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Report to RBep. James C. Cleveland, Ranking Sinority Bember,
House Committee on Public Works and Transpcrtation:
Investigations and Review Subcommittee; by Elmer B. Staats,
Comptroller General.

Issue Area: Domestic Housing and Community Development: Economic
Development in Rural Areas (2103); Federally Sponsored or
Assisted Employment and Training Programs (3200).

Contact: Community and Economic Development Div.
Budget Function: Community and Regional Development: Community

,Development (451).
organization Concerned: Department of Commerce; Eccncmic

Development Administration.
Congressional Relevance: House Committee on Public Icrks and

Transportation; House Combittee on Public Works and
Transportation: Investigations and Review Subcommittee;
Senate Committee on Environment and Public Works. ReE. James
C. Cleveland.

Authority: Local Public Works Capital Development and Investment
Act of 1976, title I (P.L. 94-369). Public Works BaplTyment
Act of 1976 (P.L. 94-369). Public Works EpFloyment Act of
1977, title I (P.L. 95-28).

To determine how quickly and extensively labor was used
on public works projects funded under the Local Public Vcrks
Capital Development and Investment act of 1976, 146 of these
projects in Florida and Pennsylvania were reviewed. The act
authorized the Secretary of Commerce, acting through the
Economic Development Administration (EDA), to make grants to
State and local governments for the total cost of prejects to
provide employment opportunities +hocugh construction or
renovation of useful public facilities and to Frovide a stimulus
to the economy. The act did not create instant labor
opportunities. Even though EDA implemented the act's provisions
with speed, .1i took about 5 to 7 months to deve.lop irogram rules
and regulations and to receive, process, and approve grant
applications. An additional 1 to 3 months passed befcre cnsite
work began on approved projects. The use of onsite labor was
relatively slow on most projects for the first 6 months; cnly
about 17% of the total estimated onsite labor costs were
incurred during the first 6 months for the projects studied.
This was partly because low labor-intensive work was dene during
the initial stages of construction and partly bec.use
construction delays extended the time during which much cf the
labor was required. Although onsite labor was used relatively
slowly, the projects had a more rapid impact on generatitg
offsite labor needs because many contractors ordered a



relatively high percentage of required materialL from suppliers
during 'h4 first 6 months. EDA estimated that for every
person-year of employment generated onsite, about 60% of 1
person-year ras genera t ed at major surFly industries. (RRS)
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B-126652 AUGUST 4, 1978

The Honorable James C. Cleveland
Ranking Minority Member
Subcommittee on Investigations

and Review
Committee on Public Works and
Transportation

House of Representatives

Dear Mr. Cleveland:

In response to your request of Mvrch 28, 1978, here are
the results of our study of how quickly and extensively labor
was used on public works projects funded under the Local
Public Works Capital Development and Investment Act of 1976
(title I, Public Law 94-369). This act authorized the Secre-
tary of Commerce, acting through the Economic Development
Administration, to make grants to State and local governmencs
for the total cost of projects to provide (1) ezployment opor-
tunities in areas of high unemployment through construction or
renovation of useful public facilities and (2) a stimulus -o the
national economy.

Your request was prompted by the possibility that similar
programs might be proposed in the future to help combat unem--
ployment, and you wanted to know whether such programs can
expeditiously provide additional opportunities tc help reduce
high unemployment. You also desired information on the status of
workers immediately before they were employed under the program
--how many were (1) unemployed, (2) below the poverty level,
(3) underemployed, and (4) the head of a family.

RESULTS OF OUR REVIEW

The 1976 act did not create instant labor opportunities.
Even though the Economic Development Administration implemented
the act's provisions with commendable speed, it took about
5 to 7 montns to develop program rules and regulations and to
receive, process, and approve grant applications. It was an
additional 1 to 3 months before onsite work began on approved
projects.

CED-78-140
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Also, use of onsite labor was relatively slow on most
projects during the first 6 months after onsite work started.
Although the estimated average duration of projects funded
under the 1976 act was 12.6 months, only about 17 persent of
the total estimated onsite labor costs were incurred duringthe first 6 months for the 146 Florida and Pennsylvania pro-
jects in our study. This was partly because lort labo--inten-
sive work was done during the initial stages o' constru'ction
and construction delays extended the time during which much
labor was required. The rate of labor utilization during thefirst 6 months ws exceptionally low on most projects with
total estimated onsit* lator costs over $1 million.

AltLhough onsite labor was used relatively slowly on
most projects, the projects had a more rapid impact on gener-
ating offsite labor needs. This was because many contractors
ordered a relatively high percentage of required materiais
from suppliers during the firs: 6 mori.t:i after onsite work
began. The Economic Development Administ:ation estimates that
for every person-ye.ar of employment generated onsite, about
60 percent of one person-year of employment is generated at
major supply industries.

