; it
will simply be a more active government.

REPRESENTATIVE ScHEUER. Thank you.

RePRESENTATIVE HamiLToN. Mr. Scheuer, let me give you an
experience.

I will often begin public meetings in Indiana by asking, how many of
you think that 10 percent of the federal dollar is wasted?

Every hand will go up.

I then ask, how many of you think 25 percent of the federal dollar is
wasted?

And a very large percentage of the people will put their hands up.

And then I will ask, how many of you think that 50 cents of every
dollar that the Federal Government spends is wasted?

Not a majority, but a substantial number of people will think that we
are wasting 50 cents out of every dollar spent.

That's why you can't sell them on the idea of a tax increase. They just
don't think we're spending the money that we have effectively. And un-
til we get over that hurdle, you really can't approach this threshold
question on taxes.

Senator Lieberman?

SenaTOR LieBerRMAN. Thank you, Mr. Chairman. I have the same ex-
perience in Connecticut. I think you have your finger on exactly why
it's happening.

I thank you for this hearmg I've been in the Senate now about three
years and I must say that this is one of the most important and provoca-
tive hearings I've been to, because it's really right at the heart of not
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only what government's about, but how we're going to run government
in the decade ahead. .

We ought to make the transcript of this hearing required reading for
all of the members of Congress.

In terms of this desire of the public, as Mr. Osborne has testified, to
get more for less, in some ways, regrettably, the Federal Government
has been giving the people more for less, and the result is this enor-
mous federal deficit that we have.

I think you're right, Mr. Osborne or Mr. Gaebler, whichever one of
you said it, that there is the same instinct at the state level.

I spent ten years in the state legislature, to give more for less, be-
cause we all like to increase services, never cut out what has been there
before, just build on top of what's been there. But nobody likes to really
raise taxes. The result is deficits at the state level because they can't run
deficits. Ultimately, they hit a crisis, as the Governor of Massachusetts,
as certainly our state has now, and they have to respond in some way.

Truly, necessity is the mother of invention.

I think what you're saying here is to describe some of the ways in
which state and local governments have responded more creatively to
this public demand for better-run, more efficient government. And,
hopefully, signal to us, although we still live in an unreal world
—which is to say that we can run deficits—that we're doing the wrong
thing, that we're being ultimately dishonest.

And I think, in a political sense, though we can still run deficits, it's
pretty clear from what we're hearing from our constituents, that we're
running up against a political wall that will say to us, no, we can't do
that any more. We have to find better ways to do what we're doing.

And that's where I think your proposals come in.

I want to build on a question that the Chairman asked earlier, be-
cause it's central to the political practicality, how we implement some
of these ideas for reinventing government.

The Chairman asked Governor Weld and Mr. Sharp about where the
opposition came from for your ideas, and you each pointed to a differ-
ent source. Each one of them sounds logical and right to me.

Governor Weld, you talked about the public-employee unions. Mr.
Sharp, if I may interpret, I think you're talking about the constituencies
that build up around any government program. A government program
is created, in the first place, because somebody wanted it, or even if
somebody didn't want it, a legislator wanted it. Over the years, it devel-
ops a constituency and they don't want to see it go.

Those are the natural points of opposition. We all resist change, par-
ticularly those who benefit from the status quo.

So what I want to ask each of you, because each of you has now suc-
cessfully implemented at least a substantial part of your initial pro-
grams, how you overcame that opposition, both from the public



86

employee unions and from the constltuenmes that build up around the
status quo of government programs.

MR. Snarp. Senator, the truth of the matter is that we probably threw
so much at them at one time that they didn't have enough people to kill
it off.

Literally, we had a 30-day special session of the legislature. They
had 1,100 pages of recommendations. And the governor was very coop-
erative, as was the lieutenant governor, and the speaker called a special
session of the legislature just for that.

Frankly, the most critical part about getting over that opposition was
not letting them know exactly what we were doing until the day that it
was made public. We had our auditors behind not just closed doors, but
guarded, computer-locked doors, and kept them there the entire time.
No information ever got out, because we knew as soon as it did ... we'd
float a couple of rumors out just to see how fast it would take some-
body to go kill it, and it was about an average of 2-1/2 minutes.

