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LETTERS OF TRANSMITTAL

JUNE 23, 19751

To the Members of the Joint Economic Committee:
Transmitted herewith for the use of members of the Joint Economic

Committee and other Members of Congress is a report of the Sub-
committee on International Economics entitled "The State Depart-
ment's Oil Floor Price Proposal: Should Congress Endorse It?"

The views expressed in the subcommittee report do not necessarily
represent the views of other members of the committee who have
not participated in the hearings of the subcommittee or in the drafting
of this report.

Sincerely,
HUBERT H. HUMPHREY;

Chairman, Joint Economic Committee.

JUNE 18, 1975.
Hon. HUBERT H. HuMPHREY,
Chairman, Joint Economic Committee; Congress of the United States;

Washington, D.C.
DEAR MR. CHAIRMAN. Transmitted herewith is a report of the

Subcommittee on International Economics entitled "The State
Department's Oil Floor Price Proposal: Should Congress Endorse
It?" It has been approved by a majority of the members of the
subcommittee.

The subcommittee wishes to express its appreciation for the views
it received from the administration officials and the private experts
who appeared before it as witnesses during the hearings preceding
this report.

Sincerely,
HENRY S. REuss,

Chairman, Subcommittee on International Economics.
A(ml
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THE STATE DEPARTMENT'S OIL FLOOR PRICE
PROPOSAL: SHOULD CONGRESS ENDORSE IT?

On March 20, 1975, the United States agreed in principle with the
other 17 International Energy Agency (IEA) members to the estab-
lishment of a common floor price for oil imports.' This proposed
minimum import price is intended to protect domestic energy invest-
ments from becoming noncompetitive if world oil prices drop. It forms
a major part of the Administration's effort to strengthen consumer
solidarity in dealing with the Organization of Petroleum Exporting
Countries (OPEC). There has been much criticism of this proposal
both in the United States and abroad. In the U.S. Congress the ques-
tion has been raised whether such a policy would be contrary to our
longer term domestic objectives.

The President of the United States currently has broad powers
under the national security provisions (Section 232) of the Trade
Expansion Act of 1962 as amended to adjust import barriers for the
protection of the domestic energy industry. These powers, however,
were not intended to be used to maintain a price floor for the purpose
of stimulating domestic investment. The Administration has requested
authority to set a floor price in its proposed Energy Independence
Act of 1975 (Title IX). This legislation has yet to be considered in the
House Ways and Means and Senate Finance Committees. In the
meantime, the Congress is in the process of reviewing the options
in an effort to establish a comprehensive program for energy develop-
ment and conservation.

The Joint Economic Committee first discussed the idea of a floor
price during its November 1974 hearing with Assistant Secretary of
State for Economic and Business Affairs Thomas Enders on the
financial safety net.2 Subsequently the International Economics Sub-
committee held two days of hearings with Treasury Secretary William
Simon and Under Secretary for Monetary Affairs Jack Bennett and
four private witnesses from industry and the academic world to
consider the economics of the floor price proposal. The private witnes-
ses included two academic economists, William Branson, Professor of
Economics, Princeton University, and Henry Steele, Professor of
Economics at the University of Houston, and two industry represen-
tatives, William King, Vice President for Corporate Analysis, Gulf
Oil Corporation, and John Lichtblau, Director of the Petroleum
Research Foundation. On March 27, 1975, the Subcommittee invited
Secretary of State Kissinger as the principal architect of the floor
price proposal to testify at his earliest convenience. As yet, he has not
found it possible to appear.

1 Agreement in principle to establish a common floor price was reached at an
IEA Governing Board meeting in Paris. When this Subcommittee requested the
text of this agreement, the State Department refused to make it public on the
grounds that other countries had requested the document be kept confidential.

2 A $25 billion mutual aid fund designed to insure that any industrialized
country which has exhausted its ability to borrow in private markets to meet
increased oil import costs would not go bankrupt.

(1)
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The Administration's Proposal

The United States proposed a minimum import price, along with a
program of common investment incentives for high-cost synthetic
fuel development and of joint research and development in more
exotic fuel technologies, in an effort to accelerate the development of
additional domestic energy supplies in IEA countries. The minimum
import price, or so-called minimum safeguard price, was designed to
protect investment in the bulk of conventional nuclear and fossil
(coal, oil, gas) energy sources from future competition of low-cost
foreign oil imports. It was not intended to be high enough to protect
costly alternative energy sources (shale oil, coal gasification, etc.).
This floor price could be maintained by import tariff, quota, or variable
levy, depending on each individual country's preference.

In a special State Department Public Affairs report, "Encouraging
Investment in Domestic Energy: Minimum Safeguard Price," I the
Administration outlined its case for the floor price as follows. First,
without some kind of guarantee, the risk of a world oil price collapse
would deter investment needed to develop additional energy supplies.
Expanded energy production in industrialized countries is needed to
help bring down world prices and to decrease our dependence on
insecure imported supplies. Second, a floor price, unlike other forms of
investment incentives, would be cheap, requiring no government
expenditure or loss of revenue. Third, the floor price would prevent a
resurgence of consumer demand for energy if world prices drop, while
at the same time it would permit the United States to reap the full
balance-of-payments benefit of a drop in world prices. Fourth, inter-
national agreement on a common floor price would insure that the
United States not be put at a competitive disadvantage vis-a-vis
other members of the Organization for Economic Cooperation and
Development (OECD) if prices drop.

During its hearings the International Economics Subcommittee
considered each of these four arguments in assessing the strengths and
weaknesses of the floor price proposal. It also reviewed two premises
underlying the Administration's proposal: (a) that the United States
should decrease its dependence on foreign oil imports and (b) that
consumer solidarity was the best way to bring down world oil pricbs.
As a result, this Subcommittee judged the floor price scheme-or P e
reasons outlined below-to be an undesirable way to achieve greater
energy self-sufficiency and to bolster consumer solidarity.

(1) Existing Investment Incentives Are Ample

In proposing a floor price the Administration has presumed that the
industry's response to current high prices would be inadequate to meet
our future energy requirements. It has contended that without some
kind of insurance against a drop in world oil prices, sufficient amounts
of new investment would not be made, even in the conventional energy
technologies. Because world oil prices have been artificially raised-
quadrupled-by a cartel of producers, they could easily plummet if the

a U.S. Department of State, Bureau of Public Affairs, Special Report No. 16,
April 1975.
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cartel were to fall apart. Once the cartel were broken, the relatively
low production cost of Persian Gulf oil (approximately 25t a barrel)
could bring world oil prices well below the average domestic produc-
tion cost in the United States. Even with the cartel, the additional
danger remains that certain producers might dump oil on the world
market at relatively low prices in an effort to disrupt higher cost energy
industries in the industrialized countries. The Administration has
argued that the threat of such predatory actions further discourages
investment. A minimum floor price-which would guarantee protec-
tion of the investment in conventional energy resources at a specified
price-would therefore provide producers the needed insurance to
invest.

All four private witnesses, however, disputed the need for such a
floor to induce investment in conventional fuels. The fourfold increase
in world oil prices since 1973, they argued, had been sufficient to
attract enormous amounts of investment in oil and coal development.
The present lack of a price guarantee has not deterred industry invest-
ment in new areas such as the Alaskan North Slope or the Outer
Continental Shelf. Inevitably a time lag occurs before new fields can
be brought into production; the North Slope has required between
three and five years to develop due to the time required for pipeline
construction. Whatever barriers exist now, these witnesses pointed
out, can more probably be attributed to problems of processing envi-
ronmental impact statements, developing appropriate Federal leasing
policies, and uncertainties about how other government policies will
affect the industry.

While a commitment to protect domestic energy supplies from
cheap oil imports might seem in the interest of the energy-producing
industries, such companies themselves did not favor the floor price
proposal. As John Lichtblau succinctly put it, the companies "do
not require it (the floor price) or want it." Among the reasons given
for this lack of support was that the floor price would not necessarily
provide for an adequate rate of return on investments. The companies
feared that such price intervention could easily lead to further con-
trols: for example, if a given floor price provided adequate return,
why then was there a need to let prices rise any higher? Even the coal
industry, which suffered a decline in output due to the inflow of cheap
foreign oil during the late '60s and early '70s, did not particularly
see the benefit of the floor price to expand its production.

(2) Direct Subsidy of Energy Industry Investment Would Be Less
Costly and More Equitable Than a Floor Price

The Administration has presented the oil floor price as being the
easiest, cheapest, and fairest way to accelerate the development of
additional energy resources. In testimony on the floor price before two
Senate Finance Subcommittees on May 7, 1975, Assistant Secretary
of State for Economic and Business Affairs Enders specifically rejected
alternative methods of promoting energy development, such as a
deficiency payments scheme or long-term government purchasing
contracts on the grounds that both would require huge government
outlays. The floor price, he argued, would yield sizable tariff revenues

54-554-75-2
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if the world price fell much below the floor level. The Subcommittee's
investigation, however, found that problems and costs associated
with the floor price were numerous.

A floor price could easily become a massive across-the-board
subsidy for large energy producers if worid oil prices dropped signifi-
cantly. Costs of energy production vary widely from well-to-well and
field-to-field. A price floor at the present ceiling level on old oil ($5.25 a
barrel) would offer large profits on production from wells that were
producing before 1973, but barely cover costs for secondary and
tertiary recovery or some more costly off-shore production. A floor
price based on average production costs could mean huge windfall
profits for energy producers whose costs were well below the floor
level. Windfall profits have unfortunately already accrued to domestic
(as well as foreign) energy producers as a result of OPEC's price
fixing. There is little reason for the Government to guarantee even
a part of these profits against future price decline.

A high floor price could lock the United States into high-cost pro-
duction by encouraging development of resources which might not
otherwise have been economical. If the floor price were higher than
the long-term expected supply price-though still below current world
prices-the effect would be to inflate energy production costs. Com-
panies would bid more for mineral leases because of the higher assured
rate of return provided by the floor. Prices of drilling equipment, cur-
rently in short supply, would also be pushed up. The beneficiaries
would be mainly landowners (largely the Federal Government) and,
in the near term, skilled labor and equipment manufacturers. Inflated
production costs would inevitably mean added pressure for protection
at high levels. If the floor price were relatively low, it could do little
harm. It would, however, have no effect on investment plans and thus
would be a relatively useless exercise.

A floor price would have little effect on entry of new, small firms
into the energy industry. The benefits of the floor price would be
available proportionately to size and cost of production. Hence, the
major energy-producing companies which operate many of the existing
lower cost fields would get a disporportionately large subsidy. While
the guaranteed return under the floor price might encourage some
more initial investment in relatively well-known on-shore fields, the
floor price alone would be unlikely to change the composition of the
industry by increasing the number of small producers.

Although the proposed floor price would require no government
outlay and at times might even result in collection of revenues, it
would not be costless. The consumer would pay the full subsidy if the
world price dropped. To the extent that the floor resulted in windfall
profits, consumers would have to pay more than was necessary to in-
sure additional energy development.

Choosing a specific level for the floor price has further complications.
Estimates of present and future production costs vary so widely that
an estimate of average production costs would be little better than
sheer guesswork. The Administration has mentioned a price of $6-$8,
while President Etienne Davignon of the IEA has suggested privately
that $4.50 a barrel would be more reasonable.4

W Wall Street Journal, Feb. 19, 1975, p. 5.
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To be effective as a guarantee, a floor price would have to be main-
tained for a period of time. But a variety of important technical prob-
blems exists. The floor price would have to be adjusted to take account
of inflation. Since energy costs are such an important factor affecting
consumer price increases, indexation of the floor price could aggravate
overall inflation rates. Agreement on indexing a floor price would re-
inforce the producers' current disposition to do the same for their
price. If the floor price were agreed to internationally, there would also
be difficulties choosing what currency or group of currencies should be
used to denominate its price-i.e., the dollar, the deutsche mark, or
special drawing rights (SDR's). Exchange rate changes could dra-
matically shift the relative level of protection in different countries.

The Subcommittee concluded that, in the event additional invest-
ment incentives were needed to spur domestic energy development,
a well-targeted subsidy program would be preferable. Carefully chosen
subsidies in the form of deficiency payments, loan guarantees, and
joint government-industry ventures, etc., would be less costly than
the floor price. The deficiency payments scheme was recommended by
Mr. Steele and Mr. Branson in direct contradiction to Assistant
Secretary Enders' testimony before two Senate Finance Subcom-
mittees. This subsidy would provide payments to a producer equal
to the loss a producer would suffer by selling its oil below cost to
compete with lower world oil prices. Payments would be determined
on a project-by-project basis related to actual production costs rather
than a broad average of all production costs. Large windfall profits,
therefore, would not accrue to companies with lower production costs,
and elaborate but relatively inefficient methods of recapturing these
profits would not be needed. A loan guarantee program, similar to that
being considered for synthetic fuel development, could also be used
specifically to encourage small producers or investments in marginal
areas. The joint venture approach, while perhaps requiring the Gov-
ernment to put up initial capital, would allow it to participate in
profit as well as risk-sharing.

A direct subsidy program would not necessarily subsidize oil con-
sumption. Required revenues could be raised by a comprehensive tax
on all energy use. Such a tax would make all energy consumers share
the full cost of maintaining secure and continuous supplies. The
overall cost to the consumer of a well-targeted subsidy program would
hence be less than the more inequitable across-the-board approach of a
floor price for the same degree of incentive.'

(3) The Floor Price Is a Clumsy Tool for Curbing Consumption
The Administration has argued that a floor price is necessary to

prevent a resurgence in demand for energy if world prices drop. Energy
demand must be contained if the United States is to be able to decrease
its dependence on insecure foreign oil. The Administration has con-
tended that this can be achieved by a floor price without sacrificing
the overall balance-of-payments and income benefits resulting from
lower world prices.

The Subcommittee, however, concluded that the floor price was an
inappropriate way to achieve energy conservation. Keeping prices high
would tend to keep consumption down, but this would be done at the
expense of the consumer. While under the floor price revenues collected
by the Federal Government on cheap imported oil could be rebated
to the consumer, higher prices paid to domestic producers above their

"Testimony before the Senate Finance Subcommittees on Financial Markets,
and on Energy, May 7, 1975.
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actual costs would not be rebated. If actual costs of domestic energy
production were significantly less than the established floor price, the
higher prices would only cause an unnecessary transfer of wealth from
consumers to producers.

The Subcommittee found that assertions of balance-of-payments
and income gains resulting from reduced consumption under the floor
scheme were exaggerated. Technically the full balance-of-payments
benefits of lower oil costs would be retained with the floor price. Im-
ports would not rise as the world price fell below the floor because con-
sumers would still be paying the higher prices for all energy. Total
payments for oil imports would decline. As the Government would
collect the difference between the world price and the minimum import
price, the real income benefits of a drop in price would accrue to the
country as a whole. But limiting the use of cheaper world energy
resources could result in other costs. U.S. petrochemical and related
industries based on higher cost energy would be less competitive than
those based on lower cost oil from non-IEA countries, resulting in
fewer exports and even greater imports of these goods. The same would
be true for other energy-intensive manufacturers. The gains made
limiting energy imports would be at least partly offset elsewhere.

The Subcommittee agreed that energy conservation should be ad-
dressed directly on its own merits. Incentives to develop more ef-
ficient energy-using equipment and even direct taxes designed to
discourage consumption would be more desirable ways of eliminating
wasteful energy use. A commitment not to let prices fall below a given
floor level would be unlikely to encourage investors to shift to more
energy-saving techniques. In fact, a floor below the current prices might
have a perverse effect of discouraging manufacturers from adjusting to
the presently very high prices on the grounds that the Government
foresees lower prices in the future.

(4) A Floor Price Is Unnecessary To Insure the United States
Against Competitive Disadvantage

The Administration has sought international agreement on a mini-
mum import price so that the United States would not bear a dispro-
portionate cost of the development of additional energy supplies. If
oil prices break without prior agreement on a common floor, the Ad-
ministration has argued, the United States would be left at a com-
petitive disadvantage vis-a-vis its major trading partners which
import a larger share of their energy. The United States would have
made investments in higher cost energv resources to help break the
cartel and then would be left alone having to protect these invest-
ments. Since expanded U.S. energy supplies would benefit all con-
surning countries by increasing downward market pressure on OPEC's
prices, the Administration argues that equity requires IEA adoption of
a minimum import price.

The Subcommittee concluded, however, that agreement on a com-
mon floor price for oil imports would do little to insure U.S. competi-
tiveness. If world oil prices fell sharply, the balance-of-payments posi-
tion of a country which imports most of its energy requirements would
improve dramatically. If such a country had agreed to a minimum
import price, its domestic energy prices would remain at the high
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floor level while sizable tariff revenues would be collected on imports.
If these revenues were rebated to exporters, they would gain a signifi-
cant competitive advantage over U.S. exporters. Even if these revenues
were distributed more widely, i.e., by cutting general business taxes,
they could offset the proposed intent of such a commonly agreed floor
price to keep the present competitive relationship of industries among
OECD countries.

Energy is only one of the factors influencing our relative trade
position. During the 1950's and the early '60s, the United States
competed relatively well with the rest of the world, fueled mostly on
its own high-cost oil. When domestic oil was supplying 80 percent of
the Nation's needs and selling for $3 a barrel, Japan was importing
100 percent of its oil for only $2 a barrel. What competitive advantage
the Japanese had came from other factors because energy is not a
significant manufacturing cost. Even if world energy prices dropped
sharply-to, say, $2 a barrel as compared to a $7 floor price-those
using world market prices could have a competitive advantage of only
between 1 and 3 percentage points in the overall price index compared
to those consuming oil at the support price.

Getting a meaningful agreement would also be difficult because of
the different prospects consuming countries have for developing
domestic resources. Accelerated energy development in the OECD
countries would clearly most benefit countries such as the United
States, Norway, and the United Kingdom. Other countries with fewer
prospects for energy self-sufficiency, such as Sweden, Japan, and Italy,
would be less likely to want to commit themselves to high prices in
order to develop energy resources over which they would have no
control. Furthermore, these countries would be less able to afford
to adhere to a costly floor price agreement once there were a significant
price break. If the United States established a floor price in an effort
to get international agreement, it could be left holding the bag with
this most costly scheme for encouraging its domestic energy production
when other countries no longer could afford to stick with a minimum
import price agreement.

Turning away from the Administration's case for the floor price,
the Subcommittee analyzed two of its underlying premises.

Energy Self-Sufficiency-What Level Can We Afford?

The Administration's floor price proposal reflects a strong pre-
occupation with the need to reduce U.S. dependence on foreign energy
resources. High tariff protection could almost certainly stimulate the
development over time of needed domestic resources to meet our
energy requirements. With high enough prices, energy consumption
also would decline; the burden, however, would be disproportionately
borne by the poor consumers. While such strategy would reduce U.S.
dependence on foreign energy supplies, it would be expensive in terms
of other costs. Protection of energy industries might lead to demands
for protection by other U.S. industries with large energy components
arguing that high energy costs had undermined their competitiveness
in world markets. Such a strategy might leave the United States in a
weaker overall economic and political position.
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Greater energy self-sufficiency can still be a suitable goal. The ques-
tion is, what level can we afford? There is no question that supply
interruptions are painful. The five-month Arab oil embargo (1973-74)
is estimated to have cost the U.S. economy 500,000 jobs and a GNP
loss of between $10 and $20 billion.6 There are alternative ways,
however, to ensure greater energy security besides costly protection of
the domestic industry. In the short term energy stockpiles can be
built up. Diversification of energy suppliers would also increase the
level of security in the event of any future supply interruption. The
level of energy self-sufficiency we choose can probably be achieved
more economically through a combination of accelerated energy
production, stockpiling, and import diversification. Cutting oil import
demand primarily through a high oil floor price is not likely to be the
cheapest route.

Consumer Solidarity or Confrontation With OPEC

The second premise underlying the Administration's effort to
reach an international agreement on a minimum import price seems
to be more political than economic. An agreement between consumers
to promote accelerated energy development is seen as a further bond
for establishing the Kissinger objective of consumer solidarity. The
floor price for the bulk of conventional fuels, rather than cooperative
incentives to develop synthetic fuels or an agreement to share energy
research and development, has become the necessary text of com-
mitment to unity. The disparities in energy resources and import
requirements among consuming nations, however, make any such
extensive commitment of resources unlikely. Sweden did not agree
in principle to setting a floor price at the IEA Governing Board meet-
ings in March 1975. Other countries like Japan and Italy are reported
to have stated privately that they would be unlikely to agree to a
floor of any significant level. In fact, the effort to reach a binding
agreement on a floor price may even accentuate the differences be-
tween the United States and its allies rather than solidify their unity.

While the minimum import price is not designed to be a floor under
OPEC investments, it may provide the cartel with just the focal
point it needs to maintain unity and proration any reduction in out-
put. OPEC would be reluctant to see the consuming governments
collect the difference between the floor price and a lower world market
value. If the major consuming nations, which account for approxi-
mately 90 percent of free world oil imports, agreed to limit imports
by means of the minimum safeguard price, sales to the remaining poor
consumers would offer OPEC little chance to expand production
significantly by lowering world oil prices. Thus, a floor price could
easily backfire into a guarantee for OPEC investments and thus
prevent any substantial decline in world prices.

In his February 3, 1975, speech to the National Press Club announc-
ing the floor price, Secretary of State Kissinger said:

These protected prices [provided by a floor agreement] would
in turn be a point of reference for an eventual consumer-

G Federal Energy Administration, "The Economic Impact of the Oil Embargo
on the American Economy," mimeo, August 1974.
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producer agreement. To the extent that OPEC's current
high prices are caused by fear of precipitate later declines,
the consuming countries, in return for an assured supply,
should be prepared to offer producers an assured price for
some definite period so long as this price is substantially
lower than the current price.

Although the U.S. Government has recently denied its intent
to seek a long-term oil price agreement, Secretary Kissinger's speech
remains a strong indication to the contrary. Such a commodity agree-
ment would definitely not be in the interest of energy consumers. Not
only would such an agreement under present market conditions
institutionalize the disproportionate power of OPEC, but a long-
term price agreement would also provide OPEC with an easy way to
jack up prices further.

No Authority or Support Exists for Negotiation of a Floor Price
Agreement

Support for the proposed minimum import price has been slight.
The Subcommittee could find no defenders for the oil floor price
concept in industry and the academic world. The Administration was
likewise unable to identify support for this proposed policy outside
of its own ranks.

The authority the President currently has to impose tariffs or
quotas to protect the domestic energy industry for national security
reasons, in the opinion of this Subcommittee, was not designed to
establish a floor price agreement. While the Administration has
acknowledged that existing powers are insufficient by requesting new
authority, it has nevertheless continued to seek an agreement on a
specific minimum import price in the International Energy Agency.
Without at least some consensus to support the price floor domesti-
cally, further international negotiations seem not only wasteful but
ill-advised. It is not in our best interests to have the United States
Government seeking an agreement which the Congress has no in-
tention of supporting.

Recommendation

A minimum price for oil imports is not an appropriate
method to protect domestic investments in conventional
energy resources from becoming noncompetitive if world
oil prices drop. The United States Government should
cease immediately its efforts in the International Energy
Agency to set a minimum import price until such time as
Congress authorizes the Executive to seek such an agree-
ment. Existing legislation, such as the Trade Expansion
Act of 1962, Section 232, as amended, should in no way be
construed as authority to set a floor price.



SUPPLEMENTARY VIEWS OF SENATOR LLOYD M.
BENTSEN, JR.

In the event the OPEC countries bring about a precipitous decline
in the price of foreign oil to undermine our self-sufficiency efforts,
action would be needed to protect domestic energy production through
such means as the imposition of a reasonable tariff on imports. The
long gasoline lines accompanying the 1973 embargo clearly demon-
strated to all Americans the dangers of excessive reliance on foreign
sources of energy. There is, however, no need for a predetermined
floor price.

Any comprehensive program to reduce our vulnerability to unre-
liable foreign energy sources must focus on the development of new
and alternative domestic energy sources as well as traditional fossil
fuels. I have introduced legislation to establish an "Energy Develop-
ment Fund" to encourage the development of promising fuel alterna-
tives such as coal gasification, the utilization of solar energy, and the
conversion of municipal or agricultural wastes into fuel.

(10)



DISSENTING VIEWS OF SENATOR JACOB K. JAVITS

Although I believe this report raises some valid questions about the
use of the oil price floor as an instrument of our international energy
policy, I cannot subscribe to rejecting flatly the floor price approach
at this time. This is because the price floor should continue to be one
of the means for achieving a concerted energy policy among oil
importing countries, especially urgent in view of the possibility that
the OPEC countries may raise prices again in the fall. I feel Adminis-
tration witnesses should have had an opportunity to develop this
subject in the hearings.

My objection to the major recommendation of this report is that
the United States should not reject in advance any measure that
could be helpful in reducing our excessive dependence on imported
oil. We learned during the oil embargo of 1973-74 that we had grown
excessively dependent on oil imports and had thus placed ourselves in
a position of high vulnerability.

The world also experienced a fourfold increase in oil prices since
January 1, 1973. If we are passive in the face of these developments,
the OPEC countries could be emboldened to increase prices further.
The result would be a further drain on consumer purchasing power,
another spur to inflation, deeper deficits in the balance of payments
and budget, further impoverishment of the poor, and a threat to the
world economic system.

If we continue to depend excessively for a major share of our oil on
the turbulent Middle East where most of OPEC oil comes from and
where tensions are high, we will leave ourselves open to possible supply
interruptions by a conflict there which could once again imperil the
flow of oil to us. The oil exporters there have demonstrated their
willingness to use oil as a political weapon and they could do so again.

More than jobs and incomes are at stake. The problem also affects
our potential independence in making our own foreign policy. In an
energy hungry world, oil is power. The governments in exporting
countries can exercise that power on some other governments simply
by threatening to close the spigot.

(11)



SUPPLEMENTARY VIEWS OF SENATOR ROBERT
TAFT, JR.

I am not ready to commit myself to all of the arguments in this
report, some of which demand considerable further examination. How-
ever, I do oppose the adoption of an oil import floor price at this time.

The main question involved is whether it is necessary or desirable
for the United States to help guarantee, in effect, oil prices which are
astronomically high by historical standards. I believe that the answer
is "no." The proposal would tend to institutionalize higher oil prices
politically and further limit the possibilities for price reductions. This
type of action obviously should be avoided unless there are compelling
reasons to adopt it. However, there is no conclusive evidence that the
floor price is necessary, either to stimulate energy investment or for
other purposes.