The Depp.t*rtnt of Commerce is making several evaluations
of the program and its impact, including:

--An anal/sis of the procedures thr. Sconomic
Development Administration used in imple-
menting the program (scheduled to be comnleted
by September 1978).

-- An evaluation of the macroeconomic or national
impact of the program (scheduled to be completed
in Septemper 1978).

--An evaluation of the microeconomic or local
impact of the program (scheduled for completion
after most of the program's projects have been
completed during 1980; several interim reports
will be issued over the next 2 years).

The economic evaluations will, among other things, examine
the program's effectiveness as a countercyclical device and itsimpact on the construction and construction materials industries.
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Information will also be collected on the status of workers
emplcved under the prograw--whether the program successfully
provided employment for long-term unemployed or underemployed
workers, wcrkers below the poverty level, heads of families,
etc.

Infor.atior. on the status of workers should ao a&ailable
in early 1979, when the Econocnt.c Development A.._intstrstion
efoects to issLe an interim report on its microeconomic
evaluation. Accordingly, as discussed with your office, we
did not 4nclude this matter in the scope of our work.

The following sections present or study results and
observations in detail.

SCOFE OF REVIEW

We reviewed pertinent documents to determine the time re-
quired to develop program rules and regulations and to accept,
process, and approve grant applications. We also reviewed 146
projects funded under the 19;6 act in Florida and Pennsylvania.
These States were selected be'ruse their contrasting climates
might have caused differences in their abil'.ty to promptly ini-
tiate onsite work and comamit labor: to projects, and because
they were among the top five States in the number of projects
approv d. We limited our study to projects in these States
because data needed to ana-lze all projects nationally was
not readily available and would have rtquired an inordinate
amount of time to collect.

For each of the projects, information was obtained on
grant approval, onsite work starting dates, estimated project
costs, and payroll costs, as well as data which project con-
trac;-ors and subcontractors were required to report. The
grants reviewed--constituting about 77 percent of the 190
projects approved in the two States--were all the projects
in these States for which the Economic Development Administra-
tion gathered payroll data. The Economic Development Adminis-
tration required the payroll data in order to make various
program evaluations. Je discussed with Agency officials their
efforts to gather information on the status of workers employed
under the program which is part of one of these evaluations.

For 21 of the projects, we interviewed the grantees, their
architects/engineeLs, and/or contractors. We obtained informa-
ticon on (1) contractor and subcontractor payroll costs, (2) the
status of projects and any problems which significantly delayed
either the star. of onsite work or project completion, (3) the
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types of work initially done on projects after onsite work
began, and (4) the percentage of total required c:onstruction
or renovation materials ordered during the first 6 months of
onsite work.

BACKGROUND

The Public Works Employment Act of 1976 (Pulblic Law
94-369), enacted on July 22, 1976, authorized a local public
works development and investment program to establish an anti-
recession program. The act was vetoed by the President on July 6,
1976, but the veto was oserr -rden by the Senate and House respec-
tivPely on July 21-22, 1976. Title I of tie act is entitled
the Local Public Works Capital Development and Investment Act of
1976. An appropriation of $2 billion was approved on October 1,
1976, to carry ')ut the title T provisions; about 2,000 projects
were funded from this appropriation. The Econlomic Development
Administratiun estimates that the average length of these
projects will be about 12.6 months and the average total cost
per project will be about $1,052,000.

Title I of the act.was amended on May 13, 1977, by the
Public Works Employment Act of 1977 (title I, Putlic Law
95-28). The 1977 act authorized an additional appropriation
of $4 billion and made a number of program changes. About
8,550 projects were funded from this appropriation. The
Economic Development Administration estimates that the average
length of these projects will be about 10.4 months and the
average total cost per prcject will be about $591,000.

We reviewed the selection process used for funding pro-
jects under title I of the 1976 act. Interim and final resorts
concerning this review were issued to the Chairmen, Senate
Committee on Public Works and House Committee on Public Works
and TrLnsportation, on February 23, 1977 (CUD-77-48), and
March 20, 1978 (CED-78-36).

Arguments for and against legislation

Both the Congress and the President agreed that unemploy-
ment was too high and that more jobs were needed. The major
area of disagreement concerned how best to create them.

The Senate Committee on Public Works, in its March 24,
1976, report on the proposed legislation, stated that it was
a "jobs bill" that could provide jobs quickly. The Committee
viewed the legislation as designed to rede unemployment
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especially in the construction industries, and emphasizedthe need for speed in selecting and processing projects forfunding so that onsite labor could begin within 90 days afterapproval. The Committee felt that the prolonged periold of eco-nomic depression warranted enacting legislation to prrvideimmediate employment-generating assistance.