[Laugher.]

- We simply kept it very quiet until the day that it all came out, and
that was the day right before that session started. When it happened, it
was critical that the public get into the act. And they did. And they
started calling and they started writing us and saying, I'm not really sure
what all this $4 billion of savings is, but it sure beats the heck out of
this $5 billion tax.

SenaTorR LiEBERMAN. Did you organize that, or did it just naturally
happen—the public pressure on the legislature to act?

MR. Suarer. We organized. We had hearings around the state, and
people were involved in those hearings. We didn't organize letter-
writing campaigns or things like that, but we had advisory committees
in different parts of the state that knew what we were doing. And we
were fortunately able to get groups as diverse as the Texas chamber,
the AFL-CIO, and a lot of support groups, a bunch of organizations
overcame it.

The first rattle out of the box, a bunch of those groups came and
blasted the program for one reason or another, and it was real critical
that we start blasting back.

That's what happened, and there wasn't near so much opposition after
that. It was simply putting it together as one package, keeping it as
quiet as you possibly could until it came out and then just mass public-
ity—that probably more than anything helped sell the package. And the
crisis being that you had to help overcome it to begin with.

SENATOR LIEBERMAN. Sure.

Governor WELD. I'd say three things, Senator. One, we also came
with a lot at once at the same time.

Two, I think it's important that the media understand the program so
that they can make sure the public at large understands it.
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But third, and probably most importantly, I think you can do more in
a down market than you can in an up market. People say, what breeds
innovation in the computer industry?

One answer is recessions breed innovation in the computer industry.
And the same is true in government, I think.

SENATOR LIEBERMAN. Mr. Chairman, with your permission, I have one
more question I'd like to ask Mr. Osborne and Mr. Gaebler. Did you
want to respond to that earlier question?

MR. GAEBLER. If I can, just a brief comment.

Again, I indicated that I thought it was the people who are forming
the value system around government, the people who influence deci-
sionmakers at the county, city and state level.

And what we find is that 90 percent of what we know as Americans,
we've learned since high school. We've learned now about red meat is
good or not good for us, and smoking and PCs and cellular phones.
We've learned all those kinds of things since high school.

What we need is somebody to take the old paradigm about govern-
ment—thou shalt do this and thou shalt not do that, government can't
make a profit, all those kinds of things that the American public has in
their mindset, and blow that old information out, replace it with the
new kinds of things. - :

Once we do that, then they begin to not only accept innovation that
occurs from inside the city halls and the county governments, but they
begin to demand it and say, why aren't you doing things on a different
basis? Why are you still doing things in a bureaucratic way?

As soon as that happens, the energy level will shift. People on the in-
side will change because they'll hear that wording inside the commu-
nity and that behavior will be rewarded. ’

SENATOR LiEBERMAN. I think that's a very good point. When you think
about it, we have a whole series of government programs that are now
more than 60 years old; some are, let's say, 30 years old.

We're asking something unreasonable of those government pro-
grams, which is to say that they remain relevant and vital and efficient
for that period of time, when the natural instinct or inclination of insti-
tutions is to become encrusted and bureaucratic over that period of
time.

Mr. Osborne, as we've suggested here, most of your writing and the
book you've now done with Mr. Gaebler, is focused on the reinventions
of government that have occurred at the state and local level. And they
also focus on management of budgetary processes.

I wonder, speaking to this joint congressional committee, whether
you could itemize for us, one, two or three ideas that you think we
could adopt legislatively at the federal level to bring about some of the
reinvention of government here.

MR. OsBornE. Sure. I'd be happy to.
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Let me just preface it with a quick comment about public employee
unions. I don't think public employee unions have to be the greatest ob-
stacle. In fact, I don't think they are the greatest obstacle to these kinds
of changes.

Much of what we're talking about the unions actually like. There are
a couple of pieces of it, like having to compete with the private sector,
that they will always fight.