Government action to help domestic energy industries and investors,
in the event international oil prices do fall drastically, may be worth
considering. The report's discussion of the desirability of alternative
policies in that event is cursory and unconvincing. On the other hand,
too many valid questions about the import price floor have been
raised for me to conclude as yet that it is justifiable on those grounds.

(12)



SUPPLEMENTARY VIEWS OF REPRESENTATIVE
JOHN H. ROUSSELOT

In general, I agree with most of the points made in the Subcom-
mittee's report with regard to the State Department's oil floor price
proposal.

In my opinion, such an interference in the price mechanism would
create economic distortions and would not accomplish the intended
objectives. Worst of all, this artificial support of oil prices would
prevent any price decreases from being passed on to American con-
sumers-as the Subcommittee report states, "Although the proposed
floor price would require no government outlay and at times might
even result in collection of revenues, it would not be costless. The con-
sumer would pay the full subsidy if the world price dropped." Also,
the Subcommittee report goes on to point out that, "Protection of
energy industries might lead to demands for protection by other U.S.
industries arguing that high energy costs had undermined their
competitiveness in world markets," and this is a point with which I
also concur. As a matter of fact, I think there is little doubt that other
domestic industries would demand this same type of protection.

While basically supporting the Subcommittee's opposition and
reasoning with regard to the State Department's oil floor price
scheme, I do not endorse its conclusion that a "well-targeted'subsidy
program" could be considered as an alternative if additional incentives
are necessary to encourage domestic energy development. I believe
that such a subsidy program would inherently have many of the same
defects as the oil floor price proposal. The burden of the subsidies
would fall on the American taxpayer-consumer and they would still
be carrying the burden, if not through sustained high prices at the
pump, then through their tax dollars. (The Subcommittee suggests
that revenue for the subsidies could be raised by a tax on all energy
use.) In addition, I feel that the subsidy idea could also very easily
lead to demand for similar protection by other U.S. industries just as
would the oil floor price proposal.

I am further concerned that the subsidy approach would lead to
many bureaucratic administration problems-the Federal Government
would be determining eligibility, the Federal Government would be
determining the amount of eligibility, and the Federal Government
would be determining the priority areas to be assisted. However, the
Federal Government's administration of such legislation as the
Emergency Fuel Allocation Act has done nothing but obstruct the
ability of market forces to encourage production to meet demand.

The Subcommittee mentions that "A loan guarantee program . . .
could also be used specifically to encourage small producers or invest-
ments in marginal areas. The joint venture approach, while perhaps
requiring the Government to put up initial capital, would allow it to
participate in profit as well as risk-sharing." I seriously question
if "investments in marginal areas" or governmental participation "in
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profit as well as risk-sharing" is a proper use of tax dollars. As we
all know, the oil industry is a high-risk business, and in my opinion,
we cannot ask the already overburdened taxpayers to share that lia-
bility, especially when considering that there is no way that the
Federal bureaucracy can match the ability of the free market system
to produce an adequate supply of energy products at competitive
prices to meet demand. Even though this participation may be in-
tended to be on a limited basis and then only in the event world oil
prices should drop, if such an action should be taken, it would most
assuredly be just the first step toward nationalization of our domestic
oil industry-and that would be devastating to our Nation and our
economy.

The subsidy approach has not worked in our agriculture industry,
and we should remember that bitter lesson when it is suggested that
we could consider applying that same unworkable philosophy to our
energy industries in the event of a decline in world oil prices or, for
that matter, at any time. If we are looking for a solution to achieving
self-sufficiency in energy supply, we should be looking for a solution
that relies more heavily on the ability of the free market to stimulate
the competitive forces to market alternative sources of energy and to
provide incentives for the development of domestic sources of energy,
rather than a solution that interjects more Federal control and
manipulation of our energy products.
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LETTER OF TRANSMITTAL

AUGUST 3, 1972.
To the Members of the Joint Economic Committee:

Transmitted herewith for the use of the Joint Economic Committee
and other Members of the Congress is a General Accounting Office
study entitled "Measuring and Enhancing Productivity in the Federal
Sector."

This study was initiated at my request in a letter dated Septem-
ber 21, 1970. In that letter I noted, "In view of the importance of
the Federal sector to the economy as a whole and in view of the
responsibility vested in Congress for controlling Federal expenditure,
I find it distressing that we have no real measures of the efficiency
of the Federal sector." This study represents the first major effort to
measure productivity in the Federal sector.

I commend the Comptroller General on a job well begun. However,
I would remind members of the committee, this study includes 55
percent of the Federal work force. The difficult work of measuring
productivity in the other 45 percent remains. Moreover, the major
task of measuring productivity of State and local government workers
still lies ahead. I look forward to the General Accounting Office task
force continuing its valuable work and improving the quality and
completeness of this study in the future.

WILLIAM PROXMIRE,
Chairman, Joint Economic Committee.
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CHAPTER 1

INTRODUCTION

Why this survey was made

On September 21, 1970, Senator William Proxmire wrote
the Comptroller General urging that a comprehensive evalua-
tion be made of the possibilities for measuring productivity
in the Federal sector of the economy. In his letter, Senator
Proxmire made reference to a study by the Bureau of the
Budget in the early 1960's. This study, which analyzed the
potential for constructing overall productivity indices in
five major governmental agencies, concluded:

"As a result of the study, it is believed that
development of valid productivity measures is
feasible for a considerable proportion of Fed-
eral Government activities. The principal ob-
stacle in Government is the requirement that
products or services be measurable over a pe-
riod of time on a consistent basis." [This is
possible] "*** if some form of cost accounting
or work measurement system is in effect."1

Preliminary inquiry revealed (1) that this promising
beginning was not continued because the staff assigned was
transferred to other functions in 1965 and (2) that there
was no program currently being conducted by the executive
branch to develop overall measures of productivity. Conse-
quently the Comptroller General invited the Director of the
Office of Management and Budget and the Chairman of the
Civil Service Comniission to join with the GAO in a project
aimed not only at responding to Senator Proxmire's request
for "an evaluation of the possibilities" but, if possible,
to demonstrating the feasibility of achieving this objective
and to searching out actions to enhance productivity in the
Federal sector of the economy. These officials immediately
accepted the Comptroller General's invitation.2

1
Measuring Productivity of Federal Government Organizations,
1964, page 4.

2See appendix A.



THREE-PHASED APPROACH

A steering committee of the three participating agen-
cies was formed in March 1971, consisting of Executive Di-
rector Bernard Rosen of the Civil Service Commission, Assist-
ant Director Dwight Ink of the Office of Management and
Budget, and Assistant to the Comptroller General Tom Morris.
This Committee appointed a joint staff to carry out the proj-
ect, and invited 17 agenciesl of the executive branch to
join in a three-phased cooperative effort as described in
Exhibit 1-1 below.

EXIBIT 1-1
TUi PROECT PU

PHASE I-VISLITY

* DESCRIBE PRESENT SYSTEM$ * CABINET DEPARTMENTS

APRIL -JUNE If S 0 REPORT TO PRINCIPALS AND JEC * AEC, NASA, VA, GSA, SEC

PLAN PHASE 11

PHASE 11 -EVALUATION

* DETERMINE VALIDITY AND USEFULNESS 0 SELECTED AGENCIES

FY 1972 0 STIRULATE TOP MANAGEHERT USE

* INTERCHANGE BEST PRACTICES

PHASE III - IMPROVE PRODUCTIVITY

* PERMANENT PROGRAM ALL AGENCIES

FY 1971S OU -CSC (MANAGE)
GAO (AUDIT)

In early April 1971, Phase I was launched at a planning
meeting with the 17 agencies, at which time each was re-
quested to submit an inventory of its current usage of quan-
titative measurement systems, showing the percent of its
civilian employees whose work effort is reasonably covered
by such systems.

In order to assure that all significant measures were
identified in the inventory, the agencies were asked to
cover the following four types.2

1The Cabinet Departments, Postal Service, NASA, AEC, GSA, VA,
and SEC. NLRB contributed to the measurement project de-
scribed in Chapter 2.

2After Phase I was completed effectiveness measures were
added to the scope of the project.
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1. "Overall Productivity Indexes"--These are measures
of the final physical outputs of an entire organiza-
tion (or component, subcomponent, etc.) divided by
the physical inputs, in order to produce a produc-
tivity index which can be consistently computed from
year to year in real terms (i.e., in constant dol-
lars). Labor inputs will be used in all cases.
Capital and other cost inputs will be included where
significant to the activity (as in the case of in-
dustrial facilities and costly data processing in-
stallations).

2. "Work Measures"--These are measures of the physical
work units produced by individual work centers (with-
in an organization or component) which can be com-
pared to an objectively derived standard of perform-
ance to assess performance efficiency on a current
basis (such as daily, weekly, monthly). Example:
Number of pieces of first class mail processed per
hour in a Post Office, compared to an established
standard.

3. "Unit Cost Measures"--These are obtained by relating
physical work units produced to corresponding costs.

4. "Manpower Planning Measures"--These are systems of
forecasting manpower requirements based on statisti-
cal data in respect to workload, activity rates,
peakload requirements, safety standards, etc. (An
example is FAA's technique of staffing Air Traffic
Control towers, based on peak-hour traffic and human
stress factors.)

All agencies invited agreed to participate in Phase I,
and by late May the requested inventories had been submitted.
Briefings were then held with agency representatives to dis-
cuss their practices in developing and using each type of
measure.

Growing out of the Phase I review was a presentation to
the principals in.June 1971, by the steering committee, and
a memorandum report (see app. B). The committee recommended
to the Director of OMB, the Chairman of the Civil Service
Commission, and the Comptroller General that fiscal year
1972 be devoted to a continued cooperative effort with the
17 agencies aimed at

--first, testing the feasibility (with assistance
from the Bureau of Labor Statistics) of constructing
overall productivity indices,

3



--second, conducting case studies and workshops to re-
veal opportunities for improving the use of existing
measurement data, and

--third, making other special studies of ways to en-
hance productivity in the Federal sector.

The proposals were endorsed by the principals, and
Phase II was launched at a conference of the participating
agencies on September 8, 1971.

The accompanying report sets forth the findings and
recommendations which have resulted from the Phase II stud-
ies. As background to the report, the remainder of this in-
troduction briefly describes:

--The key findings from the inventory conducted in
Phase I.

--The principal research projects conducted in Phase II.

KEY FINDINGS OF THE PHASE I INVENTORY1

Exhibit 1-2 below shows a statistical summary of the
usage of various types of measurement systems, as disclosed
by the participating agencies.

Coverage by Type of Measure

Percent of personnel covered
Postal Civil

DOD Service Agencies Total
Type [1,029,075] [718,014] [816,716] [2,563,805]

Manpower
Planning 45 64 63 50

Work Meas-
urement 38 60 37 44

Unit Cost 38 60 23 39
Overall Pro-

ductivity 0 60 8 20

Note: Figures in brackets represent total civilian employ-
ees.

See appendix D for a brief history of Federal Productivity
measurement.
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In summary, it was found that extensive use of quanti-
tative measurement is now practiced (1) in planning future
manpower requirements and (2) in establishing formal work
measurement standards by which to gauge the operating effi-
ciency of activities having repetitive, quantifiable outputs
(50 percent and 44 percent, respectively).

A much smaller percent of employees was found to be
covered by unit cost measures (39 percent). In respect to
the use of overall productivity indices (the interest of
Senator Proxmire) only 20 percent usage was encountered; no-
table exceptions were the Postal Service, Social Security
Administration and certain Treasury Department activities.

It was these specific findings from the reports of the
17 agencies that formed the foundation for Phase II. An
oral report of these findings was presented to Sena-
tor Proxmire on September 21, 1971.

RESEARCH PROJECTS CONDUCTED IN PHASE II

Coordination of staff work for Phase II was assigned to
four project leaders, as illustrated in exhibit 1-3 below.

SCOPE OF PHASE II EXHIBIT 1-3

_ MEUS

mE | XWMWEASURE

MD KS CS3 GAD GM

1. A team composed of GAO and BLS specialists devoted
full time to developing overall productivity indices
based on detailed data submissions from 17 agencies.
Because of the exceptional cooperation of these agen-
cies, this effort has produced a set of productivity

S



measures covering 1,560,000 Federal employees. (The
results of this work are presented in chapter 2 of
this report.)

2. A series of studies of ways to improve the use of
existing measurement systems was coordinated by the
Civil Service Commission member of the joint staff.
These studies included detailed analyses of the va-
lidity and utility of work measurement systems at
two major Defense installations which cooperated with
the study. In addition, meetings were held with
agency representatives assembled by the Federal Ex-
ecutive Boards in eleven cities: Philadelphia, New
York, Cincinnati, Detroit, Denver, Chicago, New
Orleans, Dallas, Seattle, San Francisco, and Los
Angeles. These meetings were devoted to candid dis-
cussions of the value of measurement systems, and of
ways of enhancing the performance of field activi-
ties. An extensive questionnaire and interview
study was completed by the Civil Service Commission,
covering the attitudes of Federal managers. Finally,
a special study of the productivity improvement pro-
grams of twelve industrial organizations was per-
formed by the Army Management Engineering Training
Agency under a special contract.

3. The third project was concerned with improving the
use of unit cost measures and capital project plan-
ning. These studies were conducted by GAO, and in-
cliued case studies at 10 agency locations in Wash-
ington, D.C., plus several installations in the
Norfolk area.

4. The fourth project, coordinated by the OMB represen-
tative, was aimed at documenting and encouraging
current best practices in applying effectiveness
measurement techniques, especially to activities
whose outputs cannot be readily quantified such as
health, education, welfare, law enforcement, research
and development, policy development, etc. A two-day
workshop was held in November 1971, and case studies
resulting therefrom have been separately published.
In addition, a collection of case studies of effec-
tiveness evaluation has been assembled by the
Northern Virginia Chapter of the Federal Government
Accountants Association and published under the aus-
pices of this project.

The results are published in a staff study titled "Survey
of Productivity Measurement in Non-Government Organiza-
tions."
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ASSISTANCE OBTAINED

During the execution of the above projects, the joint
staff has benefited from frequent advice of advisory panels
composed of the Agency officials, as shown in exhibit 1-4
below.

EXHIBIT 1-4

AGENCY ADVISORY PANELS

-I- -I[- -HI- -IV-
IM0E USE

DEYEtDP PRUWWITV oF Wm
NCES OF THE MEASMNENT EXPAND USE ENCOURAGE MEASURES

FEDERAM SECT LSTEN OF UNIT COSTS OF EFFECTNEDESS

GAO CSC GAO OMB
CUCE DEFENSE 1W VETERANS AME. STATE

DEFENSE BUD FMl ISTERR LABOR

VETERANS ADK GSA IPuN TREASURY NASA

POST mFFICE SEC [IRS, CUSTOIUSTICE

AMEKULTURE TRAESPORTATONJ TRANSPORTAX1OU HEW

ATOMIC ENRGM FAY
meW POST OffICE

Reports of progress have been made to the President's Advi-
sory Council on Management Improvement beginning with
Phase I, and members of Advisory Council have been helpful
in the conduct of the Phase II studies discussed above. The
President's National Commission on Productivity has reviewed
and encouraged the project from the beginning, and allocated
$50,000 to support the Phase II research program. A status
report furnished to the Productivity Commission on Janu-
ary 17, 1972, is enclosed as appendix C.

The climax of Phase II in terms of agency involvement
occurred on May 11 and 12, 1972, when representatives of par-
ticipating agencies met for a two-day workshop at Airlie
House. The recommendations set forth in the remaining chap-
ters of this report are in large measure an outgrowth of
discussions held at this conference.

Special note should be taken of revised OMB Circu-
lar A-44 dated May 24, 1972. This landmark document re-
quires an annual report from each agency with 200 or more em-
ployees setting forth its progress in improving six areas of
management--one of which is productivity--and stating its
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goals for the budget year. These reports will include "pro-
ductivity indices, better use of work measurement systems,
expanded use of unit cost measures, and productivity justi-
fication of capital investments."

CONTENTS OF THIS REPORT

The remainder of this report sets out findings and rec-
ommendations as follows:

--Chapter 2 describes a tested methodology for annually
measuring trends in the productivity of 55 to 60
percent of Federal civilian employees and reports the
trends found for the fiscal years 1967-71.

--Chapter 3 discusses five major approaches to enhanc-
ing the productivity of Federal employees, based on
the Phase II studies.

--Chapter 4 presents a plan of action designed to act
upon the findings and proposes to build upon the find-
ings through further joint effort.
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CHAPTER 2

MEASURING FEDERAL PRODUCTIVITY

The research conducted in Phases I and II showed that
the performance of organizations--both in the public and the
private sectors--can be sharply improved by defining and
evaluating measures of accomplishment in quantitative terms.
While we found that Federal agencies were making extensive
use of work measurement and manpower planning measures, we
found relatively little use of overall productivity measures
of the type published for the private sector by the Bureau
of Labor Statistics.

Why Has the Federal Government Lagged
in Using Overall Productivity Measures?

During Phase I we asked agency officials why they had
not developed, or continued to use, overall productivity
measures. They gave three reasons:

First, they appear technical and mysterious

Such measures have this appearance because of the sta-
tistical weighting techniques used to aggregate output
units having different values and characteristics so as
to obtain a composite expression of outputs of an entire
organization. A simple example is shown in Exhibit 2-1
which depicts 10 different methods of preparing checks
and bonds in the Bureau of Accounts of the Treasury De-
partment. A total productivity index in this case is
based on the number of checks and bonds produced by all
methods, per man-year (see heavy black line). 1

Second, previous misuse of
total productivity measures

We were told of instances in which productivity improve-
ments were "forced" during the budget process by reduc-
ing manpower in spite of continuing growth in workload,
or without labor saving or system improvements to jus-
tify such reductions. While a superficial short-term
improvement in output per man-year appeared to result,
the long-term impact was a degradation in quality, fol-
lowed subsequently by a crash program to rebuild staff.

Today, 97 percent of checks and bonds are electronically
processed.

9
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EXHIBIT 2-1
Division of Disbunemut

CHECKS AND BONDS PER MAN-YEAR BY PROCESS
OF PREPARATION, 1949-1962

Figci Ye
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Third, lack of management understanding
of the uses of overall indices

Most agency managers, both at headquarters and in the
field, need current information (weekly or monthly) on
workload, output, and staffing in order to meet their
commitments while living within their budgets. These
tools are essential to managing an organization and
cannot be displaced by overall productivity measures.
Most managers, however, have not understood that overall
measures provide an additional insight into the opera-
tions of an activity. This leads to the next question.

What Are the Uses of Overall
Productivity Measures

Such measures serve an entirely different purpose from
those concerned with current performance. In the Federal
setting, we found that, when applicable, they can offer
five values:

1. First, they enable the manager to review trends in
overall productivity from year to year on a consist-
ent basis.

2. Second, they reveal the results of all past actions
to improve productivity, including investments in
labor-saving equipment, changes in organization and
systems, upgrading of employee skills through train-
ing, etc. Thus, the measures provide a scorekeeping
technique which managers would otherwise lack.

3. Third, they reveal emerging trends and permit manag-
ers, where possible, to take steps to influence those
trends. If workload is increasing more rapidly than
the manpower applied then the productivity per man-
year will increase. Conversely, if workload is drop-
ping while manning remains fixed, productivity per
man-year will decline. Exhibit 2-2 illustrates this
problem at the Army's Fort Campbell in Kentucky.

I I



EXHIBIT 2-2

COST PER CAPITA OF OPERATING
FORT CAMPBELL, KENTUCKY

COST PER CAPITA
SO I I

l l
so I50

DOLLARS 40 * |
PER I

MANYEAR
lool 30 * I

20 5471 l

11162 I
I0 014

II I I _

0 10 20 30 40 50 50

MILITARY MANYEARS tOOel

As noted above, the most efficient level of operation
at this base occurs when between 16,000 and 34,000
soldiers are stationed there, thus making full use
of the facilities. Productivity (measured here in
unit costs) declines almost 50 percent, however, if
only 10,000 soldiers are stationed at Fort Campbell--
because of the fixed overhead staffing and costs of
running the base, such as utilities, maintenance,
guard protection, etc.

4. Fourth, productivity data may be used effectively at
the various stages of the budget process: (1) by
providing a vehicle for systematic projection of re-
source needs based on outputs, (2) by providing bet-
ter information on the unit cost trends of alterna-
tive services, (3) by making possible a rational se-
lection of improvement goals, and (4) by providing a
progress report on how the goals are being achieved.

S. Fifth, overall indices can provide to Federal top
managers, Congress, economic analysts and the public,
knowledge of productivity trends for the first time.
It is important to stress that the absence of such
measures materially detracts from the ability of the
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executive branch to communicate trends in its

performance to the Congress and the public. In fact,

economists must assume that productivity change in
the Federal sector is zero.

An article in Fortune magazine in February 1972

stated that the failure to measure the productivity
of many service industries (including the public

sector) leads to an understatement of the real gross

national product, and leads to overestimating the
rate of inflation.

Public apprehension about the lack of improve-

ment in Governmental productivity appears to be

widespread. The CBS Evening News Show of March 29,

1972, reported that increases in the pay of Govern-

ment workers "have an extra inflationary impact be-

cause they are not matched, or anything like it, by

increases in worker productivity as they often are

in industrial production." The Chairman of the

Price Commission stated to the Joint Economic Com-

mittee on April 26, 1972, "While Government at all

levels continues to grow, its measured productivity
gains are zero."

These are disturbing charges--not only because they im-

ply a lack of confidence in Federal managers, but also be-

cause the public sector as a whole (Federal, State, and lo-

cal government) constitutes a large and growing percent of

civilian employment in the United States--13 million out of

79 million civilian workers, or 16 percent.

It is obvious that the absence of total measures de-

prives the Congress, the public, and Federal managers of an

important tool, as stated in Senator Proxmire's request.

The question is whether--and to what degree--such measures

can be developed. The remainder of this chapter describes:

--How the data for this first set of productivity in-

dices was obtained, and the coverage achieved.

--How the indices were developed.

--What these indices tell us about the productivity

trends since fiscal year 1967,1 and what they appear

to suggest as to trends in the near future.

1The base year used by BLS for private-sector and industry

indices is calendar year 1967.
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--How we suggest that this type of measurement system
be further developed and refined.

How Were the Data for the First Set of
Productivity Indices Obtained?

The joint team concluded, following Phase I, that over-
all measures might be feasible covering about 50 percent of
the executive branch civilian work force, including the
Postal Service. This envisioned obtaining "output/input"
data on at least 750,000 more man-years of effort than was
available from the agencies using productivity indices (i.e.,
the Postal Service and a few other civilian agencies).

It was determined that three conditions were required to
assure reasonable success from this effort:

First, the basic data should be collected, and the in-
dT-es developed, by one central technical staff--just
as it is for the private sector. The Bureau of Labor
Statistics was invited to join in this effort, so that
it might contribute its expertise and later become the
permanent agent for collecting and publishing indices
on the Federal sector, as it does on the private sector.

Second, individual agencies should be asked only to
submit readily available data, and not to make the sta-
tistical computations.

Third, the development and publication of initial in-
dices should be based on common functions performed in
many agencies or components of agencies; and individual
agency indices should not be disclosed without the
agency's permission. (This again is typical of the
practice of the BLS in those instances where data are
directly collected from individual companies.) In the
Federal sector, most large agencies are so conglomerate
that total agency indices would not be as meaningful in
portraying total Federal sector productivity as are in-
dices of homogeneous functions. Furthermore, in most
agencies only segments can be measured by quantitative
outputs. In this regard all 17 of the participating
agencies were able to contribute significant data to
one or more of the functional indices described later.

The participating agencies furnished data under the
above conditions for the fiscal years 1967-71, showing
(1) definition of outputs, (2) the quantity of "output prod-
ucts" produced each year, on a uniform basis, (3) the man-
years of effort consumed in producing each output product,
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and (4) the wage costs (including fringe benefit costs) of
producing each output.

Altogether, the 17 agencies identified 114 organiza-
tional elements (appendix E) which have readily measurable
outputs. These 114 elements furnished data on 605 output
products.1 This formed the basis for the indices which have
been developed.

The Defense Supply Agency is one example of an organi-
zational element. It has seven output products:

DSA OUTPUT PRODUCTS

(1) Procurement actions, i.e., purchase orders and
contracts issued.

(2) Requisitions processed, i.e., customer orders
filled.

(3) Line items received and shipped, i.e., number
of times each item is received by, or issued
from, DSA warehouses.

(4) Contracts on hand requiring administration.

(5) Contractor invoices paid.

(6) Value of purchased materials inspected.

(7) Earned revenue--clothing manufacturing.

In order to qualify for inclusion in a productivity in-
dex, we required that each output product meet the following
tests to an acceptable degree:

--It can be counted easily and consistently, year after
year.

--It is mutually exclusive of any other output product,
so that double counting will be avoided.

--It is the final product (or an intermediate product
contributing to the final product) of a significant
group of workers, whose time and costs can be directly
identified with the output.

A complete list of these products is contained in a separate
staff paper being developed entitled "Federal Productivity--
Methods, Measurements, and Results."

15



--Its quality requirements can be defined.

Outputs produced by outside contracts were excluded.

The data accepted for the study covered 1,560,000 man-
years, or 56 percent of the civilian personnel employed by
the 17 participating Executive agencies. The coverage by
agency is shown in Exhibit 2-3. Data covering an addi-
tional 58,000 man-years for fiscal year 1971 were rejected
since they failed to meet one or more of the above criteria.

In future years, we believe that it may be possible to
add over 100,000 additional man-years, by including (1) agen-
cies which were not invited to participate in Phase II (such
as the Tennessee Valley Authority, regulatory agencies, and
the Government Printing Office),1 (2) organizations where
more research is needed to develop adequate data, and (3) in-
creased coverage in common functions such as data processing
installations, printing and publication activities, and
other operating services. We also wish to explore the pos-
sibility and desirability of developing indices for
Government-owned contractor-operator plants of NASA, AEC,
and DOD.

How Were the Indices Developed?