The House Committee on Public Works and Transportation,
in its April 30, 1976, report on the proposed legislation,stated that during the prior 2-1/2 years 'he Nation hadexperienced its most severe recession siice the Great De-pression of the 1930s and that the construction industry hadbeen a major victim. The Committee ,tded that the Nationspends more on maintaining the unemployed than it is willingto spend on providing meaningful, productive jobs. The Com-mittee believed that the proposed legislation would create
such jobs and was, therefore, vital to the Nation's economicrecovery because unemployment was projected to remain atunacceptably high levels during the next 2 to 3 years.

The President, in his message vetoing the legislation,stated that the act would be inflationary, and increase
spending and the Federal budget deficit. Also, it wouldcreate few new jobs in the immediate future and would costtoo much.

The President also stated that the legislation wouldmake urtimely demands on the economy and on the Government'sborrowing needs, since Federal borrowing to support deficitspending would reduce the amount of money available for pro-ductive investment at a time when a shortage of private invest-ment capital was expected. He stated that less private invest-ment would mean fewer jobs and less production per worker, andthe legislation designed for job creation might, in the longrun, have just the opposite effect. The President believedthat the most effective way to create new jobs was to pursuebalanced economic policies encouraging growth in the privatesector without risking more inflation.

ABILITY OF PROGRAM TO
EXPEDITIOUSLY GENERATE
LABOR C6QUIREMENTS

Once legislation is enacted to create labor opportunities,time must be spent to (1) develop regulations for programimplementation, (2) allow the public and the Congress to commenton the proposed regulations and incorporate such comments,
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(3) accept, process, and approve applications, (4) begin work onapproved projects, (5) order required materials, and (6) employa significant portion of the total required project labor.The time needed to implement all these functions, is a measureof the program's ability to quickly stimulate a recessionaryeconomy.

T' me required to
!~nHtlate projects

The 1976 act sets out the following timetable forinitiating projects.

1. Program rules, regulations, and procedures--
including application forms--were to be pre-scribed within 30 days after passage of the
legislation.

2. A project grant application was to be acted
upon within 60 days after receipt or it wasautomatically approved.

3. Onsite construction or renovation work was tobegin within 90 days of a project's grant
approval.

Development of regulations and
Propsced progrtace am reppications were published in the
Proposed program regulations were published in theFederal Register on August 23, 1976, and in the CongressionalRecord 5 days later. They were discussed in hearings held bythe Subcommittee on State, Justice, Commerce, the Judiciary

and Related Agencies of the Senate Committee on Appropriations,and in joint hearings held by the uibcommittees on EconomicDevelopment and on Investigations and Review of the HouseCommittee on Public Works and Transportation. Several changeswere made, and revised regulations were published in theFederal Register on October 20, 1976.

The Economic Development Administration suppliedapplication forms to the public when its proposed regulationswere published. The Agency decided, however, that applicationswould not be accepted until funds were appropriated and were
apportioned to them by the Office of Management and Budget.The appropriation was approved on October 1, 1976, funds wereapportioned on October 14, and the Economic Development
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Administration began accepting applications on October 26,
about 3 months after the legislation had been enacted.

Processing and approving
applications

According to the Economic Development Administration,
about 25,000 applications were received between October 26
and December 3, the cutoff date for initial project submis-
sion; 2,000 applications were selected for final processing,
and all other project applications were denied on December 23;
and announcement of project approval began December 27 and
continued through early February 1977. Most of the applica-
tions for the Florida and Pennsyivania projects in our study
were approved in January 1977; the latest approval date was
February 8.

Initiation of onsite work

According to the Economic Development Administration,
onsite work at almost all projects funded under the 1976
act began within 90 days after the grantees received notice
of project approval. To document the official start date,
the Agency required a certificate from the grantee stating
when such work was initiated and/or a copy of a certified
payroll from one or more construction contractors. Project
sites were not generally visited to confirm construction
starts.

Onsite work was initiated within 90 days fr all the
Florida and Pennsylvania projects in our study, according
to information in Agency files or provided by its personnel.
For 21 of the projects, we visited the grantees anA their
architects/engineers to confirm the official start date
and to determine the type of work initially done. All
official dates indicated by the Agency were reliable. The
following list categorizes the work initially performed on
the 21 projects. More than one type of work was performed
on some projects.
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Type of work Number of projects
Grubbing (digging), site pre-
paration or clearing 