But AFSCME has been very friendly and very eager to talk about
these ideas. And it's all a question of how you approach the unions,
whether you're willing to make them a partner in making changes, or
. whether you want to make them the enemy and take it out of their
hides.

I think it's very important to try to make them a partner, to protect the
interests of public employees, to use attrition rather than layoffs, and so
on and so forth.

To your question, I think the single most important thing you could
do is to change the federal budget system. The line-item budget system,
in which an agency has to spend every penny of every line item by the
end of the fiscal year or face losing it and getting less next year, gives
every -one of your federal managers an incentive to waste money.

They know where there's 10 percent or 15 percent of obsolete
money, of waste, of things that they could shut down, if they could
keep some of the money and do what they want with it, do the right
thing with it. But there's no incentive.

It's painful to lay people off. It's painful to make changes. So why do
it if there's no incentive?

If you change that, if you go to a budget system of the kind that Ted
used in Visalia, that Governor Weld is trying to install in Massachu-
setts, that John Sharp and the other Democrats in Texas have installed
for some of their departments, if you go to a budget system where each
unit that has its own mission—I'm not saying one number for HHS;
there might be 50 numbers for HHS; there might be 50 differerit units
in HHS that have their own mission—but each unit that has its own
mission ought to have one budget number. And you ought to define the
outcomes you want from the work of that organization and measure
those outcome. And then give them rewards if they exceed their targets
and penalties if they don't exceed their targets.

It is, of course, much more complicated than this, and we go into it in
great detail in the book.

The point is, it can be done. The final change necessary is to let an
agency keep half of what it doesn't spend so that suddenly it has an in-
centive to save money rather than spend money. This totally changes
the outlook of managers.

SenaTOR LiEBERMAN. Keep it and carry it over for the next year.
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MR. OsBornE. Exactly, and use it for what they want to use it for. If
they want to give bonuses to their best employees, fine. If they want to
buy computers with it, fine. Training, fine. They're the managers.

Fairfield, California invented a budget system after Proposition 13.
There's a police chief out there who told me that they get most of their
money from the city the new way. It comes in a lump sum. And they
are incredibly creative with that money. They don't waste a dime be-
cause they always have lots of new things they want to do. So they're
always phasing out old things, and always trying to become more pro-
ductive. But they also apply for a lot of federal grants. And when they
apply for the federal grants, they list all the money—it's a line-item ap-
proach. You list all the different things that you might need and put on

“all the bells and whistles, in case you need them. And then if you get
the grant, you spend it all because if you don't, you have to give it back.

So he said, "It's the funniest thing. I watch the exact same people be-
ing creative with the city money and wasting the hell out of the federal
money—the exact same people!"

So cut federal spending. Cut all administrative accounts by 3 percent
~ a year, but give them budget flexibility and they'll be happy as clams,
as John Sharp said.

Second, change your civil service system. The civil service system
was invented in 1883 to perform some very important tasks. It was very
successful. But it's become a straightjacket. The reforms in 1978 were
just a partial step.

You have a model. The reforms in 1978 allowed some pilot projects,
some demonstrations. One of them was out in California at two Navy
bases. It's called the China Lake Experiment. It was a great success.
The model is there.

You need a modern personnel system because, again, it's a matter of
having flexibility and incentives.

Let's say you wanted to take advantage of your 10 percent federal at-
trition rate per year, the federal attrition rate. What if you wanted to
downsize by taking advantage of that?

With your current budget and civil service system, you can't do it be-
cause you can't move people around and retrain them and give them
other jobs. And it's not always the right people who leave. It's not al-
ways the deadwood that leaves. Sometimes it's the best people, and you
need to replace them.

So your managers can't take advantage of attrition because they have
this straightjacket called the civil service system.

REPRESENTATIVE HAMILTON. Managers can't manage.

MR. OsBORNE. Managers can't manage. Absolutely.

I would also put in a sunset law. Every federal program—let's say
every seven years—ought to have to be reauthorized.

You're spending a billion dollars a year on the Rural Electrification
Administration. That administration was incredibly successful; it
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achieved its goal by 1960. It electrified rural America by 1960. And
now what it does, it gives low-interest loans to telecommunications
firms. But no one questions it. It doesn't have to pass sunset review. It
doesn't have to be reauthorized.