The indices were developed in three steps:

1. Step one--a "building block" index by organizational
element. For each of the 114 organizational ele-
ments, an index was constructed, using fiscal year
1967 as the base year. These are "building block
indices" which are not being disclosed separately,
but which are combined in various groupings as de-
scribed later. An illustration of how such an index
is developed is shown below:

Index Based on
Requisitions Processed by DSA

Requisitions
Thousands processed Produc-

Fiscal Millions of of per tivity
year requisitions man years man year index

1967 19.7 3.8 5,184 100.0%
1968 19.7 3.2 6,156 118.8
1969 20.3 3.1 6,548 126.3
1970 19.0 3.1 6,129 118.2
1971 18.6 2.8 6,643 128.1

aIncluded with permission of DSA.

These agencies employed 143,000 man-years in fiscal year
1971.
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EXHIBIT 2-3

COVERAGE BY PARTICIPATING AGENCIES

Total Civilian Man-Year Coverage
Man-Years of Indices

1971 1971

NUMBER MAN-YEARS PERCENT OF
(000) (000) COVERAGE

1. Agriculture 103.8 28.6 27.6
2. AEC 7.3 .2 2.7
3. Commerce 36.4 6.7 18.4
4. Department of

Defense 1,215.2 388.1 32.0
5. GSA 38.7 28.9 74.7
6. HEW 115.5 67.4 58.4
7. HUD 16.8 9.5 56.5
8. Interior 69.2 30.0 43.4
9. Justice 40.5 6.9 17.0

10. Labor 11.2 5.1 45.5
11. Postal Service 723.6 723.6 100.0
12. State 25.1 1.4 5.6
13. Transportation-' 106.9 31.7 29.7
14. Treasury 98.0 77.7 79.3
15. VA 165.1 151.0 91.5
16. SEC 1.4 1.4 100.0
17. NLRB 2.2 2.2 100.0

Total 2,776.9 1,560.4 56.2

a/ Also includes 37,300 Coast Guard uniformed personnel of which
19,600 are covered in this sample.

SOURCE: Manyears and Personnel Costs, Executive Branch, FY 1971.
Based on Circular A-93.
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Many of the organizational elements had two or more out-
put products. (DSA had seven for example.) In order to
combine these we used the 1967 man-years required per unit
of output as the weight.

2. The second step was to group the 114 organizational
elements by functions which have similar output
characteristics. Each of the 114 organizational ele-
ments was assigned to one of three broad functional
classifications and within these to one of seven sub-
groups. Details of this functional classification
are shown in exhibit 2-4.

Studies of other ways to classify the data will con-
tinue for some time to seek the most meaningful correlations
between type of outputs and inherent productivity charac-
teristics as well as the type of presentations which will be
of value to users. However, the initial functional indices
are exposing many useful observations and questions.

3. The third steep was to develop one overall index for
all organizational elements. There are various ways
of aggregating the 114 elements into a single index.
These are discussed in appendix F.

What Do These Initial
Productivity Indices Reveal?

The aggregate of the productivity trends for the
1,560,000 employees in 17 agencies is as follows:

Index for
fiscal year 1971

(fiscal year
1967 base year)

Total output 110.3
Total man-years 102.5
Productivity (output per man-year) 107.7
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EXHIBIT 2-4

FUNCTIONAL CLASSIFICATIONS FOR INDEX DEVELOPMENT

Functional
Groups

No. of Organiza-
tional Elements

I. Public Services

A. Operating facilities
(hospitals, schools,
parks, Post Offices,
etc.)

B. Processing Activities
(loans, grants,
mortgages, insurance,
etc.)

Total

No. of Output
Measures

Man-Years Covered
in F.Y. 1971

Number Percent

83 954,565 61.218

39

57

304

387

195.934

1,150;499

12.5

73.7

II. Support Services to
Governmental Agencies

A. Management (finance,
personnel, legal,
etc.)

B. Procurement and Supply

C. Maintenance (bases,
buildings, equipment)

Total

III. Industrial

A. Major overhaul and
repair (ships, air-
craft, equipment)

B. Manufacturing (power
maps, charts, coins,
currency, etc.)

Total

GRA1D TOTAL

15 69 39,633

53 - 157,307

10

41

21

143

91,481

288,421

39 102,669 6.65

U1 -

16

U4

36

75

6L05

19,004

121,673

1,560,593 100.0%
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These results are graphically portrayed by year in ex-
hibit 2-5 below.

EXHIBIT 2-5

AGGREGATED INDICES FOR 1.56
MILLION EMPLOYEES IN 17 AGENCIES

3s

13_

12s

110

115

110 OUTPUT

~~~~~~~~1%9 19 a0 1911
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The above presents the first finding resulting from this
initial effort to develop productivity indices. It tells us
that, in the measured sample, productivity per-man-year in-
creased by 7.7 percent--or at an average annual rate of
1.9 percent--between fiscal year 1967 and 1971.1

This resulted from the fact that while output increased
10.3 percent, man-years applied went up only 2.5 percent.

An analysis of the overall index has been made using
labor costs instead of man-years. The analysis shows:

--Gross labor costs in current dollars increased
43.7 percent between fiscal year 1967 and fiscal year
1971.

Detailed data by year appears in appendix H.
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--Unit labor costs in current dollars increased only
29.5 percent, reflecting the impact of productivity
improvement.

- -Unit labor costs in constant 1967 dollars dropped
7.1 points to 92.9 percent.

These trends are graphically illustrated in exhibit 2-6 below.

TREND BASED ON LABOR COSTS
FY 1971 VERSUS FT 1967 (BASE YEAR)

-43.1% Z / 1

- A//

GROSS LABOR COSTS
CURRENT DOLLARS

EXHIBIT 2-6

H
K m,«29.5% -

UNIT LABOR COSTS j
CURRENT COSTS _

us - I -- ^----- ----

.5 L. UNIT LABOR COSTS

101 CONSTANT 1967 DOLLARS -7.1%

The above findings show that if the productivity gain
had not occurred, 119,000 more man-years would have been
required in fiscal year 1971 compared to fiscal year 1967,
worth in current dollars about $1.3 billion.
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These overall findings pose the question of what has
produced this productivity improvement, and whether it can
be perpetuated in future years. This is the purpose of the
additional analyses discussed below.

Trends in Productivity
By Pay Systems

Exhibit 2-7 displays the productivity trends when the
114 organizational units are separated between those where
the employee content is preponderantly:

--Wage Board--our sample contains approximately 254,000
employees, or about 48 percent of all wage board em-
ployees in fiscal year 1971.

--General Schedule--our sample contains approximately
583,000 employees, or about 45 percent of all GS em-
ployees in fiscal year 1971.

EXHIBIT 2-7

PRODUCTIVITY TRENDS BY PAY SYSTEM GROUP
WAGE BOARD

126.0

1967 1968 1969 1970 1971
FISCAL YEAR

I
I

130

125

120

115

GENERAL SCHEDULE

_
110i

105

100

'5

90
1967 1968 1969 1970 1971

FISCAL YEAR

These analyses reveal that in both pay systems the rea-
son for improved productivity is increased output with (1) a
level man-year expenditure in the case of GS employees, and
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(2) a sharp decrease in man-years applied in the case of wage
board employees.1

As will be indicated in other analyses, the greater
gain in productivity in the wage board category would appear
to be attributable to:

--The more rapid adjustment of wage board manning to
workload fluctuations.

--The greater opportunities to apply labor-saving equip-
ment to these activities, which are heavily indus-
trial in type.

This observation also calls attention to the need to collect
data on capital costs related to productivity changes so
that "total factor" productivity indices can be developed in
future years.

Trends in Productivity
By Functional Grouping

The functional indices indicate other factors which in-
fluence productivity.

As described above, functional classifications were
developed based upon (1) public services, (2) support ser-
vices, and (3) industrial activities. Exhibit 2-8 below..
portrays the trend in output; man-years!, and' productivity
per man-year for these three broad classifications during
the period fiscal years 1967-71.

Detailed data by year appears in appendix H.
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EXHIBIT 2-8

PRODUCTIVITY TRENDS BY FUNCTIONAL GROUPINGS

PUBLIC SERVICES

_I _ _

1967 1968 1969 1970 1971

lJ, p
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125
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115
110
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100
95
90

SUPPORT SERVICES
11C L

110

105

100

95

90

Inc -AINDUSTRIAL SERVICES
1967 1968 1969 1970 1971

1967 1968 1969 1970 1971

The highlights illustrated by the above graphs are:

--With respect to output, we find three different pat-
terns. Public services have shown a steady upward
increase, and it is probable that this will continue
to be the trend since this area embraces population
related activities such as the Postal Service, and
social programs. By contrast output in the Govern-
ment's internal support services has tended to fluc-
tuate in a narrow range; while the workload in indus-
trial activities has begun to decline after a major
increase in 1969. The latter reflects the reduction
in Defense logistical workloads.

--With respect to man-years applied, only the public
services show a steady increase, while substantial
decreases have occurred in the other two areas.

--Productivity per man-year follows directly from the
above trends. The smallest increase occurred in the
public services (5.1 percent), and the largest in the
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industrial area (23.3 percent), followed by internal
support services (13.6 percent).

--Unit labor costs. The most important story in terms
of budgetary impact is measure in the cost per unit
or work produced. Productivity gains have sharply re-
duced the impact of wage increases and inflation in
the past five years, as the following data show, com-
paring fiscal year 1971 to 1967.

Increased Decreased
Increased unit labor. unit

total cost labor cost
labor (current (1967

Function costs dollars) dollars)

Public Services 49.0% 33.7% -4.1%
Support Services 24.6 18.1 -15.3
Industrial 41.0 9.6 -21.4

Total 43.7% 29.5% -7.1%

Trends in Seven
Sub-Functions

Our research continued by selecting seven functional
subdivisions within these three broad groupings.1 Ex-
hibit 2-9 shows the results within the three broad catego-
ries; there are sharp departures from the general pattern.
The following highlights are noted:

See appendix G..
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1. The public service "operating" activities, with a
productivity gain of only 3.4 percent, are dominated
by the Postal Service. However, another activity of
major size is the health services--over 200,000 man-
years--where a flat productivity1 existed during
fiscal years -1967-71 period. This underscores the
need for a continued vigorous search for labor-
saving break-throughs in these institutions.

2. The public service "processing type" activities, by
contrast, show major gains in output--21.4 percent--
with less than half this increase (5.3 percent) in
man-years. This reflects the impact of automation
and systems improvements on mass processing func-
tions, such as Social Security and other activities
with transaction-type workloads.

3. Support services of the "management type" have shown
a small decline in workload, but a favorable produc-
tivity ratio has resulted from proportionately larger
personnel reductions.

4. "Procurement and supply" activities have shown trends
similar to the management services.

5. "Maintenance" of bases, buildings, and equipment
shows a large increase in workload with a stable,
personnel manning.' This produced a significant gain
in productivity.

6. The "major overhaul" segment of the industrial cate-
o oy-highly defense related--reflects increases in

worklbad, with a downward trend in man-years. This
is an area which, if properly supported by competent
industrial engineering and timely capital invest-
ments, should continue to show significant produc-
tivity gains.

7. Finally, the area of "manufacturing", with the
smallest total man-years (19,000), has the largest.
gains in productivity (28.8 percent).' The efficiency
of such manufacturing enterprises as the Bureau of
Engraving and Printing and the Mint accounts for this
outstanding performance.

It must be stressed that the above. observations are but
starting points for further studies which should be carried

The fiscal year 1971 index for the Health Services repre-
sented in our sample was computed at 101.2 percent of 1967.
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on in individual agencies. These preliminary observations
would be incomplete without some attempt to estimate future
trends.

What Do the Data Suggest As To
Future Trends in Productivity?

The joint team believes the following trends may occur
in fiscal year 1972 and 1973:

--Defense workloads will continue to drop. While sub-
stantial civilian personnel reductions were achieved
in fiscal year 1970 and fiscal year 1971, this rate
may be less rapid in the future. Also, many instal-
lations which have been fully utilized during the
Vietnam period may be less heavily loaded. These
factors may have a downward influence on Federal pro-
ductivity indices in fiscal years 1972 and 1973.

--The:Postal Service ha's shown a steady workload in-
crease in each of the past four years, with a level-
ing off of man-years between fiscal years 1970-71.
If one assumes a further workload growth with little
gain in man-years, this would have an upward influ-
ence on Federal productivity.

--With respect to the civilian agencies, it is assumed
that work loads in many public service programs
(health, education, environmental, etc.) will grow,
while employment levels will be held even or perhaps
show a small decrease under the President's personnel
reduction program.' Such trends would boost the pro-
ductivity indices.

The assumptions and judgments discussed above, suggest
that the indices for fiscal year 1972 should show some
growth, although perhaps at a slower rate than 1967--1971.

This ability to speculate on potential trends is one of
the values of this measurement tool. This capability should
stimulate managers to ask sharper questions and prepare more
effective advance plans. This is particularly true, as dis-
cussed in the next chapter, of the need for timely planning
of productivity enhancing capital investments.

Summary of Findings and
Proposed Next Steps

1. While continuing refinements will be required for at
least one more year, we believe that a technique has
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been developed which can measure trends in produc-
tivity of 55 to 60 percent of Federal civilian em-
ployees--from year to year on a consistent basis.

2. Perpetuation of this technique will require the is-
suance of an OMB data call requesting all departments
and agencies (of 200 or more employees) to submit
the required data--shortly after the conclusion of
each fiscal year--to a central agency for statistical
aggregation and index construction. We recommend
that the Bureau of Labor Statistics (BLS) evaluate
the technique developed, and the quality of data
available. If it believes that they meet acceptable
standards then BLS should propose plans--including
the resources required--for assuming this responsi-
bility on a permanent basis. In the meantime, the
data gathering and analysis should be conducted by
the joint team with the aid of BLS.

3. Regardless of whether BLS becomes the central collec-
tion and publishing agency--it is recommended that
OMB, CSC, and GAO continue this joint project for at
least one more year with the following principal ob-
jectives:

a. To work cooperatively with all agencies to in-
crease the coverage thus far achieved to the max-
imum extent practical (an additional 100,000 man-
years or more is estimated). In those areas
where quantitative productivity measures are not
feasible, studies should be conducted by the
joint team of other ways of assessing productivity
and performance trends. Such assessments might
be used as supplementary data in the preparation
of periodic reports to Congress and the public on
total Federal productivity.

b. To improve the quality of the output measures,
and to experiment with techniques of reflecting
quality changes in computing the indices.

c. To develop additional or alternative functional
indices for programs and activities where compar-
ison among Federal agencies--and between the Fed-
eral, State, local, and private sectors--is pos-
sible and useful. The desires and needs of pros-
pective users both in and outside of Government
will be sought.
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d. To collect data, not only in terms of man-year
and labor costs, but also to include capital and
other costs affecting productivity, if possible.

e. To prepare plans for (1) the annual analysis of
the productivity data, and (2) a report to the
Congress and the public of significant trends.

f. To educate managers on the uses of such indices,
particularly 'for planning, operating, and capital
budgeting.

4. Finally, it is recommended that the joint steering
- committee work with the National Commission on Pro-

ductivity to seek ways of developing a wide range of
productivity measures covering common functions per-

-formed at State and local government levels. It is
recommended that funding of such research be drawn
from the grant programs, where possible, and that
highly practical research projects be launched. Se-
lected military installations and the D.C. Govern-
ment may be useful as laboratories for the develop-
ment of such measures. If this program is success-
ful it will extend productivity measures to another
10 million employees in the State and local sectors.
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CHAPTER 3.

ENHANCING FEDERAL PRODUCTIVITY

Measuring Federal productivity was -only part of what the
joint team set out to do. Its other task was to determine
how Federal productivity might be enhanced and improved. The
work of-the joint team showed several areas into which Fed-
eral management might move to bring about improvements in
Federal productivity. These were:

A. Through the use of better measurement systems includ-
ing work measurement-data, unit costs, and effective-
ness measurement methods.-

B. Through better-methods of financing productivity -
improving capital investments.

C. Through providing motivation for enhancing produc-
tivity.

Each of these topics is discussed separately below.

A. Enhancing productivity through the use of
better measurement systems

One of the key conditions that is needed to enhance pro-
ductivity is good management decisions. Management--at var-
ious levels--makes decisions on such things as whether
existing practices are efficient or whether new methods
should be found; whether existing equipment is sufficiently
economical or new equipment should be purchased; and whether
workers have appropriate skills or whether additional train-
ing is needed to make them appropriately productive. Deci-
sions such as these are the ingredients of increased produc-
tivity. Without careful, informed decisions at all levels,
little more than level or even sagging productivity can be
expected.

To make good decisions, managers need facts. Manage-
rial decisions for the most part are based upon comparisons
of information on their function or operation with some
standard or criterion. Often the standard or criterion is
past performance. For example, if a manager's goal is to
keep his costs from rising, an across-the-board Federal pay
raise will mean that he will have to take some productivity-
improving action if he is to meet his goal--assuming no
change in workload. Without facts on that past cost perform-
ance, the manager would not know where he was, or what he
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could expect from any decision he might make to keep his
costs from rising.

The type of information that management needs to make
decisions varies with the type of decisions required. Three
types of measurement data that came to the attention of the
joint team were deemed particularly useful for productivity-
enhancing decisionmaking. These are:

1. Work measurement data.
2. Unit costs.
3. Effectiveness measurement.

Work measurement data consists of stating quantities of
work performed in terms of hours consumed as compared to a
standard. For instance, if the standard for reproducing
pages of photo copy is 50 per hour and the operator produces
only 47 per hour, he is working at 94 percent of standard.

Unit costs relate the volume of work to the funds re-
quired to produce the work. For example, the cost of produc-
ing 1,000 one dollar bills is $7.69. The particular genius
of unit costs is that they take out of the cost picture,
fluctuations that occur because of differences in quantities.
For example, if the total cost for producing a product were
$10,000 in 1971 and $12,000 in 1972, it would look as if
costs increased if only total cost is viewed. However, if
1,000 units were produced in 1971 and 1,500 units in 1972,
the use of unit costs would show that, while costs in total
dollars increased, the unit cost actually decreased, as shown
below:

1971 = $10,000 or $10 per unit
1,000 units

1972 = $12,000 or $ 8 per unit
1,500 units.

The third area of measurement involves effectiveness
measures. Effectiveness measures involve comparisons of
achieved results with predetermined goals or objectives.

All three measures are related and'all three serve use-
ful purposes. With all three, the manager can have compre-
hensive information about his organization and those areas
in which he can make decisions to enhance the productivity
of that organization. A presentation on'the relationship of
these measures is included as appendix I. Our findings in
the use of these measures are described below.
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WORK MEASUREMENT SYSTEMS

Work measurement systems can contribute to effective
management decisionmaking by providing information on how
much time is actually spent to perform certain tasks as com-
pared to a standard. With this information managers can de-
cide such things as how many men will be needed to perform
predicted future workloads and whether work performed has
been accomplished efficiently. To be useful such systems
must be soundly conceived and accurately maintained and the
results must be effectively used. In performing its work,
the joint team made a number of inquiries into such systems
to obtain some insight into whether the work measurement
systems in use by governmental organizations are functioning
as intended and whether effective use is made of the results.
These approaches involved analysis of measurement systems in
selected agencies, questionnaires administered to about 100
members of Federal Executive Boards, and management inter-
views of approximately 250 managers at various levels in the
field establishments of five agencies.

Some of the data we obtained at one installation we
visited illustrates how such data can be used. At that in-
stallation daily reports are produced on such functions as
loading items to be shipped on railroad cars. Actual time
spent is compared to the standards established for the steps
involved, such as loading containers on pallets, to determine
the degree of efficiency achieved in performing the work.

This data is summarized into broader categories as it
goes up the line. For instance, it is summarized by branch
and reported weekly to the division level. At the division
level it is summarized monthly and reported to the direc-
torate level. An example follows:

1. Actual man-hours for the month 2,551

2. Standard hours for work accomplished 2,025

3. Percentage of efficiency
(line 2 * line 1) 79%

4. Actual man-months required for work
accomplished 15.1

5. Man-months required for work at
standard 12.0

The agency's Director gets information on problems
within any of the agency's functional areas in a monthly
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formal briefing. These briefings involve comprehensive per-
formance appraisals which examine the status of each major
program in terms of relative indicators of progress. The
briefings include assessment of the performance of individ-
ual installations as well as organization-wide accomplish-
ments. While certain items are reviewed regularly, the con-
tent of each briefing varies to be fully responsive to the
changes in operational environment and to the current needs
of management. Data are presented on (1) current trends in
workload and performance efficiency, (2) status in meeting
key program objectives, (3) qualitative indicators of mis-
sion performance, and (4) status of progress in special in-
terest areas.

The following charts are examples of the type of infor-
mation utilized in the briefings.

DEPOT OPERATION FUNCTION

Production
Thousands

100 Work units

50 Actual
-----3-mo. moving avg.

0

J JA S O N D J F M A M J

This chart displays 13 months' information. The solid line
depicts the actual workload while the dotted line is a
3-month moving average which smooths out the peaks and
valleys and provides a better basis for trend analysis or
forecasting.
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DEPOT OPERATION FUNCTION

Productive Personnel Equivalents
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This chart shows productive personnel equivalents used to
accomplish the workload displayed on the preceding chart.
If an activity is 100 percent efficient, the dotted line,
which represents standard equivalents, would be identical
to the solid line, which represents actual equivalents.
If the solid line is above the dotted line, efficiency is
less than 100 percent. Conversely, when the dotted line
is above the solid line, efficiency is more than 100 percent.

DEPOT OPERATION FUNCTION

Measurement of Efficiency
Percent

120

110

100

90

80 STANDARD = 100C

0
J J A S 0 N D J F M A M J

This chart is an example of how the overall efficiency of a
major function is reported to top management. Ranges
(acceptable tolerances shown by the dotted lines) provide
a basis for evaluation of the fumction's performance and,
as warranted, adtion - usually on the management-by-exeption
basis.
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The charts and supporting data form a basis for deci-
sionmaking in terms of planning for manpower needs; schedul-
ing work; and identifying, investigating, and correcting
problems that are preventing achievement of the agency's
performance goals.

Results of our studies

Comparison of two systems

Our inquiry indicated that there is considerable varia-
tion in the accuracy and use of the output of the work meas-
urement systems included in our inquiry. The range of these
variations is perhaps best illustrated by comparison of the
results of our work at two organizations at which we looked
into the work measurement systems in considerable detail.
Both of these organizations have similar missions. They are
responsible for buying, stocking, and issuing supplies and
materials. To work efficiently, they must have the necessary
stocks and transmit them quickly to using organizations.
With the purpose of accomplishing these functions in the most
efficient and effective manner, both organizations establish
standards to do the work, accumulate data on time spent and
work produced, compare the work produced with the standards,
and prepare a series of work measurement reports. However,
there were significant differences between the organizations
as to the validity and utility of the data.

At the first installation we found that by and large
the standards were accurate. Moreover, management was con-
sistently seeking ways to make the standards more reliable
and useful. Also our tests disclosed that management con-
trol over data reported on work actually performed was suffi-
cient to ensure reasonable accuracy. As a result, the out-
put of the system had the confidence of and was used by
various levels of management which included management at
the work centers, division level, directorate level and the
installation head.

At the second installation, the situation was almost
directly the opposite. The work measurement system at the
second organization was separate and distinct with an insig-
nificant degree of integration into the overall management
system. Moreover, the accuracy of the data in the system
was doubted by management at all levels. Lack of confidence
in the accuracy of the system appeared to result primarily
from two causes.

--First, the standards were not kept current. Because
of changing work conditions, standards need to be
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reexamined frequently to see that they are still ap-
propriate to the tasks being performed. At the time
of our review 57 percent of the standards had not
been reexamined within the last two years. Moreover,
in many cases there was a lack of documentation to
support the standards and where documentation did ex-
ist we found a number of errors.

--Second, the data on actual work performed was not
verified by independent check. Our tests disclosed
several instances in which there were errors in this
data.

As might be expected, the difference in confidence in
the accuracy of the data made a significant difference in
the extent to which the system was used. At the first in-
stallation the system was an integral part of the management
system and was used by management at all levels on such
things as

--translating workloads into manpower needs

--preparing schedules for performing workloads

--planning future needs for manpower and other resources

--determining efficiency of performance attained in
carrying out specific functions.

At the second installation, limited use was made of the work
measurement data and most subordinates thought its primary
use was as a basis for reductions-in-force. Of 116 managers
at various levels that we asked about the system, 80 (69 per-
cent) felt it was not worthwhile.

We also learned that the training course for managers
in the use of the system had been reduced from 20 hours to
2 hours and that those below the management level received
no formal training at all. The paucity of training in the
use of the system appeared to us to be a substantial factor
in the failure to use it.

We do not know if either of the above systems is typi-
cal of Government work measurements systems. However, they
do illustrate the considerable differences that can occur
depending upon whether the system is kept reasonably accu-
rate, the people who use it are adequately trained and the
output from the system is made a part of the information
which management uses in decisionmaking.
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Results of additional inquiries

The briefings and questionnaires we obtained from other
agencies indicate that there is substantial room for improve-
ment in the data produced by governmental work measurement
systems and the use of that data. Some of the information
we obtained from the briefings and questionnaires follows:

--Briefings obtained at nine -other organizations dis-
closed instances in which work measurement systems
did not exist or covered only part of what was pos-
sible.

--Members of the Federal Executive Boards were asked to
identify the reasons why managers are not making
greater use of measurement data in the management
process. Of 47 who commented: (1) 28 percent noted
that there were problems in obtaining valid data and
(2) 26 percent cited the lack of knowledge, training,
skill, and interest.

--Members of the Boards were asked to provide sugges-
tions for making measurement data more effective. Of
54 who responded: (1) 17 percent suggested additional
and more complete training and (2) 15 percent sug-
gested that more feedback data was needed.

---Managers at five agencies were asked to comment on
areas needing better technical advice and assistance.
There were 159 responses. The area cited most often
(31 percent) was the need for improvement in the use
of work standards and measurement of productivity.

We also found that managers at different levels need
different data. For example, the first line manager is usu-
ally interested in data in sufficient detail to effectively
evaluate and supervise groups of workers. He is interested
in data such as the output per employee. On the other hand,
the middle manager usually does not need or want this much
detail. He is interested in summary data such as the total
number of units produced for the day. The top level manager
wants his data even more succinct. He wants to know only
such things as whether shipments are getting out on time and
is concerned with the number of units produced this year to
date compared to last year to date in order to examine long
term trends.

Conclusions

Effective planning for manpower needs and effective
scheduling of work are important means of improving
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productivity because they tend to make the best use of man-
power and avoid lost time and wasted effort. Work measure-
ment systems are prime tools for management in achieving ef-
fective planning and work scheduling, and therefore the use
of such systems should be encouraged. To obtain effective
use of work measurement systems, both management and their
subordinates must have confidence in the systems. Securing
such confidence requires an accurate, up-to-date system and
sufficient training of personnel to permit them to under-
stand how it works and know how to use the results. Manage-
ment needs to ascertain that the data produced by existing
systems is reliable enough to be accepted.

Extending work measurement techniques to susceptible
functions not now covered and improving the reliability of
the data for those systems whose veracity is challenged would
in our judgment make a worthwhile contribution to the pro-
ductivity of the Federal Government. Our recommendations
for achieving increased use of work measurement techniques
follow.

Recommendations

1. To improve the accuracy of the data in existing sys-
tems, we recommend that evaluations of the validity
of the data be made on a regular basis. The joint
team has developed "Guidelines for Evaluating Work
Measurement Systems" during the course of its study
and these guidelines will be provided to interested
agencies. We recommend that the joint team, in its
next phase of work, organize a Government-wide eval-
uation effort and provide assistance to agencies in
making such evaluations.

2. To improve the value of work measurement systems, we
recommend that the joint team, in its next phase of
work, sponsor a research project to design a system
to meet the specific requirements of managers at all
levels. The results of this will be used in recom-
mendation number 3 below.

3. To improve the skill and knowledge of employees in
the use of measurement methods and interpretation of
results, we recommend that the CSC, with the assist-
ance of GAO and OMB, modify existing and develop new
training programs.

4. To promote increased use of work measurement systems,
we recommend that OMB increase its efforts to obtain
such data for use in the budget review process, as
provided in Circular A-ll.
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UNIT COSTS

As previously indicated, unit costs are a very useful
tool for management decisionmakers because they reduce costs
to a common denominator, namely the unit. This common de-
nominator enables the manager to better interpret what is
happening to his costs than would be possible if total costs
were used without the common denominator. Some examples
follow.

Unit Costs as a Decisionmaking Tool

Bureau of Engraving and Printing

The Bureau of Engraving and Printing uses unit costs ex-
tensively as a management tool. The effectiveness of the
Bureau's use of unit costs is shown by a comparison of the
unit costs of printing bank notes (dollar bills and other
bills of various denominations). In 1952, the cost per
1,000 notes was $9.92. At the close of fiscal year 1971,
the cost per 1,000 notes was $7.69, or $2.23 lower, despite
the substantial inflation that has occurred in the interven-
ing years.

The system of data reporting on operations generated by
the Bureau's cost accounting system brings to the attention
of management those conditions which may be hampering a cost
center from achieving maximum operating efficiency.
Mr. James A. Conlon, Director of the Bureau, attributes much
of the Bureau's ability to reduce its costs to management
decisions resulting from effective use of unit costs.

Some examples of how unit costs are used follow:

--In one case, the unit cost rates showed the printing
costs for numbering currency notes were about 20 cents
per thousand units while the unit cost of the manual
finishing operations was nearly 9 times as great, or
$1.76 per thousand units. By identifying the manual
operations which constituted most of the cost, the
Bureau was able to concentrate engineering studies
towards automation of those operations. Custom-
designed equipment was developed which the Bureau
predicts will result in reductions in cost of $2 mil-
lion annually.

--In another case, one machine appeared to be operating
economically, but, through use of unit costs, Bureau
managers identified that the cost of required addi-
tional labor at another stage in the process made the

40



total unit cost uneconomical. A new procedure was
installed which eliminated the need for additional
labor and resulted in a lower total unit cost.

--Custom-designed automatic equipment was introduced in
the Bureau for the manufacture of postage stamps in
coil form which combined a number of operations (many
of which were hand operations) previously performed
separately.

--In a similar vein, the Bureau intends to invite bids
in the coming fiscal year for the construction of
specialized equipment for the mechanization of the
many manual operations currently employed in manu-
facturing postage stamps in booklet form--all at con-
siderable savings in manpower and associated costs,
as identified in cost-benefit analysis predicated on
unit cost data.

--As a result of an in-depth analysis of production
costs, a special committee appointed by the Director
to conduct studies on surface printing equipment has
made several recommendations as to the optimum mix of
new presses which should be acquired by the Bureau to
produce more economically and effectively the wide
variety of miscellaneous products printed by the off-
set and letterpress process.

Bureau of Accounts

The Treasury Department's Bureau of Accounts has long
supported its appropriation request to the OMB and the Con-
gress with unit costs of operations for central disburing
activity.

Bureau officials believed that substantial benefits
would accrue to the Government if the nearly 500 million
pieces of mail each year were made available to the Postal
Service in ZIP Code sequence. By use of unit costs, the Bu-
reau was able to compute these benefits. As a result, with
the full support of OMB and the Congress, the Bureau now
spends over $250,000 a year (about 1.004 cents per unit of

output) to presort its mailings, thus enabling the Postal
Service to save about $3,250,000 of sorting costs annually--
a cost benefit ratio of 13 to 1. The use of unit costs made
it possible to identify this interagency savings.

General Accounting Office

The General Accounting Office in its Transportation Di-

vision has used the concept of unit costing for a number of
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years to measure the efficiency of its procedures and tech-
niques for auditing transportation vouchers for overcharges.
By relating hourly audit costs to overcharges recovered from
carriers, the GAO managers have implemented various actions
which have made its transportation auditors twice as produc-
tive as they were in 1962. For example, net overcharges on
audit of freight bills increased from $12 per hour of audit
effort in 1962 to $27 per hour in 1971. In the audit of
passenger bills the net amount of overcharge revenue in-
creased from $4 an hour in 1962 to $24 an hour in 1971.

One example of past management actions which was predi-
cated on this relation of costs to returns is the develop-
ment of a computerized system for audit of domestic household
goods shipments. It was determined that a significant over-
charge potential existed in bills submitted for shipment of
household goods but that this potential could not be econom-
ically recovered by manual audit. Management, therefore,
developed a method of doing this audit through use of a com-
puter, resulting in an economical audit that has produced
increased revenues averaging $100,000 annually and is pro-
jected to produce a total increase in revenues of about
$300,000 annually when fully implemented.

In another example it was found that significant savings
could be achieved by a change in procedures initiating cor-
respondence to clarify unsupported and questionable changes
before resorting to the expensive process of computing and
billing for the overcharges. As a result of this and other
policy changes the overcharge cancellation rate decreased
from 17 percent to 9 percent on freight items, and from
50 percent to 5 percent on passenger transactions. The re-
sultant savings in manpower is estimated to be about 20,000
man hours per year.

In another example, management knew through relation of
its "cost to return ratio" that the rising cost of salaries
was significantly increasing the cost of auditing small dol-
lar claims and was therefore adversely impacting on overall
productivity. Although not economical, a surveillance type
audit of such claims is required. To meet this problem,
management introduced statistical sampling in the audit of
these small value claims. Statistical sampling makes it
possible for management to maintain the cost at minimum lev-
els, consistent with the required degree of audition.

Unit Costs as a Basis for Setting Charges

Many Federal agencies perform special services for par-
ticular segments of the population that are beyond those
which accrue to the general population. It is the general
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policy of the Federal Government to charge fees for such
services. It is also the policy of the Federal Government
that when such fees are charged, they ordinarily should be
commensurate with the cost of performing the service. In
some cases, the law providing for the service specifies that
the fee to be charged should be just what is required to re-
cover the cost. Unit costs are tailor made for providing
such information. However, a number of GAO reports have
shown cases where agencies did not have good unit costs and
were not recovering the costs of performing the services.

Unit Costs as a Means of
Demonstrating Efficient Performance

Unit costs can be very effective as a means of demon-
strating how efficiently management has performed. Effective
use was recently made of this attribute of unit costs by the
Treasury fiscal services. The fiscal services felt that the
overall reduction of one tenth of a grade ordered by the
President for all Government agencies for fiscal year 1972,
would be-unduly harmful to their operation. In a meeting
with OMB to gain exemption from this requirement, they
showed with unit costs and supplementary data that over the
past 20 years unit costs had dropped 28 percent while work-
load had increased 165 percent. The reason was a 515 per-