Those are just three ideas. o

SenaTOR LIEBERMAN. I appreciate those. Those are very important,
very substantial answers.

I have one final question that I can't resist asking my friend and
neighbor.

Bill Weld, among the states that you mentioned, where these ideas
for reinventing government are being implemented is Arkansas.

Can you recall the name of the governor of Arkansas?’

[Laugher.]

Thank you all. Thank you, Mr. Chairman.

REPRESENTATIVE HAMILTON. Thank you, Senator Lieberman.

GovERNOR WELD. Mr. Chairman, could I just say one thing to, per-
haps, square the circle on a point that was raised earlier?

REPRESENTATIVE HAMILTON. Certainly.

Governor WELD. I am, as I mentioned, something of a fiscal conser-
vative. When 1 think of this overall size of budgets, I often thing of the
line in "Our Town"—the play by Thornton Wilder—where the girl, Al-
ice, asks her mother, "Mother, am I pretty?" And the mother answers,
"Well, you're pretty enough for all normal purposes.”

I tend to think there's enough money in our budget in Massachusetts
and probably down here as well for all normal governmental purposes.
I think the frustration on the part of the voters, which Congressman
Scheuer referred to earlier, stems not from the level of spending of the
budget, but from where the money is being spent and what it's being
misspent on. :

I think that there may be more common ground between my friend,
Mr. Osborne, and myself than he thinks, because I, too, would like to
- spend more money on prevention accounts, on investment accounts, on
programs such as education, which are going to secure our place in the
quality of life of our citizens in the 21st century. It's just that I would
like to spend a lot less money on some of the maintenance programs,
some of the entitlement programs that have really grown like Topsy,
and we've lost control of them.

RePRESENTATIVE HAMILTON. Senator Roth?

SENATOR RoTH. Thank you, Mr. Chairman. I apologize for being late.
I got up early this morning to catch a train from Wilmington. Unfortu-
nately, my St. Bernard decided to romp over the hill, so I got my physi-
cal exercise rather than my mental.

But I did want to express my appreciation and interest in exactly
what's taking place here this morning.

As I understand what you're saying, we have to get rid of the budget
line item, as we now currently pursue and move to a performance base.
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That once you move to a performance base, you can then have more
flexibility on the part of your managers because you will be judging
them not by whether they're following all the rules and requirement-
s—we have 864 of them, for example, in the Pentagon—but instead,
you say, produce a weapon in so many years at such and such a cost,
and it's up to you how you do it. Or, if it's schools, do the same thing.

Now, I appreciate the fact that I think two of you endorsed my
performance-based budgeting legislation. And I'm proud and pleased to
say that we have considerable bipartisan support.

My concern is how we move forward. We can talk here in Washing-
ton for the next six years and do nothing. The problem is that the
American people see government as the problem rather than the
remedy.

And so, I appreciate the support on the performance, but I think we
have to move beyond that. The question is how do we do that? How do
we get the flexibility? How do we eliminate all the red tape? How do
we streamline, down-size?

And I agree with, I think, you, Mr. Osborne, that you don't have to
fire people, and we shouldn't. There are other means, either through at-
trition or, if necessary, I have an early out that gives incentives to peo-
ple to retire early so that you can slim down.

But fundamentally, the problem has been that you have a triangle
that opposes any change. And let me emphasize, I think we have very
competent people in the so-called bureaucracy. You have them come to
your office and work where there's considerable flexibility. They're just
as creative and innovative as any group could be.

So it's the system that's bad.

But one of the questions I have is, how can we really move ahead?
Now, one suggestion I have is to go to the so-called old Hoover Com-
mission and get a commission with authority to make recommenda-
tions. But if we're going to do that, we have to have some teeth in it.
And the problem is that there's no way of implementing these studies.
Most of them end up on the bookshelf.