cent increase in productivity. The table below shows the
pertinent figures.

EXHIBIT 3-1

TREASIRI FISCAL SERVICES
P-MTNM CIIEETS

26 YEAR KER
EtREASE RICREASE
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Ml.ICOSTS 21%1

WHKLOAD
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GRADE ICREASE
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As a result of the excellent showing they had made in
increasing productivity and decreasing unit cost, the exemp-
tion was granted.

Potential for Further Use of Unit Costs is High

In phase one of the study, the joint project team found
that about 39 percent of the employees of the participating
agencies were covered by unit costs, as follows:

Percent
Agency of coverage

Department of Defense 38
Post Office 60
Other civilian agencies 23

Overall average 39

The joint team in Phase II of its study undertook to assess
the potential for extending the use of unit costs. The
study was limited to civilian agencies. From the study of
10 civilian agencies with annual operating funds of about
$5.5 billion, the team concluded that $4.7 billion (or about
85 percent) of the operating funds could be brought under
unit costing.

As part of a further effort to identify the potential
use of the unit cost concept, a demonstration project with
Commerce Department's National Technical Information Service
was undertaken. The objective was to develop and test the
methodology for systematically identifying the levels and
types of unit cost data required at all managerial levels.
For example the areas where unit costs can be used are such
as pricing of documents, forecasting inventory policy, stor-
age policy and cost estimation. The managerial levels con-
sidered range from the unit supervisor, to the director. By
constructing a matrix between needs and users, definitive
unit cost data were identified. The results to date, which
are preliminary, show that an information system of unit
costs and related factors can be developed on an interre-
lated basis considering the impact of decisions made from
time to time.

Disincentives to Greater Use of Unit Costs

Many reasons are expressed or suggested as to why agen-
cies do not use unit costs more widely in the preparation of
their budget and in the management of their activities. In
the following paragraphs we have attempted to interpret some
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of the disincentives which appeared to be the most real or
were mentioned with the greatest frequency.

Perhaps the primary disincentive is the fear that use
of unit costs would tend to produce tighter budgets because
it would make it easier for reviewers to understand the
programs and to reduce budgets to minimum levels. Tighter
budgets are not only more difficult for a manager to operate
under but also produce other disincentives. In this respect,
there is a prevailing belief that in Government the rewards
in terms of prestige, promotions, and the ability to hire
better people and to carry out more effective programs, are
awarded to those who can justify the largest budgets. Offi-
cials are reluctant to expose their budgets to reductions by
adopting unit costs without compensating incentives.

A second factor of equal or greater significance is the
belief among agencies that use of unit costs in the budget
process would bring about lower quality program output and
loss in program effectiveness. This fear seems to stem from
the feeling that use of unit costs would cause reviewing au-
thorities to become overly concerned with efficiency to the
detriment or disregard of program effectiveness, and that the
unit costs would be used to effect unjustified budget reduc-
tions. The officials also fear that the unit cost measures
may not be realistic and, thus, could be improperly used to
justify budget cuts which would reduce program effectiveness.

A third and related factor is the belief that the use
of unit costs in its budget would build rigidity into agency
programs and its management would make it more difficult for
the agency to respond to unforeseen changes in situations
and to congressional or public wishes *for program changes.

A fourth disincentive concerns the question of cost
versus benefits. The establishment and maintenance of a
cost accounting system needed to develop good unit costs is
not without a cost of its own. Many agencies feel that it
is not worth the added benefits or information that unit
costs would provide. In particular, many agencies with well
developed work measurement systems believe that unit cost
measures would not provide them with sufficient additional
information to warrant the added costs.

Another related factor is the rather generally accepted
proposition that there is no critical need at lower manage-
ment levels in the organization for unit costs to manage low
volume operations. Evidence indicates that where such in-
formation has been needed it has been developed.
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One of the most frequently mentioned difficulties de-
tering wider use of unit costs is that some programs are con-
sidered very difficult, if not impossible, to measure in
terms of unit costs and in particular it is questioned
whether the results would be meaningful. Examples are re-
search programs and some types of grant-in-aid programs.

There seems to be some built-in reluctance of people to
attempt to measure programs for which they have responsibil-
ity. This perhaps relates to the fact that people tend not
to like to be measured.

In a special study performed for the joint project it
was found that some of these fears which act as disincentives
to the use of unit costs were unfounded. In very brief terms
one conclusion of the study was that users of unit costs in
the preparation and support of their budget requests cer-
tainly fare no worse in budget reviews than non-users, and
there is considerable evidence that they fare better.

Extending the Use of Unit Costs

With the available evidence on the benefits of unit
costs as a basis for sound decisionmaking, there seems little
doubt that extending their use would be a productivity en-
hancing endeavor. The problem of getting more extended use
of unit costs seems to be primarily one of providing suffi-
cient incentives to managers to use this tool to offset their
apprehensions about making their operations more visible to
higher management levels and budget examiners, The type of
incentive the team deems most practical is that of greater
managerial freedom. As indicated previously, there are lim-
itations on managers which prevent them from making certain
types of decisions notwithstanding how much more productive
an alternative arrangement might be. Such limitations are
personnel ceilings which prevent managers from hiring addi-
tional personnel in cases where such hiring would improve
productivity. Other limitations are appropriation limita-
tions which prevent money appropriated for one purpose from
being used for another no matter how extreme the exigency or
potential saving.

Another matter which the joint team recognized as needed
to provide managers with incentive for effective use of unit
costs was the relating of budgetary costs with actual costs.
As the situation now generally exists in Government agencies,
budgeting and accounting for costs are not correlated effec-
tively. If unit costs or similar data are used to justify
budgetary presentations there is no follow-through to the
actual costs incurred after the budget has been approved.
Once the budget has been approved, the details of the data
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used in justifying it is forgotten and is not used as a con-
trol over operations in the budget execution phase. The
joint team believes that this is largely because the agencies
are not held accountable for how well they follow-through on
budget objectives once the budget has been approved.

The team believes that managers might be motivated to
further use of unit costs if they could manage on the basis
of cost without other restraints. The team also believes
that extended use of unit costs could be attained by greater
use of such data in the budgetary process. Accordingly, we
are making the following recommendations.

Recommendations

We recommend that:

1. The OMB establish a pilot project in which a selected
volunteer agency is permitted to have maximum poten-
tial flexibility in managing on the basis of unit
costs and other valid measurement data and be re-
lieved of personnel ceilings, grade controls and
other arbitrary restraints. The objective is to es-
tablish whether this is not a superior means of con-
trolling Federal managers while still permitting
managers maximum flexibility to adjust their opera-
tions to maximize productivity.

2. The OMB enforce Circular A-ll requirements that unit
costs be used in budget submissions to justify ap-
propriation requests where such costs can be pre-
pared from existing data. The objective is to pTO-

mote the use of better measurement data in the proc-
ess by which resources are made available to agen-
cies.

3. A demonstration project be undertaken under the
aegis of the Joint Financial Management Improvement
Program to develop the techniques and methods for
relating actual performance on unit costs with data
used in obtaining budget approval to determine the
extent to which such accountability would provide an
incentive to more effective use of unit cost and
hence better management decisions and improved pro-
ductivity.
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ENCOURAGING EFFECTIVENESS MEASUREMENT

The purpose of this project was to determine the extent
to which Federal agencies measure the impact or effect of
their programs and to encourage more valid and useful means
of measuring effectiveness.

It was found in Phase I of this project that most ef-
forts to evaluate programs or organizations have been con-
cerned with measuring productivity in terms of input-output
relationships. The outputs are usually expressed in units
of goods or services immediately produced, such as number of
claims processed, number of persons trained, etc. These
measures assume that the activity is doing what it should be
doing and provide no means for evaluating the contribution
or success of the activity relative to its cost.1 Therefore,
this project was added in Phase II to emphasize the impor-
tance of developing effective measures in conjunction with
productivity measures.

Most of the existing measurement systems deal with as-
pects of organizational efficiency, which are determined by
comparing actual performance (unit costs, for example) with
some standard. The major problem in progressing from effi-
ciency to effectiveness measurement is that the latter in-
volves establishment of complex external and internal cause-
effect relationships with the external tending to be the more
difficult to determine. For example, the mission of the
National Highway Safety Bureau, DOT, is "to reduce the mount-
ing number of deaths and injuries resulting from traffic
accidents on the Nation's highways." Establishing a direct
relationship between the outputs of the Bureau's three pro-
grams and the incidence of traffic deaths and injuries ap-
pears feasible, but not easy.

Effectiveness measurement provides the means of deter-
mining whether the agency is proceeding toward the objec-
tives and of establishing a relationship between management
actions and mission accomplishment. Both efficiency and
effectiveness measurements are thus essential tools of man-
agers in assessing true productivity, the former determining
the cost of producing the agency's outputs and the latter the
value of the agency's outputs to the recipient of its goods
and services.

1For a complete discussion of the interrelationship between
all measures see Appendix I.
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Measures of effectiveness will provide information on:

--Whether programs are accomplishing their intended
objectives.

--Ways to improve the operation of the program.

--Which programs should be abolished and which new pro-
grams should be undertaken.

--How well programs are operating for which no final
output can be readily defined.

In developing recommendations for encouraging the uti-
lization of effectiveness measurement, we have attempted to
profit from the experiences of Programming Planning and
Budgeting (PPBS). In summary, the implementation of a
Government-wide PPB system in the mid-60's had the following
deficiencies:

--Rigidly forced from the top-down, on a Government-
wide basis, it was adopted rather than adapted.

--Not well understood, supported, or used by top man-
agement.

--Perceptions of PPB's purposes not clear at all levels
(OMB, Agency heads, managers).

--Little impact on resource allocation decisions, and
not related to any system of rewards or penalties.

--Not integrated with the decisionmaking process
within a department or agency.

Unfortunately, PPBS was often viewed as a single, well-
defined system based on sophisticated techniques of analysis
and intended to produce an optimal plan of Government ac-
tivity.

Since the introduction of PPBS, there have been several
attempts to develop effectiveness measurement for program
evaluation and analysis. For example, in President Nixon's
May 1970 memorandum to agency heads, he asked for program
evaluation involving three steps:

--First, a critical examination of the objectives of
the program.

--Second, an analysis of the effectiveness of the pro-
gram. Does the program adequately serve its target
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population? Does, the-program achieve its objectives
in an economical manner?

--Third, consideration of alternative approaches to
achieving the objectives which would produce the same
or greater benefits at the same or lesser costs.

While several program areas were identified for termi-
nation, reduction, or reform-as a result of the President's
memorandum, there was no significant quantification of ob-
jectives or measures of effectiveness.

In September 1970, OMB developed a system for assessing
results of Federal domestic programs. The approach, called
the Performance Management System (PMS), has been installed
in selected programs. With OMB staff working with agency
personnel in developing definitions of objectives and per-
formance measures, the Narcotics Control Program was the
first system to become operational.

In developing our recommendations and action plan we
are advocating no particular approach or technique for effec-
tiveness measurement but simply building a foundation for
the continued development of effectiveness measurement.

An initial step in developing recommendations was to
assess what techniques and systems agencies had devised for
evaluating effectiveness. As a result a workshop on effec-
tiveness measurement was held-in November 1971, with rep-
resentatives from-17 departments and agencies in attendance.

The purpose was threefold:

--To learn what agencies are doing in the field of ef-
fectiveness measurement.

--To provide for an interchange of ideas on the sub-
ject.

--To initiate plans for encouraging effectiveness meas-
urement throughout the Federal Government.

The workshop lessons can be summarized as follows:
First, there is evidence of strong and increasing interest
among Federal managers in determining the effectiveness of
their programs. This interest is being given an impetus by
OMB, CSC, and GAO, who are devoting more of their efforts
toward helping agencies measure their effectiveness in ac-
complishing assigned objectives.
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Second, the benefits of effectiveness measurement are
many. In no other way can a manager objectively assess the
extent to which his programs are meeting the needs of the
public.

Third, there are a number of-ways to approach the task
of effectiveness measurement. The systems discussed at the
workshop vary in scope and detail. This is as it should be,
because agency needs differ. What is important, however, is
that they have in common the quantification of objectives
and some provision for holding managers accountable for re-
sults.

The proceedings of the workshop were published as a
separate staff paper and copies were distributed to all-de-
partments and agencies.

Two effectiveness measurement systems discussed at the
workshop serve to illustrate the varying approaches and lev-
els of sophistication that can be taken in developing a sys-
tem for measuring effectiveness.

HEW Operational Planning System-

HEW has developed a management-by-objectives system in
order to assess performance against objectives. The ap-
proach, called the Operational Planning System (OPS), pro-
vides a mechanism in HEW for management by-objectives and
towards results. HEW defines objectives as concise state-
ments of what the HEW dollar is buying for the concrete,
measurable achievements stated in terms of impact on a prob-
lem or progress towards a long-term goal.

Basically, the system communicates the Secretary's pro-
gram priorities to all operating managers. In response to
these priorities, managers submit operating objectives and
an operating plan which shows all the critical milestones
necessary to achieving the objectives for the fiscal year to
the Secretary. These objectives are drawn from the budget
and state, in measurable results-oriented terms, what will
be done during.the fiscal year to carry out the Secretary's
priorities at the field level. The Secretary reviews all
of the objectives and selects those which he personally will
monitor during the year. The keystone to this system is the
bimonthly management conference between the Secretary and
program heads. The Secretary uses them to review progress
to date on each objective. The program head details problems
and successes in meeting those objectives and corrective ac-
tion is identified where required. This provides account-
ability by clearly identifying the individual who is respon-
sible for the achievement of that objective.
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It is, of course, difficult in HEW to quantify effec-
tiveness measures for all their programs. They have looked
at each program carefully to see whether it makes sense to
try to define its effectiveness in measureable terms or to
simply rely on an output measure. They have had some suc-
cess in developing effectiveness measures and will continue
to work in this direction.

The operating cycle using OPS is depicted in the dia-
gram below (exhibit 3-2).

EXHIBIT 3-2

HEW OPERATIONAL PLANNING SYSTEM

FAA Goal Planning System

Another approach is the system being developed by the
Federal Aviation Administration. Their system, while it is
also built around management by objectives, differs from the
HEW system in that FAA has expressed all goals and objec-
tives in the form of impact on the public--a goals-oriented
approach to decisionmaking. The goals approach requires:

--Clear articulation of the public benefits to be
achieved for each major program.
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--Determination of appropriate indication of goals
achievement.

--Translation of goals into specific activities.

--Goals-oriented resource allocation.

--Establishment of a reporting system.

--Evaluation in terms of goal achievement.

For the goal or objective to be meaningful, it must:

--Be relevant to higher objectives or goals.

--Lead to identification of activities.

--Permit measurement of achievement.

--Be expressed, communicated and understood.

A specific example will help to clarify FAA's approach.

The FAA approach traditionally started with the general
ideas of safety and efficiency in air transportation. But
this provides no real direction or frame of reference to as-
sess the relative impact of any proposed or ongoing programs.
Therefore, the next step is to change the broad goal to
something more tangible. The diagram in Exhibit 3-3 illus-
trates this process. As a result of the application of this
type of procedure, the goal "Improve Safety" can be supported
with a group of objectives expressed in terms of specified
reductions in the probability of an accident. Activities to
be undertaken can then be identified and related to these
objectives by their impact on reducing the probability of
aviation accidents.

This system is not operational as yet, but goals and
objectives have been developed and comprehensive training
has been provided to most managers on the management-by-
objectives approach.

In addition to the Workshop Proceedings, a compendium
of articles on Effectiveness Auditing has been published in
cooperation with the Northern Virginia Chapter of the Fed-
eral Government Accountants Association. (The compendium is
a separate publication.)

An important aspect of effectiveness measurement is the
auditing of program results to see whether the programs ac-
complished prescribed objectives and goals and did so with
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EXHIBIT 3-3
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due regard to efficiency and economy; such audits provide
management with unbiased information on how well they are
achieving the results they set out to accomplish and whether
they have used their funds wisely. The compendium of ar-
ticles provides a reference work that can be used to gain in-
sight into effectiveness:auditing, its conceptual basis and
its usefulness.

Based on discussions at the workshop and followup dis-
cussions with the agencies having some form of effectiveness
measurement system; interviews with groups who have looked
into this area such as the Committee for Economic Develop-
ment, the Urban Institute, and Senator Roth's staff; and dis-
cussions with staff from the General Accounting Office and
the Office of Management and Budget--a series of recommen-
dations have been developed which, we hope, will encourage
the development and'use of effectiveness measurement. The
recommendations are divided-into three categories.

Recommendations

A. Provide Assistance on how to Design, Install, and
'Operate.

'1. OMB should strengthen its capability to assist
agencies in designing, installing, and activating
an effectiveness measurement system. Design teams
should be formed and include agency personnel
having experience in effectiveness measurement.

2. Through OMB's Management Review and Improvement
Program, each department and agency should be en-
couraged to develdp'a management-by-'objec'tives
reporting system which articulates'the top".prior-
ities of the-department head.

3. The CSC should design a series of carefully
planned training courses on the development of
effectiveness measurement systems, covering such
areas as the selection and use of effectiveness
measures, definition of goals and objectives, and
techniques for obtaining measurement data. The
training should be structured around workshops
consisting of agency teams who can translate the
training into actual program application and de-
velop, during the course, preliminary measures of
effectiveness.

4. The Bureau of Intergovernmental Personnel Programs
of the CSC should consider providing funds for
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the training of State and local government offi-
cials in assessing and evaluating the accomplish-
ments of grant-in-aid programs. Ways in which to
best provide this training on a national basis
should be explored with the Public Interest
Groups.

5. A demonstration project on measuring the effec-
tiveness of Federal grant-in-aid programs at all
levels of Government should be initiated. A pro-
posal for this project is enclosed as Exhibit K.
Funding of the project should be explored with
agencies such as HEW.

6. The joint team, in its next phase of work, should
investigate the need for establishment of a clear-
inghouse of effectiveness analyses, techniques,
models, research, significant completed studies,
and internal reviews of studies.

B. Build Requirements into the Decisionmaking Struc-
tures.

1. OMB and GAO, in reviewing and evaluating new and
proposed legislation, should assure that new pro-
gram legislation:

a. Includes criteria for evaluating the effective-
ness of the new program.

b. Authorizes expenditures for evaluation of pro-
gram effectiveness, including grant-in-aid
programs. The President's legislative program
should be carefully reviewed to assure that
these two factors have been addressed properly.
For example, up to one percent of program funds
are earmarked for evaluation for HEW health
programs and several Social and Rehabilitation
Service Programs. Another example of this
type of action is when the Congress, in the
1967 OEO Amendments, gave explicit instructions
that the Director of OEO make a continuing ef-
fort to evaluate OEO efforts. These same
amendments required evaluation by the Comptrol-
ler General. In addition, the Model City sup-
plemental grant funds designate a minimum of
three percent of the funds for use in evalua-
tions by the cities.

56



C. Monitoring Progress in Using Effectiveness Measures.

1. The General Accounting Office should continue to
emphasize independent reviews of program effec-
tiveness and program results. For fiscal years
1971 through 1973, GAO estimates that of their
3,000 professional staff members, about 21 per-
cent, 28 percent and 32 percent, respectively,
were, or will be, concerned with assessing whether
Federal programs are accomplishing their intended
purposes. The GAO expects this trend to conti ue.

2. A significant area in OMB's onsite management
survey program should be the assessment of agency
effectiveness evaluation practices. The defini-
tion of goals and objectives, measures of effec-
tiveness, work plans for evaluations, evaluation
methodology, and related reporting systems should
be investigated. This should provide an assess-
ment of systems already established and identify
agencies requiring assistance from OMB's design
teams.

3. The CSC, as part of its emphasis in personnel man-
power evaluations, can stress the influence of
effectiveness evaluations, and provide agencies
with written guidance and training in evaluating
personnel programs in terms of their contribution
to program objectives.

B. Improving Productivity
Through Capital Investment

In its policy statement of September 1971 the National
Commission on Productivity outlined a series of actions de-
signed to promote a concerted effort by all elements of the
economy to foster productivity growth in the future. Among
these was the need to stimulate improved productivity in the
Federal Government and, particularly, to

"Assess the extent to which individuals, busi-
nesses, governments and other institutions will
have access to an adequate supply of funds in
this decade to realize their investment plans
and identify means to assure that any deficien-
cies in the supply of capital required to promote
adequate economic growth are corrected."

This policy statement recognizes that investment in cap-
ital improvements, particularly for labor saving equipment,
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is one of the primary ways of increasing productivity and
that maximum and efficient use of available capital and
financing is essential to optimize acquisition of such
equipment. In this regard the Commission noted in its first
annual report in March 1972 that the availability of capital
not only affects productivity directly through investment
in labor saving devices but that it also affects economic
growth--which can be looked at as contributing to the same
goal.

In keeping with this goal and recognizing that within
the Federal Government financing of high initial cost capi-
tal investments has been a long recognized problem, the
joint team directed its efforts to identifying ways to fa-
cilitate financing of capital investments which will in-
crease the productivity or efficiency of services provided
by Federal employees. Examples of such investments are the
purchase of automated equipment to reduce the cost of dis-
bursing Federal checks, modernization of buildings and
equipment to reduce the cost of jet engine overhaul, and
the replacement of existing reproduction equipment with
more sophisticated equipment which will reduce the amount
of waste and increase the output per man. This excludes
capital investments in public works projects, e.g., a flood
control dam or a highway or, in social programs, a loan to
a small business.

Problems in Financing
Capi-t-al Inves'tments

Within the Federal Government financing of capital in-
vestments in competition with current expense program re-
quirements has been a long recognized problem. There are
many apparent contributing factors but the most pervasive
are (1) restrictive budget ceilings and (2) the high initial
cost impact of many capital investments.

Under current budget procedures virtually all capital
investments are financed on a cash basis. Although the
funds for some outlays are obtained by borrowing, the ex-
penditures are not linked to Government borrowing. In oper-
ating on a cash basis the high impact that occurs in an ap-
propriation may act against approval of such proposal be-
cause of its heavy impact on budget outlays in one year (de-
spite the fact that the equipment would pay for itself
through increased productivity in succeeding years). Hence,
many proposals for productive capital equipment are not in-
cluded in the budget. Often they are not even considered
for approval in the budget process above the bureau level.
Even where they do reach higher levels, the budget proce-
dures do not provide for special reviews of such projects.
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In some agencies the long budget review cycle for ap-
proval of capital investments apparently also acts to limit
opportunities for increasing productivity. A major agency
of the Army reported that many self-amortizing investment
opportunities were being lost because of the 21 month lead-
time required for project approval and funding.

Another deterrent to the financing of capital invest-
ments is the current budget procedures wherein a capital
investment project must be funded through more than one ap-
propriation. For example, in DOD a capital investment proj-
ect must often be funded through three appropriations, i.e.,
Military Construction, Procurement, and Operation and Mainte-
nance. This precludes such projects from being funded as
an entire package, thus reducing the visibility of the total
investment requirements. It also fragments fund control
and reporting.

Many of the activities experiencing problems in obtain-
ing funds for capital investment are financed through re-
volving.funds. This is of particular significance since
most production and many service-type activities of Federal
agencies are funded through revolving funds. It is in these
areas that capital investment in labor saving devices has
a particular potential for increasing productivity. Although
most (but not all) revolving funds are authorized to finance
improvements in equipment, the funds often do not have re-
sources to pay for the investments, and with few, if any,
exceptions the funds are not authorized to finance invest-
ments by borrowing. This shortage of resources is attributed
to several factors which vary within each fund; however, the
three most often cited reasons are (1) rising prices at-
tributed to inflation,.(2) advanced technology, i.e., the
equipment and facilities being acquired are more sophisti.-
cated and expensive than that being replaced, and (3) the
need for additional equipment, e.g., for expansion, automa-
tion of manual operations, etc. Since the funds are not
allowed to include a factor for replacement in their charges
or to retain "profits," they are not able to accumulate a
cash reserve to finance the added costs. In this regard
available evidence indicates that "replacement cost" is not
widely used as a costing or pricing factor by the private
sector. The reason given was that there are too many vari-
ables and assumptions to arrive at a meaningful evaluation
on which to base a replacement cost factor. Instead the
private sector apparently is more concerned with the return
on investment.

It was generally felt that the skeptical attitude held
by many toward the reliability of cost savings predicted by
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economic analysis also acts as a constraint in funding capi-
tal investments. The need for verification of the predicted
savings was stressed by agency officials contacted as being
essential to any technique which might be adopted to facil-
itate the acquisition of more productive capital improve-
ments. In this regard a survey of a limited number of com-
mercial firms disclosed that many companies make a post-audit
to measure the actual accomplishment of a capital invest-
ment. Many of the companies also placed considerable empha-
sis and value on the training needed to prepare realistic
and comparable economic analysis.

Potential for'Increasing Productivity
Through Capital Investment

No Government-wide requirement exists for agencies to
identify investments that will increase productivity thus,
it is not possible to readily determine the potential for
increasing productivity in the Federal sector through capi-
tal investment. Although the agencies encourage acquisition
of equipment investments having a short economic payback
potential, the proposals are not summarized for funding con-
sideration throughout all levels of the budget review proc-
ess. In fact many such proposals do not surface above the
bureau level. Further, individual agencies often do not
identify the economic benefit or savings attributed to
proposed investments, i.e., they often do not prepare an
economic analysis or disclose that the investment will have
an economic return.

While the agencies do identify capital outlays in their
budgets these figures are not particularly meaningful because
of the wide variety and lack of uniformity in the types of
items included. Further, these figures do not include in-
vestment proposals which lose out in the interagency compe-
tition for budget dollars and thus are not included in the
President's budget.

Although it was not possible to arrive at any firm es-
timate of existing unfinanced proposals for capital invest-
ments having a high potential for increasing the productiv-
ity of Government operations the joint team identified nu-
merous examples wherein proposed investments having a high
economic return were losing out in the competition for
budget dollars.

One such example concerns the underfinancing of a Navy
program for modernization of its shipyard complex. Based on
Navy calculations the current rate of funding (being re-
quested by the Navy) will not produce sufficient annual op-
erating savings to repay the planned investment. The Navy
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estimates that by 1985 accumulated investment costs will be
about $682 million while accumulated benefits will total
about $400 million or $282 million less than cost. In con-
trast, funding of the program in accordance with the Navy's
original capital investment plan, which called for a total
investment of $1,050 million over a ten year period (1970
through 1979), would have resulted in the investment being
repaid by 1985. Annual benefits of between $110 and $143
million were expected to accrue after 1985. Full funding of
the program is being deferred because the Navy has given high
priority to other projects. Since all programs must compete
for the available funds, the Navy has reduced its requests
for shipyard modernization funds. The operation of Navy
shipyards is financed through the Navy Industrial Fund (NIF),
however, the NIF is precluded by law from acquiring capital
investments. Accordingly the modernization program is being
funded through normal budget channels. This requires that
funds be obtained from three appropriations; Military Con-
struction, Navy Procurement, and Operations and Maintenance.

In a survey of 12 installations including six command
headquarters, the project team identified 24 construction-
type projects with economic returns that had been approved
but were being delayed from inclusion in the budget. These
projects were estimated to cost $59.4 million and were
expected to repay the investment in from one to ten years.
The amount of accumulated economic returns or savings at-
tributed to these projects that were expected to be lost
during the period of delay was computed by the agencies as
totaling $31.6 million. The period of delay was considered
to be the period between the budget year of original ap-
proval and the year the projects were currently programed
for inclusion in the budget. The following are two rather
typical examples of the type of projects identified.

One example concerns the deferral of funding for con-
struction of an aircraft assembly facility. The facility
was originally programed for completion in fiscal year 1971
at an estimated cost of $6.3 million. It was predicted to
achieve a one-time savings of $4.5 million and to accrue
annual savings of $1.1 million. Had this project been
funded on schedule, estimated savings of $5 million would
have been realized by the end of fiscal year 1972 and the
initial investment would have been repaid by the end of 1973.

Another example concerns the deferral of funding for
an Engineering-Systems Analysis Addition having a benefit
cost ratio of 3.8. This addition was originally programed
for completion in fiscal year 1970 at a cost of $1.5 million
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and was predicted to achieve an annual savings of $653,000.
Had this project been funded on schedule the investment
would have been repaid by the end of fiscal year 1973.

On the strength of such examples and discussions with
agency officials the Project members are convinced that a
large number of unfinanced capital investment proposals
exist--both in quantity and dollar value--which would have
a significant impact on improving productivity in the Fed-
eral sector.

Alternative Financing Techniques

The Project members believe that the problem of financ-
ing productive capital investments could be improved if the
high initial budget outlay impact could be spread over a
reasonable payback period. Accordingly, the project members
endeavored to identify and evaluate several alternative fi-
nancing techniques which would serve this purpose. Those
evaluated are listed below.

1. Lease, rent, and lease-purchase.

2. Contracting with private industry for products or
services which would eliminate agency needs to ac-
quire the investment.

3. Adoption of a Capital Budget.

4. Special budget identification and review of propos-
als having high productivity and devotion of a por-
tion of available resources to such proposals.

5. Authorize existing revolving funds to finance capi-
tal equipment investments and to do so by borrowing.

6. Establish a corpus--"productivity bank"--perhaps in
the form of a Government-sponsored corporation which
would provide financing to agencies for equipment
having a high productivity potential.

While this list of alternatives is not exhaustive we
believe it is fairly comprehensive in that it covers the
generally accepted concepts. These techniques were discussed
with representatives from a few executive agencies and their
opinions are incorporated in the discussion of each technique