Now, what I'm suggesting, and I'd like your comments on, is that if
we could get a Hoover Commission with some teeth in it and here's
how I would get the teeth in it. I would use the base-closing measures
that Dick Armey in the House and I in the Senate proposed, that you
make your recommendations, which go to the President. He can ap-
prove or disapprove. If he disapproves, he can send it back. But if he
approves, then he submits it to the Congress and the Congress be re-
quired by the legislation to vote up or down these reforms.

You have enough reforms in the package so that there is some na-
tional interest. Do you see this as a means of moving forward with the
kinds of reforms you're talking about?
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GoverNorR WELD. Senator, I think that's a real hot idea. We've used
the base-closing model in our state to close unneeded public health and
mental health facilities.

I'll give you an off-the-wall suggestion for an even quicker way to
force this change. You give the President a line-item veto. You elect a
president who pledges to level-fund the federal budget for four years so
that inflation will begin to eat up the deficit, and that will put you auto-
matically in the down market where reforms come easier than they do
when times are flush.

SENATOR RoTH. As you well know, when we have divided govern-
ment and reforms run into great opposition, you have, as I say, this tri-
angle where you have, on a particular program, those in the Executive
Branch that administer it, they're opposed to change because they're
fearful of their jobs. You have their counterpart here on the committees
who have jurisdiction over that program. And then, of course, they
have their group back home.

So, any time we try to change it to a line-item veto, as it has come up
many times, I always support it. But we can't get it through.

It does seem to me that if we have enough support for reform, we
have a possibility of getting legislation through because there could be
bipartisan support. As I say, on the performance budget, I've had bipar-
tisan support. I think a lot of Democrats as well as Republicans have
talked about some a Hoover Commission.

But what worries me, I think we have to make government more effi-
cient. And time is of the essence. We cannot wait. We can't have a
great debate for ten years. We need to move. ,

I'd be interested from others on whether you think that might be a ve-
hicle where we could bring about some of the changes you're
recommending.

MR. Suare. I think if we had had something like that in Texas, we
could have passed it all, instead of 62 percent. The key to it is that you
have to bring it to a head. You have to bring it to a vote somewhere.
And certainly, a commission like that, with those kinds of teeth, are go-
ing to bring it to a vote, either all or none or something. But as long as
you can find somebody who can get the right recommendations to you
to begin with.

I wish we had had that in Texas. We'd have passed a lot more than
we did.

MR. GaeBLER. Senator Roth?

SenaTor RoTH. Yes.

MR. GAEBLER. Let me take a stab at that. As a 25-year bureaucrat, the
bureaucrats will outlive the politicians. So the question is how can we
get it so that the bureaucrats themselves burn with the fire of change?

I'm not sure that the Hoover Commission, the Grace Commission, or
any other commissions of the blue ribbon commissions do that.
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The bureaucrats say, oh, my God, here's another outside group of
business people that don't know anything about how government oper-
ates. We operate in a fishbow! and we don't have a bottom line, and all
the differences that there are. We'll outlast these folks. We'll pretend to
give them information and we'll hide in the weeds.

And they do, and they're good at it.

So, as a city manager, I didn't find it effective to have the Grace
Commission or the Hoover Commission concept. What we did find ef-
fective was when the policymakers said, what do we need to do to
change the incentives so that the employees—management, middle
management, other line employees, union stewards, whoever—all have
some incentive to change the system? They have some opportunity to
be heard; they have some chance to make decisions or influence deci-
sions or influence the missions; that kind of thing.

In talking to many employee groups over the years, I said to them,
what does it take to get you to change? Would you actually innovate
yourself out of a job, or your neighbor? Obviously not. No hands were
raised.

[ said, what if we guaranteed you jobs, not necessarily the job you
have, but a job with the agency. When you go to work for IBM, you go
to work. You may be in marketing, or international things, or sales, or
whatever. But when you work for the city government, you start in the
fire department and you die in the fire department. You are there for-
ever. You perceive yourself as having a lock on only that job, instead
of having an opportunity to think, I can work in a variety of different
locations.

People will innovate themselves out of a job that doesn't need to be
done any longer if they will personally be guaranteed work for the com-
pany, if you will, or for the agency.