which appears in appendix J. The project team advocates
consideration of the "Productivity Bank" which is discussed
below.
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Productivity Bank

This approach contemplates the establishment of a corpus
(which might be termed a "Productivity Bank") that would
provide financing to agencies having capital investment pro-
posals with high productivity potential. To avoid a large
outlay impact on the budget upon inception the operating
capital should be provided through use of authority to spend
public debt receipts. The bank could be set up as a Govern-
ment corporation or'as a separate entity within the execu-
tive branch. Whichever, it would appear suitable that the
Secretary of the Treasury serve as Chairman of the Bank.
Agencies could obtain approval for use of this source of fi-
nancing through the OMB budget process, preferably in terms
of a general plan rather than on the basis of individual pro-
posals. However, actual advances to agencies from the Bank
would be made on an individual project basis under the type
of scrutiny ordinarily exercised by bankers in the private
sector and each project would be considered on its own eco-
nomic merits without regard to the sponsoring agency. Re-
payments to the Bank, including interest, would be spread
over an agreed-upon payback period--generally five years or
less. To assure repayment, the Bank would'need to have first
lien on agency appropriations in the amount of the loan.
For example, if the predicted cost savings did not material-
ize, or if the activity involved were discontinued, the
agency would still be required to repay the Bank for the
amount of the loan.

Advantages.

1. Provides an immediate source of financing out-
side of the normal budget ceilings.

2. The establishment and operation of the Bank
would have no outlay impact on the budget.

3. Outlay impact on the budget would only occur
as the advance from the Bank was repaid, i.e.,
in future years in relation to benefits derived
from use of the investment.

4. It represents a straight-forward, business-like
approach to financing capital investments.

5. Would be self-policing in that the approval
procedures and requirements to repay the ad-
vance plus interest would tend to screen out
proposals having questionable productivity po-
tential.
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Disadvantages

1. Would be difficult to obtain congressional ac-
ceptance since it might be viewed as "backdoor"
financing and contributing to a loss of congres-
sional control.

2. The approach can be attacked as a means of aug-
menting agency appropriations in the year in
which the advance is received.

3. Would require legislation for creation of.the
Bank, and general legislation authority for
agencies with annual appropriations to receive
advances and to repay them over time.

4. A priority system would be required as there
would undoubtedly not be enough money to fi-
nance all worthy projects.

The consensus among the team members and agency offi-
cials with whom we talked was that the concept of establish-
ing a Productivity Bank had considerable merit, and that it
could serve as a useful and workable alternative for financ-
ing capital investments having high productivity potential.

Conclusion

The team members believe that considerable potential
exists for increasing productivity in the Federal Govern-
ment through timely capital investment. This potential is
believed to be particularly great in production and service-
type activities financed through revolving funds. Evidence
indicates that this potential will not be fully realized
under the current budget procedures. Thus the team members
believe that an alternative financing procedure is needed
to facilitate acquisition of capital investments, particu-
larly for laborsaving equipment, having a high productiv-
ity potential. To be effective it is felt that such a fi-
nancing system must (1) provide an additional and immedi-
ate source of funds above normal budget ceilings, (2) spread
the high initial budget outlay impact, associated with pur-
chase, over an agreed-upon payback period--generally five
years or less, and (3) be implemented as a formal part of
the budget system.

The joint team believes that a "Productivity Bank"
which would provide financing to agencies for acquisition
of investments having a high economic return would be a very
effective instrument for increasing productivity in the Fed-
eral Government. It meets all of the requirements cited
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above. An added advantage of this technique is that it
would provide a source of funds for activities financed
through revolving funds.

The team agrees that leasing and contracting out have
some application for increasing productivity in the Federal
sector. Accordingly, we recommend that, whenever appropri-
ate, they should be considered as alternatives in searching
for ways to finance capital investments having a direct eco-
nomic return.

The reliability and validity of an economic analysis is
heavily dependent on the techniques and factors used, and
the background and training of the analyst. Since the op-
erating savings attributed to proposed capital investments
are based on such analyses it is important that the results
be reliable, and comparable among agencies. The joint team
believes that the preparation of more reliable and compa-
rable analyses could be enhanced by providing central train-
ing in the preparation of analyses for capital investments.
The joint team recommends that such training be provided
by the Civil Service Commission and that the techniques
and factors incorporated in the course be approved by the
Office of Management and Budget.

To further erase the skepticism that is often exhibited
toward the savings predicated upon economic analysis the
joint team believes that some form of verification system
is needed to measure the actual accomplishments of capital
investments. Such data could also be used as input to im-
prove the reliability of future analyses.

Recommendations

1. The joint team is of the opinion that a Government-
wide program, under the direction of OMB, should be estab-
lished to facilitate financing of capital investments in
laborsaving equipment that will increase productivity. To
be effective it is recommended that the program be imple-
mented as a formal part of the budget system. As a first
step the OMB should request agencies to submit a separate
list of unfinanced investments having a significant poten-
tial for increasing productivity of Government operations.
It is suggested that the joint team, in its continuing ef-
forts, work with the agencies in this first submission.

2. It is also recommended that strong leadership be
provided within OMB by designating a senior official to as-
sist agencies in identifying productivity-enhancing invest-
ments (generally, those with a payback of five years or
less) and to be an advocate for these programs in OMB. In
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compliance with existing circulars (A-76 and A-94) OMB would
continue to encourage the agencies to consider, when appro-
priate, leasing and contracting out as desirable ways of
increasing productivity.

3. To enhance preparation of more reliable and compa-
rable economic analysis it is recommended that the OMB issue
instructions in the preparation of such analyses for justi-
fying capital investments. It is also recommended that the
Civil Service Commission incorporate the essentials of this
instruction in its training programs on preparation and sup-
port of economic analysis and that the OMB should encourage
agencies to attend the CSC course.

4. To facilitate financing of such investments it is
recommended that the OMB give consideration to requesting
legislation for creation of a "Productivity Bank," (or spe-
cial fund) to be devoted to financing capital investments
having a high productivity potential. The legislation might
provide for:

a. The transactions of the Bank to be excluded
from the President's budget.

b. The operating capital to be provided in the
form of authority to spend public debt receipts
to avoid a large outlay impact on the budget at
the inception of the Bank.

c. A special group to be appointed as directors of
the Bank to be responsible for approving fi-
nancing from the Bank and for monitoring the
accomplishment of the projected savings.

d. Agencies with annual appropriation to be au-
thorized to receive advances from the Bank and
to repay the loan plus interest over a pre-
scribed payback period.

e. The Bank directors to require a post-audit to
measure the actual accomplishment of approved
investments.

C. Providing Motivation
To Enhance Productivity

In embarking on the Productivity Project the team mem-
bers were aware that the environment in which Federal man-
agers function presents a number of obstacles to the measure-
ment and improvement of productivity. The team therefore
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made an inventory of the views of over 300 managers toward
productivity improvement.

The inquiry was conducted by several of the project
participants employing different techniques. At our request,
the Agency Management Analysis Officer's Group (AMAOG) sur-
veyed Washington Headquarters managers for their views on
the incentives and disincentives to productivity improvement
and documented several case histories on the subject. A
discussion was held with members of the Executive Officers
Group. Members of the joint team visited eleven of the Fed-
eral Executive Boards to explain the project and elicit
their views. The Civil Service Commission conducted a
questionnaire-interview study in the Spring of 1972 of 239
managers in the field organizations of five agencies. 1

The following paragraphs summarize the viewpoints en-
countered both at headquarters and in the field, and outline
further work which the joint team recommends be undertaken
in Phase III.

Confirming the findings made in Phase I, over 50 per-
cent of those contacted in the field were using one 6r more
types of quantitative performance measurement. These man-
agers were first asked whether there are obstacles to making
greater use of measurement data: 60 percent feel that there
are, and stated the following reasons:

--Lack of knowledge, training, skill, and interest on
the part of users.

--Lack of incentives to use measurement data.

--Uncertainty as to the validity of data, or difficulty
in obtaining valid data.

--Concerns that the data would be misused or misinter-
preted at higher levels.

Field managers were then asked to offer suggestions for
making measurement data a more effective aid in stimulating
productivity. Two-thirds had suggestions to offer, the
principal of which are as follows:

--Provide additional or more complete training to man-
agers in the use of the data.

A separate paper is being published covering this study--
its methodology and findings.
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--Provide incentives and rewards to managers who make
significant, sustained improvements in productivity.

--Give more feedback to managers on their performance.

--Give managers more flexibility to use resources so
as to improve performance.

--Set realistic performance standards and enforce them.

--Provide more top-management support in improving
productivity.

In interpreting the views and suggestions of field man-
agers, we believe that four matters deserve emphasis:

1. Limitations on the participation of field managers
in agency management. The field study made by the
Civil Service ommission showed that more than.
75 percent felt a need for more authority if their
effectiveness is to be increased. Specifically,
they desired more authority in respectto:

--Use of personnel ("hiring and firing").

--Revising their organizational structure.

--Making changes in methods and procedures.

One regional director characterized the management
environment in which he must work as follows:

He has broad authority over the disbursement of
several hundred million dollars of program
funds. His current operating budget is about
40 million dollars. But he has discretionary
authority over only about 6 percent of that
sum, and controls the duty assignments of only
12 employees. He must receive authority from
Washington to change the grade of a secretary.

The importance of effective delegations to field
managers causes us to feel that the joint project
should inquire more deeply into these problems in
Phase III.

2. Limitations on personnel resources. Perhaps the
most widely cited limitations are the "arbitrary
controls" represented by personnel ceilings, across-
the-board-personnel cuts, and average grade reduc-
tions.
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Managers understand the necessity for tight controls,
but they feel that when uniformly applied they penal-
ize the efficient manager who has already made re-
ductions in his staff. Thus general reductions af-
fect the "fat and the lean" equally. It is also re-
ported that they result in uneconomic practices,
such as substitution of military for civilian employ-
ees, substitution of blue collar for white collar
employees, costly overtime, and unjustified contract-
ing out.

During Phase III, it is believed that the joint team
should attempt an assessment of the kinds of actions
which were taken under the 5 percent personnel cut
and the average grade reductions imposed in 1971.

3. Need for education and training. We were somewhat
surprised at the frequency with which this subject
was mentioned. Not only did 20 percent express a
specific interest in technical training, but another
31 percent stated the need for assistance in develop-
ing valid measures of productivity. Still another
group expressed fear that the data would be misunder-
stood and misused. This finding suggests the need
for training--not only in how to develop measures
but also in how to use them at each significant level
of management.

These findings relate to those found in our case
studies at two major installations. At one instal-
lation we found that an otherwise sophisticated sys-
tem was not being fully utilized because it had not
been designed to meet the requirements of each level
of management.

4. Inadequacy of rewards. Finally, the field comments
highlight the importance of positive recognition of
those who perform well under measurement criteria.
One point brought out by a number of field managers
is that they get mostly "negative feedback" on their
performance. This leads to disinterest or distrust.

Another frequently stressed point is that field man-
agers should be given an opportunity to share in
some of the benefits of their improved performance--
through reuse of savings and more favorable consid-
eration when personnel and budgetary retrenchments
are necessary.
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By way of contrast, the National Labor Relations
Boqrd regional representative in Cincinnati described
the way in which the performance measurement system
of the NLRB enables him to evaluate his performance
in comparison with that of other field offices. Ap-
parently, the way in which NLRB headquarters feed-
backs to its field offices has proved beneficial.
This type of experience should be pursued in depth
in Phase III.

Comments by Headquarters' Officials

At a meeting with a group of the administrative assist-
ant secretaries (Executive Officers), the question of how to
optimize the use of measurement systems was discussed. The
following principal viewpoints were expressed:

1. Involve all levels of management. They stressed
that effective systems must be used and understood
throughout an organization--not just by the budget
office or the management staff.

2. Do not penalize the most efficient managers when
budget and personnel reductions are necessary. This
is the same theme that field managers stressed.
Headquarters officials recognize that field managers
must share some of the benefits of their efficiency.

3. Do not force unnatural or illogical measurements
systems in the name of uniformity. This is another
way of saying that each system should be tailored to
meet the needs of each level of management and con-
firms other findings, including those dealing with
the "program planning and budget system."

4. Pay particular attention to quality. The Executive
Officers group pointed out that it is easy to beat
any system based strictly on numbers without quality
checks.

Recommendations

Progress in removing disincentives and providing posi-
tive motivation to the enhancement of productivity will not
prove easy.

It is recommended that, during Phase III, imaginative
work continue to document the consequences of the problems
which have been cited and to define effective techniques of
overcoming disincentives. Three objectives are proposed:
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a. Reward managers for exceptional productivity im-
provements, including: appropriate forms of recog-
nition, some opportunity to use savings achieved,
special consideration when personnel reductions and
grade cuts are imposed, etc.

b. Grant more flexibility to regional officials to uti-
lize personnel and funds. The adverse impact of un-
necessary restrictions on their authority should be
documented with actual cases, in order to demonstrate
the improvements which can be obtained.

c. Obtain positive support and involvement of nonsuper-
visory employees in achieving greater productivity.
A case study in one major agency is recommended as
the first step.

Illustrations of special studies which have been pro-
posed to the joint staff for pursuit during Phase III are:
(l) research into the "motivational" and "behavioral as-
pects" of productivity; (2) studies of productivity improve-
ment opportunities in ADP and administrative service activ-
ities; (3) assessment of the impact of the 5 percent person-
nel cut and the average grade reductions imposed in the past
year; (4) assessment of the adverse effect on productivity
of procedures governing appointments, promotions, termina-
tions, and reductions in force; (S) assessment of the Defense
Department experience in relaxing personnel ceilings at se-
lected Army laboratories; (6) assessment of the incentive
awards system as a spur to productivity; (7) study of meas-
ment practices suitable for research-type activities; and
(8) review of the desirability of establishing a central
clearing-house for productivity improvement techniques.
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CHAPTER 4

SUMMARY OF RECOMMENDATIONS AND PLAN OF ACTION

For more than one year the joint staff, with outstanding
cooperation from 17 agencies and technical assistance from
the staff of the Bureau of Labor Statistics, has explored a
variety of approaches to measuring and enhancing productivity
in the Federal Sector.

For convenience, the principal findings and recommenda-
tions are recapitulated below, and this chapter concludes
with a proposed action plan for the year ahead.

A. SUMMARY OF RECOMMENDATIONS

1. While further refinements are required, we believe
that a workable technique has been developed, ca-
pable of measuring trends in productivity of 55 to 60
percent of Federal civilian employees, from year to
year, on a consistent basis. (See p. 28.)

a. Perpetuation of this technique will require en-
dorsement of the Director of the Office of Man-
agement and Budget and the issuance of an official
data call. It is recommended that all agencies
with 200 or more employees be requested to partic-
ipate in the program henceforth, and that data for
fiscal year 1972 be submitted by October 1, 1972.

b. The Bureau of Labor Statistics should be asked to
assess the data and the methodology, and to pro-
pose plans for assuming the collection and pub-
lication responsibilities--if it considers that
the data and methodology meet acceptable stand-
ards.

2. It is recommended that the joint project be continued
one more year to refine and improve the initial pro-
ductivity indices (see p. 29), with the following
objectives:

a. Increase coverage to the maximum extent practical.
(An additional 100,000 man-years is believed fea-
sible.) In those areas where quantitative pro-
ductivity measures are not feasible, studies
should be conducted by the joint team of other
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ways of assessing performance trends. Such as-
sessments might be used as supplementary data in
the preparation of periodic reports to Congress
and the public on total Federal productivity.

b. Improve the quality of the data, and experiment
with techniques of reflecting quality changes in
adjusting future indices.

c. Develop additional or alternative functional in-
dices, especially functions common to several
Federal agencies--and between Federal, State, lo-
cal, and private sectors.

d. Collect input data not only on man-years and labor
costs but, if possible, on capital and other costs
affecting productivity.

e. Prepare plans for (a) the annual analysis of the
productivity data, and (b) a report to the Con-
gress and the public covering significant trends.

f. Educate managers on the uses of such indices.

3. As a new initiative in Phase III, it is recommended
that the joint project work with the National Commis-
sion on Productivity to find practical means of de-
veloping productivity measures covering common func-
tions performed at State and local levels. It is
recommended that funding of such research be drawn,
where possible, from the grant programs and that
highly practical projects be launched. Selected
military installations and the District of Columbia
can be used as laboratories for such research. If
this program is successful, it would extend produc-
tivity measures to another ten million employees in
the State and local sectors. (See p. 30.)

4. In order to obtain greater value from existing work
measurement systems, it is recommended that: (See
p. 39.)

a. The "Guidelines For Evaluating Work Measurement
Systems" developed during Phase II be disseminated
through OMB, and that the joint team sponsor semi-
nars on its uses and provide assistance to agen-
cies in evaluating existing systems.

b. The joint team, in cooperation with an interested
agency, conduct a research project on how to
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design systems to meet the specific requirements
of managers at all levels.

c. The lessons learned from the above be incorporated
in new or revised training programs, under the
leadership of the Civil Service Commission.

d. OMB promote increased use of valid work measure-
ment data in the budget review process, as pro-
vided in Circular A-ll.

5. In order to expand the use of unit costs as a tool
of management, it is recommended that OMB: (See
p. 47.)

a. Establish a pilot project to give a selected
agency (or agencies) maximum practical flexibil-
ity to manage on the basis of unit costs and other
valid measurement data and be relieved of person-
nel ceilings, grade controls, and other arbitrary
restraints.

b. Require a feedback from agencies on how well they
actually perform compared to their unit cost
budget plans. The design of such a reporting
system might be a logical project for sponsorship
by the Joint Financial Management Improvement
Program (JFMIP).

6. To encourage the adoption of effectiveness measures,
it is recommended that: (See p. 55.)

a. OMB provide expert assistance to agencies on how
to design, install, and operate a variety of ef-
fectiveness measures (including the "Performance
Measurement System" as applied to Narcotics Con-
trol Program, the "Operational Planning System"
as being applied by the Secretary of HEW, and the
more sophisticated FAA goal-setting system).

b. The joint project sponsor a special demonstration
project to measure the effectiveness of Federal
grant-in-aid programs (see appendix K), and to
investigate the need for a clearinghouse of ef-
-forts to develop and evaluate effectiveness mea-
sures.

c. OMB require agencies to incorporate a requirement
for effectiveness evaluation in new program
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legislation. GAO should encourage Legislative
Committees to do the same.

d. OMB, CSC, and GAO encourage the use of program
evaluation and effectiveness evaluation techniques
in their ongoing audit and review programs.

7. To improve productivity through timely capital in-

vestments, it is recommended that: (See p. 65.)

a. OMB appoint a senior official to seek out ways to

improve productivity, and particularly to-stimu-
late timely identification of fast payback (5 years
or less) productivity projects.

b. OMB require an annual review of all such projects,
as a formal part of the budget process. It is

suggested that the joint team work with the agen-
cies in preparing the first submission.

c. CSC should provide special training in economic
analysis techniques, in accordance with instruc-
tions issued by OMB.

8. In addition to the above steps, it is recommended
that OMB give consideration to requesting legislation
for creation of a "productivity bank" (or special
fund), the purpose of which would be to: (See p. 66.)

a. Loan funds for fast-payback projects, to be repaid
out of annual appropriations over an agreed-upon
period--generally five years or less.

b. Exclude such financing from the President's budget

by providing authority to the bank to spend public
debt receipts. A special group would be appointed
as directors of the bank, to be responsible for
approving project financing and for monitoring the
accomplishment of the projected savings.

9. To reduce the most frequently-cited disincentives to
improved productivity (especially those cited to us
by regional officials), it is recommended that stud-

ies be continued in Phase III to develop ways to:
(See p. 70.)

a. Reward managers for exceptional productivity im-
provement, including: appropriate forms of rec-
ognition, some opportunity to use savings achieved,
special consideration when personnel reductions
and grade cuts are imposed, etc.
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b. Grant more flexibility to regional officials to
utilize personnel and funds. The adverse impact
of unnecessary restrictions on their authority
should be documented with actual cases in order to
demonstrate the improvements which can be obtained.

c. Obtain positive support and involvement of non-
supervisory employees in achieving greater produc-
tivity. A case study in one major agency is rec-
ommended as the first step.

Illustrations of other projects which have been proposed
to the joint staff for consideration during Phase III are
(1) research into the "motivational" and "behavioral aspects"
of productivity; (2) studies of productivity improvement op-
portunities in ADP and administrative service activities;
(3) assessment of the impact of the 5 percent personnel cut
and the average grade reduction imposed in the past year;
(4) assessment of the adverse effect on productivity of pro-
cedures governing appointments, promotions, terminations,
and reductions in force; (5) assessment of the Defense De-
partment experience in relaxing personnel ceilings at se-
lected Army laboratories; (6) assessment of the incentive
awards system as a spur to productivity; (7) study of meas-
urement practices suitable for research-type activities; and
(8) review of the desirability of establishing a central
clearinghouse for productivity improvement techniques.

B. PLAN OF ACTION

Twenty-seven actions have been suggested to carry out
the above recommendations. Their execution will benefit, we
believe, from continuing the joint effort which has charac-
terized this project to date. In order to avoid any loss of
momentum, the following time table is recommended. (It
should be noted that the Civil Service Commission will par-
ticipate in each phase in developing and fostering improved
training programs.)

1. Phase III-A--Review of this Report (July--September)

a. Submit report to Senator Proxmire, the participat-
ing agencies, and the Secretary of Labor.

b. Hold a briefing session with agency representa-
tives, and with other agency officials as desired.
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2. Phase III-B--Develop and Publish Productivity Indices
for Fiscal Year 1972 (July--December).

a. OMB issue a call for fiscal year 1972 data, to be
submitted by October 1, 1972, by all agencies
with 200 or more employees.

b. Consult with economists and other prospective
users of the data (in and out of Government) to
obtain suggestions for analyzing and presenting
the data.

c. Work with selected agencies on use of indices in
future planning and in evaluation of performance.

d. Publish a report covering indices for period fis-
cal year 1967-72. Accomplish this, if possible,
by January 1973.

e. Hold a major workshop of agency users in January
1973.

3. Phase III-C--Inaugurate new projects (October--May).

A final plan will be developed and presented to the
Steering Committee in September 1972, as to how to
attack the numerous projects cited in the above rec-
ommendation. It is anticipated that:

--GAO will continue to give leadership to (1) the
expansion and refinement of productivity measures,
(2) expanded use of unit costs, and (3) documenting
the importance of timely capital investments.

--OMB will give primary leadership to (1) promul-
gation of Executive Branch regulations to support
all projects, (2) extension of the program to
state and local governments in collaboration with
the National Commission on Productivity, and (3)
continued emphasis upon development and use of
effectiveness measurement.

--CSC will participate in, and monitor the results
of all of the above, with the objectives of (1) ob-
taining materials useful for training purposes and
fostering initiation of such training, 'either in
CSC-conducted courses or in those conducted by in-
dividual agencies; and (2) evaluating more effec-
tive ways of motivating managers and nonsupervi-
sory employees to achieve productivity improvements.
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Maximum agency participation in the above projects will
be encouraged.

Progress reports to the principals will be made in Jan-
uary, March, and June of 1973.
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COMMIT 0.. U.INQ A.0 CURRC."

cJW aa.~ WAMNUOQA. DC. 2510

September 21, 1970

The Honorable Elmer Staats
Comptroller General of the United States
General Accounting Office
Washington, D. C.

Dear Elmer:

In light of our recent conversation regarding the
importance of better inf'ormation relating to the productivity of
government workers, I am writing to urge that the General
Accounting Office undertake a comprehensive evaluation of the
possibilities for measuring productivity in the Federal sector of
the economey.

In view of the importance of the Federal sector to the
economy as a whole and in view of the responsibility vested in
Congress for controlling Federal expenditore, I find it distressing
that we have no real measures of the efficiency of the Federal
sector. I recognize that there are major conceptual and practical
difficulties involved in the measurement of government productivity.
These stem particularly from the fact that perforrmnce of many
of the service activities In which government workers engage is diffi-
cult to describe in quantitative terms.

Yet, productivity measures have been developed for the
private sector of the economy despite similar conceptual difficulties.
FurtherimIre, studies undertaken by the Bureau of the Budget in the
early 19

6
0s identified a number of areas of government activity

where productivity riasurement was feasible. These areas included
the Post Office, the disbursement activities of the Treasury and the
Social Security Administration, and the reforestation activities of
the Bureau of Land Management. I also understand that some studies
were undertaken earlier within the Department of Defense. However,
with the exception of the Post Office studies, these efforts have
now largely been abandoned.

It puzzles me that at a time when there is such chncern over
the growth of Federal. expenditures, when vital programs are stymied
and important appropriations vetoed in an effort to hold down spending,
we should abandon efforts to measure the productivity of Federal workers.
The President has recently appointed a National Commission on Productivity,
but to ar knowledge, they have been given no mandate to examine the
productivity of the government sector.
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Because of the responsibility of the General Accounting
Office to advise Congress on the efficiency with which Federal
monies are expended and particularly because of the apparent
failure of the Executive Branch to pursue further productivity
studies, the GAO would provide an important service to Congress
and the Nation by virogously attacking this problem of productivity
measurement.

Sincerely,

VP :hab
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COMPrROLLER GENERAL OF THE UNITED STATES
WASHINGTON. D.C. SMU

B-163762 DEC 3 11370

Dear Senator Proxmire:

on September 21, 1970, you wrote me urging that the General
Accounting Office undertake a comprehensive evaluation of the pos-
sibilities for measuring productivity in the Federal sector of the
economy. We have looked briefly into the current status of such
efforts in the Executive Branch. I am summarizing below our findings
to date and our plan for continuing work on this subject.

There is strong recognition in the issuances of the Office of
Management and Budget and the General Accounting Office of the im-
portance of performance measurement. 0NB Circular A-44, revised and
reissued on February 16, 1970, requires the establishment of a formal,
organized program in each agency for "...identifying quantitative
measures of performance, establishing performance goals, measuring
performance, analyzing the results, and initiating corrective actions."

GAOts pamphlet on "Accounting Principles and Standards for Federal
Agencies" published in 1965 (with 1968 revisions) provides that:

"Cost accounting techniques should include, wherever
appropriate and feasible, the production of quantity data
relating to performance or output so as to make it possible
to relate costs of performance with accomplishments and to
disclose unit cost information. Such information is essen-
tial in implementing the planning-programming-budgeting
system prescribed by the President for executive agencies
and can be of great value in setting performance standards
and managing current performance."

The use of productivity measurement is probably most extensive in
the Post Office Department, Department of Defense supply and logistic
activities, Social Security Administration, Veterans Administration
insurance functions, Treasury Department disbursing, and Federal
Aviation Agency equipment maintenance. In addition, many agencies
utilize work measurement and performance standards to plan the staffing
and evaluate the efficiency.of selected functions, generally those in-
volving repetitive operations.
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However, the degree to which existing programs are effectively
related to financial management, or used by top management to improve
operating efficiency, appears to vary widely. Furthermore, only
rarely is productivity measurement used, as proposed in the 1964
Budget Bureau report, to relate outputs to all associated inputs in
physical terms, in order to reflect overall trends in the productivity
of large activities or organizations. In the absence of such trend
data, economists mast assume a zero growth rate in the productivity of
the Federal sector.

Hence, I believe that renewed and expanded progress in the use of
productivity measurement is very timely. As your letter suggests, there
are many difficulties to be surmounted, and new techniques may need to
be developed and tested. I believe that this can best be accomplished
by joining the efforts of the Office of Management and Budget, the Civil
Service Commission, and the General Accounting Office. The purpose of
this joint project would be to identify, for each principal agency, the
types of productivity measures which are feasible and significant, and
then to plan a long term program to develop and utilize such measures.
This joint project should begin in the near future.

In addition, I am instructing our audit divisions to consider on-
going work measurement .and productivity measurement programs in connec-
tion with our management reviews in the departments and agencies. In
this connection, we will inquire into whether comparisons are made with
other Government agencies or private enterprises where agency perform-
ance standards or productivity measures lend themselves to such com-
parisons.

I will keep you informed of our progress on the above projects,
and will welcome your further comments.

- SiB~~~~g~~ely~ yours.,

Comptroller General
of the United States

The Honorable William Proxmire
United States Senate
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EXECUTIVE OFFICE OF THE PRESIDENT

OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON. D.C. 10503

Honorable Elmer B. Staats JAN 2 0 17
Comptroller General of the

United States
General Accounting Office
Washington, D. C. 20548

Dear Mr. Staats:

Thank you for your letter of December 31, 1970, on the
subject of productivity measurement in the Federal sector.
As you know, the President and Iare vitally concerned
with this subject.

The timing of your proposal to launich a joint OMB/CSC/GAO
project on this matter is very opportune. I believe such
a project would complement the work of the National Commis-
sion on Productivity recently appointed by the President.
In particular, the government activities group of the Com-
mission, which is exploring the question of improving pro-
ductivity in the Federal Government, would be interested
in participating in the project you have proposed. I also
believe that this project should draw on the experience
and expertise of the Bureau of Labor Statistics' Office
of Productivity and Technology, and that the industrial
experience of the President's Advisory Council on Manage-
ment Improvement might make a useful contribution to this
project.

While I believe we need to specifically define the objec-
tives, scope, and participation before formally launching
this project, I concur with your suggestion that Messrs.
Morris, Ink, and Oganovic should constitute a Steering
Committee to plan this project. I have requested that
Mr. Ink contact Mr. Morris to discuss arrangements for
the first meeting of the Steering Committee. I have fur-
ther requested that the Steering Committee submit to us
a formal project plan in sufficient detail to provide us
with a basis to officially launch a joint project.

I hope these actions meet with your approval and are re-
sponsive to your intent in suggesting this joint project.

Sincerely,

Director
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COMPTROLLER GENERAL OF TM UNEllE STAMM
soum~Uns. ow31

DEC 31i 1970

Dear Mr. Shultz:

I am enclosing an exchange of letters with Senator Proxmire
on the subject of Productivity Measurement in the Federal sector.

In my reply to Senator Proxmire I am proposing that the
Office of Management and Budget, the Civil Service Commission,
and the General Accounting Office join their efforts to promote
a renewed and expanded program in the use of productivity
measurement.

Mr. Tom Morris of my staff has discussed this proposal in-
formally with Mr. Dwight Ink of OMB and Mr. Nicholas Oganovic of
the CSC.

With your concurrence, I suggest that these individuals
constitute a Steering Committee to plan and launch this project,
keeping each of us informed on their progress at least quarterly.
I suggest a target date for completion of the Joint project by
March 31, 1972.

Your cooperation in this matter will be greatly appreciated.

F ely,

/J.

Comptroller General
of the United States

Enclosures

The Honorable George P. Shultz
Director, Office of Management and Budget
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UNITED STATUS CIVIL SERVICE COMMISSION

WASHINGTON. D.C. 2D415

January 27, 1971 -os a

r
Honorable Elmer B. Staats
Comptroller General of the
United States

General Accounting Office
Washington, D. C. 20548

L

Dear Elmer:

This is in response to your recent letter proposing the establish-
ment of a steering committee to be responsible for promoting
productivity measurement within the Government service.

Mr. Nicholas J. Oganovic, Executive Director, of the Civil Service
Commission, and Mr. Tom Morris of your staff have had a number of
discussions on the subject and Nick has agreed to serve on the
steering committee. I am thoroughly in accord with the idea, and
you can expect full support from the Commission and its staff..

I had a very pleasant luncheon with Tom Morris on Monday.

Sincerely yours,

Robert E. Hampton
Chairman

1920 THE CIVIL SERVICE RETIREMENT SYSTEM 1970
FIFTY YEARS OF PROGRESS
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COMPTROLLR GE:ERAL or, THE UNTOD srATD
w ~~~~~~~~~~WAS11NGYWi DAC u

DEC 3 1 1970

Dear

I am enclosing an exchange of letters with Senator Proxmire
on the subject of Productivity Measurement in the Federal sector.

In my reply to Senator Proxmire I am proposing that the
Office of Management and Budget, the Civil Service Commission,
and the General Accounting Office join their efforts to promote
a renewed and expanded program in the use of productivity
measurement.

Mr. Tom Morris of my staff has discussed this proposal in-
formally with Mr. Dwight Ink of OMB and Mr. Nicholas Oganovic of
the CSC.

With your concurrence, I suggest that these individuals
constitute a Steering Committee to plan and launch this project,
keeping each of us informed on their progress at least quarterly.
I suggest a target date for completion of the Joint project by
March 31, 1972.

Your cooperation in this matter will be greatly appreciated.

Sinc

Comptroller General
of the United States

Enclosures

The Honorable Robert E. Hampton
Chairman, United States Civil

Service Cqmmission
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON. D.C. 20503

Honorable Robert E. Hampton August 6, 1971
Chairman (see note
Civil Service Commission on page 90)
Washington, D. C. 20415

Dear Mr. Chairman:

This letter outlines the plan of action contemplated for
Phase II of the Measurement Systems Project which is being
jointly conducted by the staffs of the Office of Management
and Budget (OMB), the Civil Service Commission (CSC), and
the General Accounting Office (GAO). A brief review of
this plan was presented at your meeting of July 12 on the
Joint Financial Management Improvement Program. Since then
we have met with representatives of the 17 agencies who
participated in Phase I. We are counting on their continued
cooperation in the Phase II tasks discussed below. We will
also review our findings and proposed next step with the
Presidentis Advisory Council on Management Improvement at
its September meeting.

Phase II of the Measurement Systems Project has three pri-
mary objectives, each of which will involve several imple-
menting tasks.

FIRST OBJECTIVE - Test Feasibility of Developing Overall
Productivity Indices.

It was concluded in Phase I that the Bureau of Labor
Statistics and our own staffs should collaborate in testing
the feasibility of utilizing existing output data in the
construction of overall productivity indices.

In addition to the Post Office (which can now prepare such
indices covering about 440,000 employees) we believe that
another 800,000 employees are producing services or measur-
able products which can be related to resources consumed in
order to develop productivity indices somewhat comparable
to those which BLS develops for industry categories in the
private sector. We propose initially to develop indices by
broad functional groupings such as (1) services to the public,
(2) administrative outputs, and (3) industrial. outputs.
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If we are successful in developing indices covering all
of the potential areas identified, about 50% of the Federal
employees in the United States will be covered. This task
will be launched in September and conducted over a period
of approximately six months.

Two other tasks are planned. One of these will be a review'
of the productivity measures available in Government-owned
contractor-operated (GOCO) plants and facilities, primarily
those of the National Aeronautics and Space Administration, the
Atomic Energy Commission, and the Department of Defense. We
estimate that 200,000 workers in such activities are not now
covered in the productivity studies of the BLS.

The final planned task is to test the value of requiring that
a "productivity demonstration plan" be submitted to OMB with
capital project proposals of significant cost, if the project
is justified on the basis of improved productivity. The
productivity demonstration plan must be sufficiently precise
that it can be audited after the project has become operational.

SECOND OBJECTIVE - Improved Use of Existing Measurement Data.

A principal finding of Phase I is that extensive measurement
data are developed by lower and intermediate levels. of
management. The questions posed are--how valuable are these
data in actual practice and, if valuable, should greater
use be made of them by upper levels of management? In order
to answer these and related questions, four tasks are planned
during Phase II:

1. Test the validity and utility of existing measure-
ment data through two techniques:

a. First-hand review in several agencies by (1) in-
forming those who originate and those who review
reports incorporating the data, and (2) deter-
mining what kind of decisions and actions
result. 0M4B will supervise these reviews.

b. Inspect the validity and use of measurement
data during the normal audit programs of GAO,
the personnel management evaluations of CSC,
and OMB budget examinations.

2. Hold Workshops with agency personnel to exchange
best practices in respect to the operation of
measurement systems, including (1) work fore-
casting techniques, and (2) the presentation of
reports to upper levels of management in such
form as to obtain attention and use. OMB will
direct this task.
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.3. Improve the present Manpower Estimating Course by
drawing on case materials from agencies having the
outstanding systems. CSC will direct this task.

4. Examine the value of making more extensive use of
the unit cost measures. In over half of the
agencies surveyed, work measurement data are
developed but are not being related to costs so
as to take advantage of unit cost measures as a
management tool. GAO will lead this study.

THIRD OBJECTIVE - Special Studies to Develop More Compre-
hensive Productivity Measures.

Three other areas will be examined in Phase II. These are:

1. Identify policies and practices which may be
creating disincentives to the use of measurement
data and improving productivity. An example,
frequently cited, occurs when personnel ceilings
cause the performance of work by contract which
might be performed more economically by direct
hire personnel. An inventory of such disincentives
(and recommendations for improvement) will be
prepared by drawing upon the experience of OME,
CSC, GAO, and the agencies.

2. Encourage the development of measures of program
effectiveness. Several agencies are developing
effectiveness measurement systems (for example,
HEW and Labor), and OMB's "Performance-Measurement
System" appears to be a valuable approach. In
Phase II it is planned to appraise the status of
such measures in a representative number of
agencies and to develop recommendations as to how
they might be applied more broadly in the future.

3. Begin developing local government productivity
indices. Studies in this area are being considered
by the National Commission on Productivity, with
the assistance of the Urban Institute. Because of
their potential significance to Federal Grant-in-
Aid Administrators, we plan to follow this work
closely and lend it our support.
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It is our plan to report progress on the above tasks in
January 1972.

Sincerely,

" ' " ' ' Dight
Assistant *rector
Office of nagement and Budget

Bernard Rosen
Executive Director
Civil Service Commission

Thomas D. Morris
Assistant to the Comptroller

General
General Accounting Office

NOTE: This letter was sent to each of the Principals.

Honorable Robert E. Hampton
Chairman, Civil Service Commission

Honorable George P. Shultz
Director, Office of Management and Budget

Honorable Elmer B. Staats
Comptroller General of the
U.S. General Accounting Office
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DHAVIN FzDERAL PRODUCTIVITY

-A Joint ONB/cSC/GAO Project-

Status Report

January 17, 1972
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INTRODUCTION

The Director, Office of Management and Budget, the Chairman

Civil Scrvice Commission, and the Comptroller General

established a joint project aimed at improving productivity

in the Federal Government.

The project has been designed as a three-phased approach.

In Phase I, a factual summary was prepared describing the

extent of use of productivity measurement systems in 17

Federal agencies, and to identify the value of these systems

to management. This was developed through the use of

questionnaires and personal discussions with each agency.

Four major recommendations were reported at the conclusion

of Phase I in June 1971: (1) inquire into selected agency

systems to validate further and extend use of measures by

identifying disincentives and designing corrective action;

(2) encourage the development and use of unit cost measures

wherever practical for improving ways of allocating and

controlling resources including capital investment decisions;

(3) improve the measurement of agency effectiveness in

accomplishing public benefit outputs; and (4) test the

feasability of constructing a set of productivity indices

of the Federal Sector of the economy for national planning

purposes along functional rather than agency lines. These

four recommendations were enthusiastically approved by
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Messrs. Hampton, Shultz, and Staats and formed the base for

the organization of Phase II. Each agency is contributing

substantially to the effort in Phase II. Agency advisory

panels have been established for each task to provide

guid.ance and assistance and to review results. In addition,

economists and specialists in other disciplines and manage-

ment societies from private industry, academic and Government

areas are being consulted for their advice.

Phase III will consist of implementing the recommendations

of each of the four studies and continuing to identify

potentials for productivity improvement.

The status of each of the four studies follows:

I. Validity and Utility of Productivity Measurement
Systems

The study Validity and Utility of Existing Productivity

Measurement Systems in the Federal Government had its

origin in a tentative finding during Phase I of the

Productivity Measurement Project--that higher levels of

management made little use of measurement systems in the

management process. The data was being used almost exclusively

by first-line supervisors and higher level staff offices,

for work scheduling and budget development, respectively.

If our initial impressions were correct, managers above

operating division level were not using the data in evaluating

accomplishments, making decisions, on improving productivity

or other aspects of the management process.

93



APPENDIX C

The Study Team therefore decided that a major effort of

Phase II should be an inquiry into the validity and utility

of agency productivity measurement systems. Hopefully we

would not only answer the questions of "how good" and "how

much" but develop recommendations for improvement. Our

motivation, of course, wrs to stimulate productivity improve-

ments through enabling managers at all levels to measure the

results of their management decisions.

The initial project in this study was a "saturation coverage"

of a DOD installation, selected because it seemingly had one

of the most fully developed systems of productivity measure-

ment within the Federal service. The plan involved, first,

tracing the course of selected functions from work site,

through each management level to the agency headquarters,

-in order to determine who was getting what information in

what form and to what use the information was being put.

A major finding of this effort is that, in the installation

visited, information is provided weekly on the performance

of the next subordinate echelon against engineered or

statistical standards. However, above the first supervisory

level, this information receives little attention because

managerial performance is evaluated against another standard --

one developed by the agency for comparing the performance

of all its field installations. This measurement system

is not devised for use within installations; but because
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each manager from the installation head down is evaluated

by this tool, he uses it to measure performance of those

below him.

This finding, that by whatever a manager is measured he will

measure others, is one of a body of disincentives to good

management thus far discovered as by-products in the study.

The gathering evidence was so compelling, in fact, that we

are undertaking a corollary study of incentives and disin-

centives to the improvement of productivity, in particular

and of good management practices in general. This inquiry is

multipronged, because we must develop a thoroughly documented

case to support any legislative and administrative changes

we conclude are needed. One probe, just described, is the

study of existing productivity measurement'systems. The

team conducting the effort in the Defense agency is at the

same time inquiring into the reasons for using or not using

the data provided by the systems.

Another inquiry is being conducted in several other agencies.

The agencies selected are documenting specific instances where

current regulations or procedures have encouraged uneconomical

management decisions or no actions to improve productivity.

It is too early to prejudge the results of this inquiry,

scheduled for completion this month. However, findings to

date indicate there may be more penalties than rewards for

Federal administrators to manage prudently.
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Examples of disincentives to productivity improvement

include:

-- Budget requests are related not to the accomplish-

ment of specific mission objectives but to keeping

the agency operational for another year.

-- Agency managers are not required to account for

their stewardship in terms of objectives accomplished

for resources applied.

-- Rank and status are related to the size of a

manager's program, measured by the quantity of

manpower and funds he has been able to aggrandize

under his control.

-- Frugality in the consumption of resources will result

in the reduction in allocations and, in turn, can

lead to a reduction in status and salary of the

manager.

-- There is no established system for evaluating a

manager's stewardship from the standpoint of

efficiency in producing outputs or effectiveness

in performing his assigned mission.

While this effort is in progress, we are interviewing and

distributing questionnaires to members of Federal Executive

Boards (FEB) throughout the Nation, asking about their use

of measurement systems and their perception of the rewards

for good management.

96



APPENDIX C

Still another probe into the incentives to good management

is being directed from the ten regions of the CSC. During

February and March, representatives of these offices are

conducting structured interviews of approximately 300

Federal managers at all levels, Nation-wide.

The study is on schedule. By the end of June we expect to

produce three major outputs. One will be an assessment

of current practices, gained from our broad base of

interviews. A second will be a set of recommendations for

legislative and administrative changes, to encourage

mangers to increase productivity. A third

will be a set of instructions to help agencies develop

productivity measurement systems which are adapted to

their own specific managerial needs.

II. Improving Unit Cost Measurement

The principal objective of the unit cost project is to

encourage the development and use of unit cost measures,

where practical, for increasing productivity through the

allocation and control of resources.

The results of Phase I showed that approximately 39% of the

Federal Sector was covered by unit cost measures. Essentially

unit costs relate volume of work to the total funds required

to produce the! costs.
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Both the Postal Service and DOI) had a high coverage to

the extent of 60 and 38' respectively. However, the use

bv civilian agencies was determined to be only 23'.

Generally, the full use of unit cost was not being made

by operating and top management.

During Phase II through comprehensive analyses it was

determined that there existed a significant potential for

increasing the coverage of unit costs in civilian agencies.

For example, $4.S billion out of a total S5.5 billon

covering 10 agencies were susceptible to unit cost measure-

ment. This includes the following activities (a) Consumer

and Marketing Service, (b) Bureau of Customs, (c) Federal

Aviation Administration, (d) Forest Service, (e) Bureau of

Indian Affairs, (f) Internal Revenue Service, (g) National

Park Service, (h) Bureau of Prisons, (i) Social Security

Administration, and (j) Veterans Administration.

Even though high coverage is possible, the agencies indicated

a concern in terms of (a) who needs it, (b) for what purpose,

(c) does value justify cost, and (d) won't there be a

misunderstanding. The project team shares this concern and

accordingly the project plan was broadened to determine the

usefulness of unit cost measurement for improving productivity.
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In this regard a two-day workshop with eight agencies using

unit cost measurement was held to exchange. experiences on

uses and benefits. Further, several demonstration

models will be developed jointly with interested agency

management and tested. Hopefully the objective will be

to provide agency management with unit cost information to

explain quantitatively (a) inflation, (b) workload content,

(c) real production change, (d) quality change, and (e)

opportunities for a more rapid modernization. In addition,

the development of unit costs will provide more accurate

user charges for Government services. This will, in turn,

increase the funds coming into the Gover'nment from the

charges for Government services.

It is conceivable that unit costs can be used to provide

resources control thus eliminating the need for ceilings

on personnel and average grade. Certainly, if properly

usedj unit costs can improve budget planning and execution.

For example from 'unit cost data being collected from six

agency activities, it shows that to achieve the production

quantity in 1971 over the base year of 1967, $48 million

additional funds would have been required.

Further a review of unit cost practices will be made of

the private industry to learn from their experience.
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Improving Capital Investment Procedures

The major cause of productivity improvement is investments

in structures, machinery, and equipment in which much of

technological advance is embodied.

There is evidence to show that proposed agency investment

programs with high rates of returns are not being funded

or are being cut back significantly. In competition with

program dollars, investment items are frequently the first

to be cut, since they do not noticeably affect current

operations.

Two steps are involved in this area.

The first step is to improve the justification procedures

for capital investment proposals. An OMB Management Bulletin

is being prepared which will provide guidance to agencies

on justifying capital investment proposals. Unit cost

measurement is an essential part in developing the expected

rates of return or the present value of future cost-savings.

Examples are being developed to test the guidelines.

The second step will be to explore various funding arrange-

ments for capital investment proposals having high rates

of return. For example, the concept of a revolving fund

is being investigated so that capital expenditures would

not have to compete with program dollars. Several private

firms are being contacted to determine how they handle the

budgeting of capital investments.
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III. Improving Measures of Effectiveness

The purpose of the study is to determine the extent to which

Federal agencies measure the effects of their programs upon

society and to encourage and develop more valid and useful

means of measuring the results of agency efforts to advance

the public interest.

It was found in Phase I that most efforts to evaluate programs

or organizations have been concerned with measuring productivity

in terms of output-input relationships. The outputs are

expressed in units of goods or services, the inputs in units

of man-effort (man-hours, man-years) or in dollars Which

represent costs of certain resources consumed in production.

The resources costed may range from employee salaries alone

up to total budgeted dollars.

These measures of productivity usually assume that the

organizational element being evaluated is doing what it should

be doing and provide no means for evaluating the contributions

that they make to society relative to their cost.

In other words, most of the existing productivity measure-

ment systems deal with aspects of organizational efficiency,

which are determined by comparing actual performance (unit

costs, for example) with some standard. The major problem

in progressing from efficiency to effectiveness measurement
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is that the latter involves establishment of complex external

and internal cause-effect relationships with the external

tending to be the more difficult to determine. For example,

the mission of the National Highway Safety Bureau, DOT,

is "to reduce the mounting number of deaths and injuries

resulting fromn traffic accidents on the Nation's highways."

Establishing a direct relationship between the outputs of

the Bureau's three programs and the incidence of traffic

deaths and injuries appears feasible, but not easy.

Effectiveness measurement provides the means of determining

whether the agency is proceeding on course and of establish-

ing a relationship between management actions and mission

accomplishment. Both efficiency and effectiveness measure-

ment are thus essential tools of managers in assessing true

productivity, the former determining the cost of producing

the agency's outputs and the latter the value of the agency's,

outputs.

Several recommendations are being developed to encourage

the development and quantification of measures of program

effectiveness. They cover provisions for practical training

at all levels of management, increased emphasis by OMB, GAO,

CSC, and the Congress on program effectiveness, changes in

program legislation, and research into means for collecting

impact data. In addition, a Government-wide workshop was
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held in late November to provi~de for an interchange of ideas

and techniques on measuring and assessing effectiveness of

Government programs. Proceedings of the workshop will be

published in February. The final recommendations and pro-

posed action program will be completed in February.

IV. Developing Federal Productivity Indices

Lack of production indices for the Federal Sector has forced

economists to assume zero changes in Federal productivity

and has deprived Federal managers of the means of measuring

the overall impact on productivity of capital investment,

technology and other factors. In contrast, development of

productivity indices is expected to yield benefits: (1)

provide productivity data to national planners, economists

and industrial analysts; (2) provide top Government managers

with displays of overall trends; (3) obtain greater public

confidence'in Federal management; and'(4) provide incentives

to state and local jurisdictions to measure productivity.

The task of developing productivity indices for the Federal

Sector consisted of the following organizational arrangements:

(1) agencies to provide input-output data; (2) experts to

provide advice on format and methodology; (3) agency ad-

visory panel to provide guidance and; (4) Joint OMB/CSC/GAO

Committee to review results and approve funds as the
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National Commission on Productivity allocated ($S0,000) for

activities support.

Phase I indicated an estimated potential for productivity

measurement coverage about 1.3 million or approximately

SO% of the total Federal employees. Nineteen Federal pro-

grams representing all departments and agencies were

selected to submit data covering over 300,000 man-years

in order to test methodology and format of the input-output

data. See attachment for list of agency programs used

in this test.

A data processing program was tested to compute indexes of

output, input and a set of productivity indices for the

total Federal Sector and by functional areas of services,

administrative and industrial outputs.

Based on the test results it was agreed that functional

area productivity indices are feasible for the Federal

Sector, also that unit costs and other input/output relation-

ships are feasible to develop.

Productivity indices are now being developed on the remaining

available data elements, with the methodology and the detail

substantially the same as tested.

The action plan calls for submission by the agencies of

additional data packages in Febraury, verification and
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analysis of results in Mtarch, Joint Committee Review in

April and a prototype publication of Federal productivity

covering the 1.3 million Federal employees in June 1972.

The project plan anticipates a permanent program with

participation by all agencies starting in FY 1973.

Future Study Areas

The project team has done some preliminary thinking on

additional study areas aimed at improving Federal productivity

for accomplishment during calendar year 1972.

-- Provide assistance and advice to smaller agencies

on improving productivity and developing related

work measurement systems (Industrial Engineering

Techniques), e.g., regulatory agencies.

-- Extend further the coverage of productivity

indices for Federal employees for publication

by the Bureau of Labor Statistics and develop

agency productivity indices.

-- Dissemination of inventions and new or improved

producers' goods in the fields of office machines,

materials handling equipment, transportation

equipment, ADP etc., which have made applicability

for improivng productivity within the Federal

Government.

-- Improve the measurement of quality of Government

output in assessing productivity change.

-- Implement a program for improving the utilization

of ADP equipment in the Federal Government.
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BRIEF HISTORY OF FEDERAL PRODUCTIVITY MEASUREMENT

The Federal Government was a pioneer in developing measures of private
industry productivity, and in stimulating private firms to measure their
own productivity. However, it has only been in recent years that Federal
Government agencies have made a concerted effort to measure their own
productivity.

Beginning in the late 19th century, and again during the inter-war
period, there were a number of governmental ad hoc statistical studies of
changes in the relationship of employment to the physical volume of pro-
duction, as a result of mechanization and other factors, in various industries,
particularly in the commodity-producing variety. In 1940, responsibility for
continuing productivity estimates and studies was put in the Division of Pro-
ductivity and Technological Developments in the Bureau of Labor Statistics.
After the war, the Bureau's studies were expanded, and in 1959 productivity
estimates prepared for the entire private economy, by major sectors, as well
as for several dozen individual industries.

It should be noted that the Bureau's studies were confined to the
employment or man-hour relation to output, due in part to the focus of the
Department of Labor. Also, the studies were confined to the private economy,
with the exception of estimates of productivity in the Post Office Department,
published in 1932.

In the post-World War II period, a number of economists connected with
universities and with the non-profit National Bureau of Economic Research,
developed estimates of capital as well as of labor, and related output not
only to capital but also to labor and capital by means of statistical "pro-
duction functions," and "total productivity" ratios. By these means, it
became possible to measure the rate of technological advance as regards
unit real-cost reduction (given certain assumptions as to the nature of the
production function, as well as to measure changes in requirements per unit
of output for each of the broad factor input classes. This work, which
continues, provided powerful tools for analyzing the processes of economic
growth, in aggregate and by industry, and thus increased ability to project
and to devise policies to influence the casual forces and economic impact of
technological change.

The first broad attempts to measure the productivity of producing units--
in this case private establishments or firms--came after World War II. The
Productivity Division of the Bureau of Labor Statistics inaugurated a series
of direct plant-level studies of output per man-hour and related variables,
in order to compile composite industry measures, and also to be able to
analyze the factors responsible for differential levels and rates of change
in "labor productivity" among establishments of the same industry. Manage-
ment interest was aroused through contacts with the Bureau, and through
reprinting of the results of the studies by the Bureau of Labor Statistics
and by business media. In recent years, many companies have commenced
measurement programs. -
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Efforts by Government agencies to measure the productivity of adminis-
trative components or the whole organization came somewhat later. There
were a few isolated cases of output per employee measures during the 1950's
but no concerted effort.

In 1962 the Bureau of the Budget became interested in the possibilities
of developing total productivity indexes for Government organizations to use
in determining the efficiency with which the agencies produce their output.
Accordingly, a proposal was made to explore the feasibility and usefulness
of productivity measurement in Government organizations. The project was
conducted in five agencies:

--Division of Disbursement, Bureau of Accounts, Treasury Department

--Department of Insurance, Veterans Administration

--Post Office Department

--Systems Maintenance Service, Federal Aviation Administration

--Bureau of Land Management, Department of the Interior

The completed study Measuring Productivity of Federal Government
Organizations was released in September 1964. The study demonstrated that
usable and useful productivity measures could be prepared for four out of
five of the pilot agencies (which accounted for 44% of the Federal civil-
ian employment, due to the inclusion of the Post Office Department). As
a result of the study, it was concluded that development of valid produc-
tivity measures is feasible for a considerable proportion of Federal
Government activities.

Since the initial report was published, the Bureau of the Budget
continued to work on developing productivity measures with a number of
additional organizations among which were the Meat Grading Program and
the Soil Conservation Service of the Department of Agriculture, the VA's
Department of Medicine and Surgery, Social Security Administration,
Defense Supply Agency, the Bureau of Engraving and the Mint in the
Treasury Department. However, the work in the Budget Bureau was slowed
down after 1965 when the staff specifically assigned to this area was
disbanded. This eliminated, for the most part, any further development of
total productivity measures by the agencies.

In March 1968, however, the Bureau initiated studies of the relation-
ship of composite output to man-hours worked in organizational units of 15
agencies. The emphasis of this study was on manpower productivity measure-
ment. The study showed that statistical estimating techniques can be used
effectively to convert workload output data to estimates of manpower
requirements with relative ease, objectivity, and efficiency. Manpower
productivity measures can be readily developed from the statistical
estimates.
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In January 1971 Senator Proxmire wrote to Elmer Staats, Comptroller
General of the General Accounting Office, requesting that GAO undertake acomprehensive evaluation of the possibilities for measuring productivity
in the Federal sector of the economy. Mr. Staats, in his reply to Senator
Proxmire, proposed a joint effort of the Office of Management and Budget,
the Civil Service Commission, and GAO to identify the types of productivity
measures which are feasible and significant, and then to plan a program to
develop and utilize such measures.
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LIST OF 114 ORGANIZATIONAL ELEMETS BY AGENCY

1. Department of Agriculture

Stabilization and Conservation Service
Conservation, Technical Assistance
Flood Prevention Program
Watershed Planning Program, PL 566
Watershed Works of Improvement, PL 566
Resource Cons & Development Project Operation
Snow Surveys & Water Supply Forecasts
Great Plains Conservation Program
Planning Resource Cons & Development Program
-Farmers Home Administration
Forest Service Recreational Public Use
River Basin Survey Program
Conservation Plant Materials Centers
Soil Surveys

2. Department of Commerce

Patent Office
National Weather Service
Economic Development Administration
Bureau of Census, Personal Census Service Br
National.Tech Inf Svc. Sales & Order Processing
Maritime Administration
National Ocean Survey

3. Department of Defense

Department of the Air Force

Air Force Logistics Comand, Materiel Mgmt
Air Force Logistics Command, Distribution
Air Force Logistics Command, Cent Procurement
Air Force Logistics Comand, Maintenance AMA

Department of the Navy

Marine Corps Finance Center
Navy and Marine Corps Supply Centers
Navy Finance Centers and Offices
Naval Air Rework Facilities
Navy Public Works Centers
Naval Ordnance Activities
Shipyards
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LIST OF 114 ORANIZATIONAL ELEMENTS (cont'd)

Department of the Army

Professional Education
Patient Care in Army Facilities
Service Academy .
Oversea Education of Dependents
Central Procurement Activities
Supply Depot Operations
Water Port Operations
Maintenance of Material
Base Services
Supply Operations
Personnel Support
Operation of Utilities
Other Engineering Support
Administration
Maintenance and Repair of Real Property
Supply Management Operations (ICP)
Recruiting and Examining
DA Depot Maintenance Activities
Maintenance, Trucks

Defense Supply Agency

Total DSA

4. Department of Transportation

Coast Guard, Aids to Navigation
Coast Guard, Search and Rescue
FAA, Flight Traffic Services
FAA, Airport Traffic Services

5. Department of Health,-Education and Welfare

Social Security Administration
Indian Health Service, Health Care of Indians
Federal Health Service, Hospital & Clinic

6. Department of Housing and Urban Development

Housing Production and Mortgage Credit (FHA)
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LIST OF 114 ORGANIZATIONAL ELEMENTS (cont'd)

7. Department of the Interior

Bureau of Indian Affairs
National Park Service, Info & Visitor Service
National Park Service, Resource Mgmt Visitor
National Park Service, Maintenance
Office of the Solicitor
Geological Survey, Topographic Division
Bonneville Power Administration
Sport Fisheries and Wildlife, Fish Hatcheries
Southeastern Power Administration
Southwestern Power Administration

8. Department of Justice

Immigration and Naturalization Service

9. Department of Labor

Emplmt Std Adm, Federal Employees Compensation
Manpower Adm, Job Corps Headquarters
Manpower Adm; Bur of Apprenticeship & Training
Employment- Std Adm,-Fair Labor Stds Enforcement
Bureau of Labor. Statistics--

10. Department of State

Visa Office, Bureau of SEC & Consular Affairs
Office of Operations
Office of Financial Services

11. Department of the Treasury

U.S. Savings Bonds, Sales Promotion
Bureau of Accounts
Bureau of Customs, Cargo. Processing & Control
Bureau of Customs, Processing Mail
Bureau of Customs, Processing Persons
Comptroller of the Currency
IRS, Revenue Accounting and Processing
IRS, Alcohol & Tobacco Regulatory Controls
IRS, Audit of Tax Returns
IRS, Taxpayer Assistance
IRS, Delinquent Accounts & Returns Compliance
Office of the Treasurer of the U.S.
Bureau of Pub Debt, Savings Bonds & Notes
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LIST OF 114 ORGANIZATIONAL ELEMENTS (cont'd)

Bureau of Pub Debt, Other Treasury Securities
Bureau of Pab Debt, Maint & Aud of Debt Accts
Bureau of Engraving & Printing
Bureau of Mint, Coinage Activs.& Depositories

12. Atomic Energy Commission

Publishing of Technical Information

13. General Services Administration

Public Building Service, Buildings Management
Office of Finance, Accounting Centers
Public Building Service, Office of Space Mgmt
National Archives & Records Service
Office of Audits & Investigations (Administ)
OAkD, Personnel Services
Transportation & Communications Service
Federal Supply Service, Supply Distribution
Federal Supply Service, Procurement
Federal Supply Service, Supply Control
Federal Supply Service, Inspection