So the successful reinventing governments seem to be the ones that
are focusing great energy now on the total quality management, which
the Federal Government has certainly embraced, the other kinds of ave-
nues that get those creative juices, as John indicated earlier, going in-
side the organization so that they will continue long after individual
governors and mayors and city managers are gone. The fire of change
will continue on because that's what's rewarded in the system now, not
staying the same.

SenaTOR RoTH. Well, 1 think you can provide incentives that will help
get the support of the personnel. As I said, first of all, I do think there's
a problem of right-sizing. I don't know how large government should
be, but that's something that ought to be looked at with modern
communications.

But it does seem to me that if you downsize, then you do it through
attrition, that you provide, as I say, early-out. And even more impor-
tantly, I think, is the point that if you have a smaller work force, you
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can offer better benefits, better incentives, because you can afford to
because of the size of it. ’

I still think, and I think the Grace Committee, even though it did re-
markable work, became controversial in a partisan way. One of the ad-
vantages of a Hoover Commission is, of course, you try to create it in
such a way that it's bipartisan. That's what Harry Truman did way back
when he created the first one. He appointed a leading Republican, Hoo-
ver. It got tremendous support back home.

But what we need to do is somehow, I think, focus this problem in
such a way that it builds grassroots support, because that's the only way
that you're going to get these reforms.

We've talked about a lot of the things in education, the need of put-
ting competition into it, but so far, it's been very difficult to get it be-
cause of the opposition from the bureaucracy, as well as others.

Mr. Osborne? I've taken enough time, Mr. Chairman.

MR. OsBoRNE. One of the really toughest tricks in all of this is that, as
Ted said, the innovation is going to come from the bottom up. You
have to turn those people on and get them to be innovators.

But to change the incentive systems that drive them, the people at the
top have to make decisions. You folks have to change the budget and
personnel system, the procurement system, and the accounting system
and so on.

I'm not a politician. I've never been elected to office, and I would not
pretend to give you advice about the best tactic to get these kinds of
changes through. You know far more about that than I do.

All I would say, in general, is that we desperately need leadership.
These changes don't happen without leadership and they don't happen
without leaders who can paint a vision and get others to buy into that
vision of how we're going to make these changes.

Every time we see fundamental changes, we see strong leadership,
we see leadership that's willing to stay there for eight years or ten years
and keep pushing, and leadership that can sell the vision to the business
community, the neighborhoods, to labor, to everybody around the table.

That's what we need in this country at the federal level, right now.

MR. GAEBLER. Just a last comment, if I may, on that point.

Ten years ago, AT&T broke up with a little help from the Federal
Government. They realized that they were going to have to change be-
cause the public had a wonderful image of Ma Bell. We had that image
for all of this century. They realized that that was going to have to
change. And so they hired CIiff Robertson. Cliff Robertson single-
handedly, I think, spent something like $300 million of AT&T's money
re-educating the American public that there was no more Ma Bell—this
monolithic, monopoly entity. There was a flexible change and service
decreased in some cases, and people were unhappy with that, and you
didn't know who to call. :
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But finally, the market has taken it. The public would not have ac-
cepted that if there wasn't some leadership. Every day you turned on
the television, you saw Cliff Robertson saying something new about the
fact that there's no longer an AT&T, or in the capacity that we knew it
as Ma Bell.

What we need are some people out there who are espousing this
thing, and the John Sharps and the Bill Welds are doing that thing.

We had Mayor Cisneros for a long time in Texas talking about those
kinds of things, articulating the fact that government can be done dif-
ferently, being on the front covers of magazines. And city managers
and others, bureaucrats, are uncomfortable doing that. It's not our role
to do that.

But we need some people out there that can continue to say, why
aren't you doing things new? Why aren't you doing things new?

REPRESENTATIVE HAMILTON. That may very well be a good note to end
on. This has been 2 fascinating morning. We are very grateful to you.

Thank you very, very much for your contributions. And we stand
adjourned.

[Whereupon, at 12:15 p.m., the Committee adjourned, subject to the
call of the Chair.]
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