Federal Supply Service, Supply Standardization

14. Postal Service

Total Postal Service

15. Veterans Administration

Department of Veterans Benefits
Department of Medicine and Surgery

16. Securities and Exchange Commission

Total SEC

17. National Labor Relations Board

Total NLRB
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ALTERNATIVE METHODS OF C0MPUTING THE OVERULL INDEX

The overall measured sample index (107.7) composed of 1.56 million

man-years, was computed by aggregating the weighted output and man-years

of 3114 organizational elements. The measured sample was not conditioned

on sampling procedures, thus not adjusting it by some criteria raises

questions as to what the index represents. For example the Postal Service

sample constituted 46 percent of the total sample, but reflects only 27

of the Federal sector employment. Thus, the repeatability to a common

framework could present distortions as the coverage or employment ratios

change from year to year. Therefore, another approach would be to adjust

the overall index by major employment segments of the Federal sector.

The segments considered for population adjustment include (1) Postal

Service, (2) Defense, and (3) all other agencies. For example the Table

below shows the relationships of each of these segments in the measured

sample and the total Federal sector.

Exhibit F-1

Pow lation Coverage by Sample and Federal Employment, F.Y. 1971

Percent of Measured Percent of Federal
Segment Sample to Total Sector Employment

(U.S. Only)

Postal Service 46 27

DOD

All Other Agencies

TOTAL

25

29

100

38

35

100
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The measured sample, adjusted to population as shown above, would

produce a productivity index of 108.8 in F.Y. 1971, or a gain exceeding one

percent over the unweighted measured sample. Productivity and related indices

are shown in Exhibit F-2.
Exhibit F-2

Population Adjusted Measured Sample Indices of the Federal
Sector, F.Y. 1967 - 1971 (Base year F.Y. 1967)

Fiscal Year.

1967 1968. 1969 1970 1971

1. Weighted Output 100.0 105.0 1o7.6 109.4 no.1

2. Input (Manyears) 100.0 103.0 104.2 102.9 101.3
1

3. Compensation 100.0 107.4 116.7 128.6 141.2

4. Productivity lo1.0 101.8 103.4 106.4 108.8
(Otput/Manyear)

5. Unit Labor Cost 100.0 102.5 108.5 117.2 127.2
(Current $)

6. Unit Labor Cost 100.0 97.5 96.0 91.3 91.3
(Constant $)

1
Includes wages and fringe benefits.

An alternative method based upon pay systems (Postal Service, Wage Board

and GS) was also computed, but the agency data did not precisely distinguish

between GS and Wage Board in all cases; thus, this method is not as accurate

as the population weight method. However, we will explore ways to refine and

use the Pay Systems Method in future years. The computed index based 3on

system employment distributiox isrshown on the next page. (Exhibit F-3)
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Exhibit F-3

Pay System Adjusted Measured Sample
Indices of the Federal Sector, FY 1967-1971 -

(Base Year, F.Y. 1967)

1. Weighted Output

2. Input(Manyears)
1

3. Conpensation

4. Productivity
(output/Manyear)

5. Unit Labor Cost
(Current $)

6. Unit Labor Cost
(Constant $)

1967

100.0

100.0

100.0

100.0

100.0

Fiscal Year

1968 1969

105.3 108.4

103.2 104.2

107.2 316.5

102.0 104.0

97.0 95.0 90.9

1 I , .
Includes wages and fringe benefits.
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102.9

128.2

106.9

116.6'

3197 1

110.9

101.0

140.7

109.7

126.9

91.0

-

100.0 '101.8 � 107.4
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LIST OF 114 ORGANIZATIONAL ELEMENTS BY FUNC'PON

I. Public Services

A. Operating Activities

Forest Service, Recreational Public Use (Agr.)
Conservation Plant Materials Centers (Agr.)
Professional Education (Army)
Patient Care in Army Facilities (Army)
Service Academy (Army)
Oversea Education of Dependents (Army)
Coast Guard, Aids to Navigation (DOT)
Coast Guard, Search and Rescue (DOT)
FAA, Flight Traffic Services (DOT)
FAA, Airport Traffic Services (DOT)
Indian Health Service (HEW)
Federal Health Service (HEW)
Bureau of Indian Affairs (Interior)
National Park Service-, Visitor Service (Interior)
National Park Service, Resource Management (Interior)
National Park Service., Maintenance (Interior)
Postal Service
Department of Medicine and Surgery (VA)

B. Processing Activities

Stabilization and Conservation Service (Agr.)
Conservation, Technical Assistance (Agr.)
Flood Prevention Program (Agr.)
Watershed Planning Program (Agr.)
Watershead Works of Improvement (Agr.)
Resource Conservation and Development Project (Agr.)
Snow Surveys and Water Supply Forecasts (Agr.)
Great Plains Conservation Program (Agr.)
Planning Resource Conservation & Development Program (Agr.)
Farmers Home Administration (Agr.)
River Basin Survey Program (Agr.)
Patent Office (Conmerce)
National Weather Service (Commerce)
Economic Development Administration (Commerce)
Bureau of the Census, Personal Census Service Branch (Commerce)
National Technical Information Service, Sales & Order Processing

(Commerce)
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B. Processing Activities (cont'd)

Social Security Administration (HEW)
PA, Housing Production and Mortgage Credit (HUD)
Immigration and 'aturalization Service (Tustice)
Employment Standards Administration, Federal Employee

Compensation (Labor)
Manpower Administration, Job Corps Headquarters (I-beor)
Manpower Administration, Apprenticeship & Training (jabor)
Employment Standards Administration, Fair Labor Standards

Enforcement (Labor)
Bureau of Labor Statistics (Labor)
Visa Office, Bureau of Secular & Consular Affairs (State)
U.S. Savings Bonds, Sales Promotion (Treas.)
Bureau of Accounts (Treas.)
Bureau of Customs, Cargo Processing & Control (Treas.\
Bureau of Customs, Mail Processing (Treas.)
Bureau of Customs, Processing Persons (Treas.)
Comptroller of the Currency (Treas.j
IRS, Revenue Accounting & Processing (Treas.)
IRS, Alcohol and Tobacco Controls (Treas.)
IRS, Audit of Tax Returns (Treas.)
IRS, Taxpayer Assistance (Treas.)
IRS, Delinquent Accounts and Returns Compliance (Treas.)
Department of Veterans Benefits (VA)
Securities and Exchange Commission
National Labor Relations Board

II. Support Services

A. Management Activities

Marine Corps Finance Center (Navy)
Navy Finance Centers and Offices (Navy)
Administration (Army)
Recruiting and Examining (Army)
Office of Finance, Accounting Centers (GSA)
National Archives & Records Service (GSA)
Office of Office of Audits and Investigations (GSA)
Personnel Services (GSA)
Office of the Solicitor (Interior)
Office of Operations (State)
Office of Financial Services (State)
Office of Treasurer of the U.S. (Treas.)
Bureau of Public Debt, Savings Bonds and Notes (Treas.)
Bureau of Public Debt, Other Securities (Treas.)
Bureau of Public Debt, Maintenance and Audit of Debt

Accounts (Treas.)
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B. Procurement and Supply Activities

Air Force Logistics Command, Material Management (AF)
Air Force Logistics Command, Distribution (AF)
Air Force Logistics Commnd, Procurement (AF)
Navy and Marine Corps. Supply Centers (Navy)
Central Procurement (Army)
Supply Depot Operations (Army)
Waterport Operations (Army)
-Supply Operations (Army)
Supply Management Operations (Army)
Defense Supply Agency
Office of Space Management (GSA)
Federal Supply Service, Supply Distribution (GSA)
Federal Supply Service, Procurement (GSA)
Federal Supply Service, Supply Control (GSA)
Federal Supply Service, Inspection (GSA)
Federal Supply Service, Supply Standardization (GSA)

C. Maintenance Activities

Maritime Administration (Commerce)
Maintenance of Material (Army)
Base Services (Army)
Personnel Support (Army)
Operation of Utilities (Army)
Other Engineering and Support (Army)
Maintenance and Repair of Real Property (Army)
Public Buildings Service, Buildings Management (GSA)
Public Buildings Service, Transportation and Communications

Service (GSA)
Public Buildings Service, Public Works Centers (Navy)

[II. Industrial Services

A. Major Overhaul or Repair- Activities

Air Force Logistics Command, Maintenance (AF)
Air Rework Facilities (Navy)
Depot Maintenance (Army)
Truck Maintenance (Army)
Shipyards (Navy)
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B. thnufacturing Activities

Soil Surveys (Agr.)
Printing and Publishing of Technical Information (AEC)
National Ocean Survey (Coamerce)
Naval Ordnance Activities (Navy)
Geological Survey, Topographic Division (Interior)
Bonneville Power Administration (Interior)
Sport Fisheries and Wildlife, Fish Hatcheries (Interior)
Southeastern Power Administration (Interior)
Southwestern Power Administration (Interior)
Bureau of Engraving and Printing (Treas.)
Bureau of the Mint, Coinage Activities (Treas.)
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DETAILED INDICES OF ATE MEASURED
SAMPLE OF THE FEDERAL SECTOR
FY 1967 (BASE YEAR) - FY 1971

Overall Indices
Fiscal Year

1967 1968 1969 1970 1971

1. Weighted Oatput 100.0 103.7 106.5 109.1 110.3

2. Input (Manyears) 100.0 103.1 104.4 103.9 102.5

3. CcmpensationI 100.0 107.7 117.3 129.6 143.7

4. Productivity (output/manyear) 100.0 100.6 102.0 104.9 107.7

5. Unit Labor Cost (Current $) 100.0 103.9 110.1 118.5 129.5

6. Unit labor Cost (Constant $) 100.0 98.9 97.4 92.5 92.9

General Schedule

Fiscal Year
1967 1968 1969 1970 1971

1. Weighted Output 100.0 104.7 106.1 109.3 108.1

2. Input (Msnyears) 100.0 102.4 102.5 102.0 102.1

3. Compensation
1

100.0 107.9 116.5 131.1 143.4

4. Prodtir4 ivity (Output/Manyear) 100.0 102.2 103.5 107.1 105.8

5. Unit Labor Cost (Current $) 100.0 103.1 109.8 120.0 133.0

6. Unit Labor Cost (Constant $) 100.0 98.2 97.1 93.6 95.4

Wage Board

Fiscal Year
1967 1968 1969 1970 1971

1. Weighted Output

2. Input (Manyears)

3. Compensation

4. Productivity (Output/Manyear)

5. Unit Labor Cost (Current $)

6. Unit Labor Cost (Constant $)

100.0 109.6 115.8 113.1

100.0 104.8 105.9 100.0

100.0 105.0 114.1 119.4

100.0 104.6 109.4 113.1

100.0 95.8 98.5 104.6

100.0 91.2 87.1 81.6

Includes wages and fringe benefits.
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DETAILED INDICES OF THE MEASURED
SAMPLE OF THE FEDERAL SECTOR
FY 1967 (BASE YEAR) - FY 1971

Public Services
Fiscal Year

17 1968 1969 1970 1971

i. Weighted Output 100.0 102.5 105.8 109.2 111.6

2. Input (Manyears) 100.0 102.4 104.1 105.4 106.2

3. Compensation
1

100.0 107.9 117.4 131.6 1 49.0

4. Productivity (Output/Manyear) 100.0 100.1 101.7 103.6 105.1

5. Unit Labor Cost (Current $) 100.0 105.3 111.0 120.6 133.7

6. Unit Labor Cost (Constant $) 100.0 100.3 98.1 94.1 95.9

Support Services

Fiscal Year
1967 1968 1969 1970 1971

1. Weighted Output 100.0 108.1 104.5 106.8 105.4

2. Input Manyears 100.0 105.1 103.9 99.3 92.8

3. Compensation 100.0 106.4 114.5 121.3 124.6

4. Productivity (Output/Manyear) 100.0 102.9 100.5 107.6 113.6

5. Unit Labor Cost (Current $) 100.0 98.3 109.5 113.5 118.1

6. Unit Labor Cost (Constant $) 100.0 93.6 .96.8 88.5 84.7

Industrial Services

Fiscal Year
1967 1968 1969 1970 1971

1. Weighted Output

2. Input (Manyears)

1
3. Compensation

4. Productivity (Output/Manyear)

5. Unit Labor Cost (Current $)

6. Unit Labor Cost (Constant $)

100.0 105.9 131.0 o 123.9 u18.1

100.0 104.8 110.1 104.3 95.8

100.0 108.4 124.0 131.5 141.0

100.0 101.1 119.0 118.8 123.3

100.0 102.4 94.6 io4.1 log.6

100.0 97.5 83.6 81.2 78.6

Includes wages and fringe benefits.
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THE CONCEPTS OF MEASUREMENT

The effectiveness of management depends upon the cor-
rectness with which decisions are made. Decisions are based

on inputs of information compared to previous knowledge.
The more effectively these inputs are expressed in accurate

quantitative terms, the better the probability of good busi-

ness. Work, unit cost, productivity and effectiveness mea-

surement provide the means of quantifying many aspects of

organization performance needed for making correct manage-
ment decisions.

An important conclusion of this project has been that

all four types of measures--work, unit cost, productivity
and effectiveness--should be developed and integrated into
a total measurement system with carefully defined uses of

each measurement for all levels of management.

The project team used the following definitions of the
four measurements:

Work Measurement--The conversion of a quantitative
statement of work load to a quantitative statement of the
manpower to produce that work load.

There are, basically, two major categories of work
measurement techniques available:

--Engineered work measurement techniques set a specific
amount of time per resource for a specific job,con-
sidering method, working conditions, and a designated
degree of expected worker deligence and utilization
necessary to achieve such a performance. Specific
techniques include time study, work sampling and
predetermined time systems.

--Historical work measurement techniques attempt to
establish a relationship between past performance and
time usage. Statistical analyses and estimates based
on technical judgment are the basic techniques used
for estimating this relationship.

Unit Cost Measurement--Relates a work unit to the costs
or resources consumed in producing that unit. Unit costs
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may include, in addition to personnel costs, the cost of
supplies, travel, equipment, etc. Thus, unit costs reflect
the ratio of personnel, materials, travel and other costs
to the output produced, and will be stated in the dollars
required to produce a unit of work. When the dollars are
deflated to take account for inflation, they are called
constant dollars.

Productivity Index Measurement--Is the relationship be-
tween total output and one or more associated inputs. This
is expressed as a ratio of total output to resource input.
Output measures are based on the volume of products or serv-
ices produced for use outside the organization, with due al-
lowance for differences in the value of individual products
or services. Measures of input may be based on the amount
of manpower alone or on a more comprehensive measure of re-
source inputs which include nonlabor costs.

The ratio of output to input in a base period is com-
pared to the ratio in succeeding periods. This comparison
establishes the change in productive efficiency, which is
defined as the rate of conversion of resources into output.

Effectiveness Measurement--Is the ratio between
achieved result and some end objective or goal. Thus, the
output of programs is measured in terms of units of achieve-
ment of specified objectives and goals of those programs re-
sulting in a measure of the degree of goal fulfillment.

124



APPENDIX I

RELATIONSHIP BETWEEN THE FOUR MEASURES

Before the concept of total measurement is developed it

is important to distinguish between some of the measurements.

A. Relationship between productivity measurement and

work measurement.

Productivity measurement and work measurement are alike

in that they permit comparisons of resource usage to bench-
marks.

The primary difference between the two is that the pro-

ductivity benchmark is not changed to reflect expected re-

source usage as authorized changes in operating procedures

are made. The work measurement benchmark is revised for each

significant change in resource requirements resulting from

new procedures.

A second important difference is that the productivity

benchmark can reflect all dollar and man-hour resource usage

while the work measurement benchmark is limited to personnel

only.

As a result, the productivity index is useful in meas-

uring the effect of all changes in the method of operating,

diligence of personnel, equipment used, etc., as reflected

in the use of dollar or personnel resources. Productivity

indices provide overall information on historical trends

and permit forecasts of resource usage which were not previ-

ously computed. On the other hand, a detailed analysis of

such trends as well as the information requirements for day-

to-day operations is, in part, dependent on detailed esti-

mates of personnel requirements resulting from work measure-

ment.

Unfortunately, all personnel usage is not always evalu-

ated against previous performance; methods are introduced

which are not as efficient as first expected; sub-

optimization occurs which reduces the overall efficiency;

etc. Productivity measures are needed to reflect changes

of this nature. These changes are often lost in the tradi-

tional control systems based on work measurement and need to

be supplemented by productivity measurement.
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Let us examine the similarities in more detail. First,
consider the way in which the total output of a productivity
measure is computed. The output of an activity is counted
and converted to total output by multiplying each output by
an appropriate weight. The weight usually chosen is the ac-
tual man-hours or dollars used to produce a unit of output
in an arbitrarily chosen "base" year.

The development of man-hours per unit used in produc-
tivity measurement is analogous to a statistical work meas-
urement estimate for a particular unit of output. The multi-
plication of units of output by man-hours per unit results
in what has been called "earned hours" in work measurement
and has always been the basis of evaluating actual perform-
ance when used in a control system. The ratio of earned
hours to actual hours in work measurement systems is termed
efficiency. The productivity measures are used in a similar
fashion. Outputs for any given year can be converted to
"earned hours of dollars" and a comparison made to the actual
input of hours or dollars. (Adjustments are usually made for
dollar inflation.)

In both measures the level of activity or organization
at which outputs and inputs are measured is somewhat arbi-
trary depending on the particular informational need of man-
agement. However, work measurement has usually been devel-
oped for restricted groups of personnel at detailed levels
of activity while productivity measures have been developed
at program or agency levels and accounted for all resources.

Work measurement and productivity measures both provide
a convenient means of adding up apple- and orange-type of
outputs so that meaningful comparisons can be made for an
organization with a constantly changing output mix in terms
of common resource categories.

Productivity and work measurement do differ, but they
complement each other in providing a means of gaining broad,
long-term evaluations of resource usage as well as more spe-
cific evaluations of personnel usage for current operations.
A fuller understanding of an organization requires a knowl-
edge of both these aspects of resource usage.
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B. Relationship between productivity measurement and ef-
fectiveness measurement.

The main difference between the concepts of productiv-
ity and effectiveness is that the former includes no evalua-
tion in relation to some overall goal. A measure of produc-
tivity does not indicate anything about the appropriateness
of the activity itself. The program or activity, and con-
sequently, the output is taken as given. Thus an interest
only in questions of productivity can result in efficiently
carrying out the wrong functions. For example, if the goal
of a program is to reduce crime, several activities may be
chosen to achieve this goal. If one of the activities is
to install new lighting systems, productivity measures may
show that lighting systems are being efficiently installed
but these lights may have little or no impact on reducing
crime.

Using an analogy between the private and public sectors,
a business enterprise is judged successful when it makes a
profit. Two conditions have to be satisfied for a business
enterprise to make a profit. First, it has to produce prod-
ucts or services which people will buy. That means they
have to choose effectively among the alternative goods to be
produced. But that in itself is not enough. They also
have to be able to produce efficiently, i.e., at a cost low
enough to find buyers and meet the competition. They cannot
price themselves out of the market. Analogous problems,
though perhaps more complicated, face Government programs.
First, the Government program has to serve a public need,
i.e., it has to be effective. And, secondly, it needs to
be performed efficiently enough, i.e., at a cost which will
justify its existence. Productivity measurement, though
not directly related to the questions of effectiveness of
program choice, addresses itself to the questions of ef-
ficiency. Specifically, the productivity indicators provide
information on how the efficiency of Government organizations
changes in the course of time.

Another way of establishing the relationship between
productivity and effectiveness is to view the performance of
an agency as a processing flow-system. This means that the
organization presumably converts resources (inputs) into
different forms of activity. Goods and services (outputs)
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are thus produced. These outputs can be either intermediate
or final. Intermediate outputs are used further within the
agency, whereas final outputs are the final product which
leaves the agency to be consumed or used elsewhere.

The output(s) or an agency are then expected to produce
certain effects on the public either directly or indirectly
which are the ultimate goals of agency performance. While
productivity is only concerned with the outputs produced,
effectiveness carries the process one step further by measur-
ing the effects of the outputs. This flow-system is illus-
trated below.

RELATIONSHIP BETWEEN PRODUCTIVITY AND EFFECTIVENESS
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C. Relationship between all four measures.

The concept of a total measurement system can be viewed
as two interrelated subsystems. The first subsystem is
oriented to measurement of efficiency. Three of the meas-
ures--work,unit cost, and productivity--are concerned with
the efficiency with which programs are being carried out.
Each measure builds on the other. Work measurement, the
lowest level of measurement, deals with man-hours per unit
of output. Unit cost measurement deals with all costs re-
quired to produce the output and, therefore, it is not lim-
ited to just manpower costs. However, unit cost measure-
ment builds on work measurement in that work measurement is
used to support the acceptability of manpower costs. Fi-
nally, productivity measurement deals with total outputs
and total cost to provide an overall measure of efficiency.
In addition, productivity measurement can be used to develop
a measurement of total output per dollar cost. Since man-
power is usually by far the most important resource in Gov-
ernment programs, indexes of output per man-hour are always
computed and represent a partial measure of efficiency.

The question of efficiency is relevant to the purpose
of budget determination and manpower control and to the
more general evaluation of how efficiently the Government's
organizations are operating compared to their previous ex-
periences, or compared to their counterparts elsewhere in
the Government or in the private sector.

The second subsystem is related to the achievement
of specified goals and objectives. While the first subsys-
tem measures, for example, the efficiency of manpower train-
ing, this subsystem measures the numbers of jobs success-
fully filled by the trainees or the increment of the average
income for the trainees. The purpose of this type of measure-
ment is to help evaluate alternative approaches, alternative
designs, and the need for the program itself.

The two subsystems are related by the measurement of
cost-effectiveness which identifies the alternative that
yields the greatest effectiveness for any given cost.
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Efficiency is measured by comparing operational per-

formance to some standard. Effectiveness is measured by

comparing program achievement to impact criteria. If ad-

justments are necessary, the goals and objectives and

operational procedures are changed. Feed back to the system

is provided by a carefully planned management information
system. The total system of measurement is illustrated

below.

TOTAL MEASUREMENT SYSTEM

EFFECTIVENESS
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ADVANTAGES-AND DISADVANTAGES OF

VARIOUS METHODS OF FINANCING CAPITAL ACQUISITIONS

A. Rent, Lease, and Lease-Purchase

Under this approach agencies having investments with
high productivity potential would be encouraged to lease,
rather than buy, the desired equipment whenever the cost
of leasing is economically justified, considering the
savings to be achieved through increased productivity.

Advantages

1. It eliminates the high initial budget outlay impact
implicit in a purchase proposal.

2. Payments would be spread over the period in which
benefits and income are derived.

3. Provides increased flexibility.

Disadvantages

1. It is not always economical.

2. Not all types of equipment can be leased.

3. The agencies and the Congress would be "locked into"
requirements for lease payments in succeeding years.

The consensus of opinion is that leasing should be
encouraged where appropriate but that it does not provide
a comprehensive solution to the problem.

B. Contracting Out

This approach contemplates that agencies which have
capital investment proposals with high productivity potential
would be urged to seek out private firms that could provide
the needed services or products at a competitive price.
This would have the effect of transferring the responsibility
for acquisition of productive equipment from the Government
to private industry.
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Advantages

1. It eliminates the high initial budget outlay by
spreading the payment over the years in which the

benefit is derived.

2. Contributes to reduction in the size of Federal

employment.

3. Provides increased flexibility in that it is often

easier to discontinue a service performed under
contract than one performed in house.

Disadvantages

1. It does not inherently assure that the private
firm would acquire more productive equipment.

2. In actual practice the Government often provides

the plant and/or equipment to the contractor,
e.g., Department of Defense GOCO plants.

3. May be significantly more expensive.

4. Special circumstances, particularly in the military,

preclude use of contracting out.

The consensus is that for certain types of situations
contracting out is a feasible method of getting governmental

work performed. However, there are many governmental
functions which cannot be contracted out for one reason or

another and contracting out, therefore, has limited appli-

cability. It should be recognized also that while contrac-

ting out may increase governmental productivity in the broad

sense, it does not affect the productivity of Government

workers because contracting out removes the work from the

Government sector and puts it in the private sector.

C. Adoption of a Capital Budget

Under this concept capital outlays would be isolated

from current expenses and the capital investments would be

financed by borrowing, while taxes would be used to finance

current expenses. This approach has been used in many
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foreign government budgets, with varying degrees of success,

and is widely used by private industry.

Consideration has often been given in the United States

to adoption of a capital budget but because of the consid-

erable opposition which has been expressed over the years

by the Congress, Presidential Commissions, the OMB and

others it has not been adopted. The Joint Project gave
consideration to this method as a possible financing
technique but believes it may not be feasible because of

the widespread opposition.

D. Special Budget Identification Review
and Financing

This approach contemplates that OMB would obtain
proposals from agencies identifying capital investments
having high productivity potential and that a portion of
available resources would be devoted to such investments.

The proposals would be developed as part of the formal
budget process but would be submitted for special consid-

eration in the off budget season. The amount dedicated to
approved proposals would be considered as over and above

the agencies' "budgetary ceiling" for the budget year.
Amounts to be allocated to agencies could be determined in

two ways, (l) based on OMB approval of overall agency plans

or (2) based on OMB approval of specific agency proposals.
This technique is a partial adoption of the "Capital Budget"

concept except that capital investments would not be

linked to Government borrowing.

Advantages

l. Provides a source of funds above normal budgetary
ceilings.

2. Provides for special consideration and financing

of highly productive capital investments.

3. Provides the President and the Congress with a
measure of the resources which could be identified
as being dedicated to the goal of cost reduction

and increased productivity.
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Disadvantages

1. This approach would undoubtedly run into consid-
erable opposition because it would further reduce
the portion of total estimated resources available
for new or expanded program proposals.

2. The requirement for OMB approval of agency plans or
specific proposals to be covered by this dedicated
allocation of resources would constitute a laborious
paperwork job and in effect injects OMB into the
agency management process.

3. It would be time consuming to monitor the predicted
cost savings.

The consensus among the Project members and agency
officials with whom this alternative was discussed was that
it would be difficult to make this alternative work effec-
tively.

E. Authorize Existing Revolving Funds
to Adopt a Capital Budget

This approach contemplates that existing fully self-
sustaining revolving fund activities would be authorized
to adopt a capital budget for acquisition of capital
investments. That is, the funds would be authorized to
finance capital investments by borrowing, preferably from
the Treasury at an established rate of interest. To repay
the loan plus interest the funds would include a factor for
depreciation and interest in their charges. It is generally
not recommended that a factor for replacement be included
because of the difficulty in arriving at an acceptable rate.
The rationale for this approach comes from private industry

wherein extensive use is made of a capital budget to finance
capital investments. Since the operations of Federal
revolving funds are patterned after private industry this
approach is considered to have considerable merit in that
it further simulates the real business environment.

Advantages

1. Acceptance of this concept would make a significant
impact on increasing productivity in the Federal
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sector as many of the areas in which the greatest
potential exists for increasing productivity through
capital investment are financed through revolving
funds.

2. It provides an immediate source of financing.

3. It represents a rather straight-forward, business-
like approach to financing capital investments.

4. It overcomes many of the problems associated with
adoption of a capital budget as part of the
President's budget in that the authority to borrow
would be limited to the business type activities of
the Federal Government, i.e., production and inter-
agency service activities.

5. Transactions of the funds would have no impact on
the budget; the impact on the budget would only
occur when payments were made to the funds from
agency appropriations.

Disadvantages

1. Would require legislation to authorize revolving
funds to utilize public debt receipts.

2. The use of public debt authority could be viewed as
"backdoor financing" and as contributing to a loss
of congressional control.

3. To the extent that the predicted operating savings
were not realized the cost to the agency appropri-
ations would be increased.

The joint team believes that the concept of authorizing
revolving funds to adopt a capital budget represents a
sound financing technique and that proper use of such
authority could have a significant impact in increasing
productivity in the Federal Government.

F. Productivity Bank

See main report for full discussion of this alternative.
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INTERGOVERNMENTAL MEASURES OF EFFECTIVENESS

A PROPOSED PILOT PROJECT

I. Problem

The Federal Government, and State and local government
counterparts, have become increasingly concerned with the
need to evaluate programs in terms of their effects upon the
citizens within'their jurisdictions. The ability to evaluate
existing programs and to estimate the results of new pro-
posals depends upon measures of program effectiveness which
can throw substantial light on how programs are performing
in relation to their objectives.

Evaluation of the effectiveness of Federal grant pro-
grams is complicated by the fact that most are administered
by State and local governments or other public agencies.
This trend will continue with greater decentralization of
programs. In such cases, Federal funds often lose their
identity and become a part of State grants to localities.
Yet Federal responsibilities in most of these programs ex-
tend beyond financing of services to improving the capabil-
ity of State and local levels to manage their funds and
reach their objectives. The lack of Federal monitoring of
grant-in-aid programs often leads to reluctance on the part
of Federal managers to measure the effectiveness of such

programs.

The Federal Government, in its role as a major granting
agency and as a catalyst to encourage State and local govern-
ments to improve their own way of doing business, should seek
to identify and support practical effectiveness measures at
the various levels of government which are relevant and
compatible from one level to another.

The proposed research project is intended to provide:

--Identification of the data collection procedures that
would permit reasonably practical data gathering.

--Identification and discussion of the use of these
measures and the data in terms of assisting in policy
and planning formulation. It is thus both a proposal

136



APPENDIX K

for methodology development as well as for a test
and demonstration effort.

II. Proposal

The proposed work is intended to be done in two phases.

Phase I

Phase I would involve identification and selection of

1. The pilot problem area. The criteria suggested for
its selection are:

a. The problem should be of importance at all three
levels of government and involve programs that
interrelate at the three levels.

b. To the extent possible, it should avoid falling
into a narrow, single, functional area, but rather
would involve a complex set of interrelationships
such as typically occur with complex governmental
problems.

c. It should be sufficiently confined so as to be
replicable within the proposed research period
and understandable as a pilot for other program
areas.

2. An initial set of clientele groups for which the
measures of effectiveness should be disaggregated.
This would be done for each of the three levels of
government. The viewpoints of these groups would
suggest the measures of effectiveness to be included.
Our initial belief is that there will be consider-
able similarity in the clientele groups among levels
of jurisdictions, though the locational aspects of
these groups will differ significantly.

3. An initial set of relevant measures of effectiveness
identification involving an examination of the
various research, literature, and thinking available
on the problem area as well as development of
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empirical data. This would also be done from the
perspective of each of the three layers of govern-
ment--Federal, State and local--respectively. Our
supposition is that there will be considerable simi-
larity between the measures of effectiveness for the
three levels. However, verifying this hypothesis
would be one of the purposes of this test.

4. An initial set of procedures for collecting data on
each of the selected measures of effectiveness, for
each of the clientele groups. Existing data collec-
tion procedures would be utilized as much as possible.

5. The methodology and techniques for developing prac-
tical measures of effectiveness for grant programs
and of uses to which the effectiveness measurement
data could be put. This investigation will discuss
uses at each governmental level and show the inter-
relations of the various levels of government
decision-making.

6. Finally, during this first phase, specific State and
local governments to participate in the test effort
of Phase II.

This project will emphasize use of indicators which
measure the effects of programs on citizens and the public--
and identification of all such potentially relevant measure-
ments. These should include measures not only of intended
but also potential unintended effects, both negative as well
as beneficial.

The researchers will avoid making value judgments that
might eliminate from consideration any measures of possible
relevance to other clientele groups.

In many cases surrogate measures may be needed. Further-
more, qualitative measures will not be excluded merely be-
cause they appear to resist quantification.

Phase I will be complete when a report is accepted on
the findings and recommendations on steps one through six,
above.
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Phase II

Phase II will consist of validating steps one through
six of Phase I and submitting a report of findings and
recommendations based upon the results of executing the plan
developed during Phase I. Prior to initiation of Phase II,
however, the contractor must receive approval of his report
submitted in compliance with the terms of Phase I, or may
be modified by the recipient.

Prior to initiating Phase II, the contractor must also
submit and receive approval of a new proposal for continuing
the study beyond Phase I. Since the study is in some ways
proceeding into unknown territory, it is not possible to
predict conditions with sufficient accuracy--in terms of
specific products or estimated costs--to consummate an agree-
ment on the particulars of Phase II at this time.

The proposal for Phase II, which may be submitted on
or after the date the contractor submits the final report on
Phase I, will include the following, in addition to any other
matter the contractor deems relevant:

--How he proposes to carry out the plans, as approved
or modified, developed in Phase I.

--The end-product of Phase II, with sufficient speci-
ficity for the proposal to be evaluated in terms of
costs and its benefits in terms of its contributions
to practical knowledge in such matters as

--selection of effectiveness measures

--application of such measures

--gathering, assembling, reporting, and evaluating
the results

--use of the results in management decisions

--interagency coordination of actions

--etc.
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