12
Surveying 

4
Fence construction 3

Road construction 1
Moving equipment to site 1
Interior demolition 1

Laying pipe 
1

Use of onsite labor
ithfi 6 thse 

Each grantee was required to submit a Budget with itsapplication which included an estim-,e of the actual laborcosts for project construction. The Economic DevelopmentNdministration gave us the preliminary direct payroll costsreported to it by contractors for the 146 projects in ourstudy. Using this data, we determined for each project theamount of such costs incurred within the first 6 months afterthe official start of onsite work. To compare the labcr costsreported by contractors to the grantees' budgeted labor costs,we applied a 3 5-percent factor to the contractors' reportedlabor costs to allow for their overhead costs and profit.Overhead costs and profit were included in the grantees'estimates nu2 not in the costs reported by contractors.The 35-percent factor was based on an Economic DevelopmentAdministration estimate of overhead costs and profit derivedfrom a cost-estimating handbook. The 6-month period was se-lected for study because it represented about 50 percent ofthe average duration of 12.6 months which the Agency hadestimpced. for these projects..

Overall, for the 146 projects, about 17 percent ofthe total estimated onsite labor costs were incurred duringth. first 6 months after the official start of onsite work.The following table shows the results of our study of laborcsts for projects in each State.

J each St-t-
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Onsite labor costs
Total IncWiiurt itTh

estimated 6 montEi
Number of lat; r Percent

State projects costs Amount of total

(000 omitted)

Florida 100 $52,664 $ 7,883 15.0

Pennsylvania 46 241_09 4,914 20.4

Total 146 $76,773 $12,797 16.7

The following table separates the number of projects
studied in each State t o the percentage range of total esti-
mated onsite labor c.. incurred within the first 6 months.

Percentage of total estimated labor
State costs incurred within 6 months

ovir
0-20 21-30 31-50 51-70 70 Total

Florida (number
of projects) 47 22 19 8 4 100

Pennsylvania (number
of projects) 16 3 17 8 2 46

Total 63 25 36 16 6 146

The above data indicates that, for many projects, a rela-
tively small percentage of the total estimated onsite labor
costs were incurred within the first 6 months of onsite work.
In addition, most projects with high total estimated labor
costs had very low rates of initial labor use. For instance,
22 of the 24 projects in our study whose total estimated onsite
labor costs exceeded $1 million each had labor utilization rates
of less than 20 percent during the iinitia! 5-montk period.
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Reasons for low labor costs

For 21 projects, we asked grantees and/or their archi-
tects/enoineers why our computed labor costs indicated rela-
tively low labor utilization during the initial months of theprojects. Their stated reascns are summarized below.

Reasong Number of projects

Initial construction or renova-
tion work involved labor
efforts of low intensity 10

The project was behind schedule 6

All payroll costs may not have
been reported an the Economic
Development Admltstration 8

Labor costs were overstated on
project applications 9

An example of low labor use occurri'.g .because intitialconstruction work required low labor efforts involves a project
for constructing a vocational skills center. Work was begun onthe project in April 1977 and was scheduled for completion in
January 1979. Six months after onsite work started, only about
2.5 percent of the estimated total onsite labor costs had been
incurred. The grantee told us in February 19'8 that labor
utilization would be extremely low until the roof of the build-
ing was completed but would escalate thereafter. The roof was
not scheduled for completion until May 1978.

An example of a delay in -3nstr'ction work reducing labor
use involves a project for cc. ,tructing a public safety build-
ing which fell behind schedule, according to the grantee, be-
cause of weather conditions. Work on the project started inMarch 1977 and was initially scheduled for completion in Febru-
ary 1978. Six months after the project started, only about
17 percent of the estimated total onsite labor costs had been
incurred. In January 1978, work was only about F1 percent
complete. In February 1978, the grantee told us he- about
25 subcontractors would have been employing worker on the
project if it had been on schedule. Due to the delay, only
10 of the subcontractors had worcers on the job at that time.

O; :view of payroll cost data required to be submitted t3
the Ect ic Development Administration by contractors indi ates
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that some was omitted. Several gcantees told us they wereaware that some of their contractors had not submitted allpayroll reports to the Economic Development. Administration.

Labor costs overstated
on project applications

Economic Development Administration personnel had nopublished guidelines to determine whether the budgeted laborcosts submitted as part of grant applications were reasonablefor the type of project proposed. The amount of estimated re-guired labor was a consideration in scoring applications forthe selection of projects to be funded, and there are irdica-ticns that estimated labor costs were overstated in someinstances. A grantee told us that the estimated labor costsincluded in its grant budget were overstated and were givenheavy emphasis because of the program's nature. The scoringsystem was eliminated for projects funded under the 1977 act.
We also identified seven projects completed by the end of1977 for which the total initially budgeted onsite labor costswere significantly higher than the total costs actually incurred.The following table lists the total initially budgeted andincurred labor costs for each of the seven completed projectsand the percentage of budgeted costs incurred.

Onsite labor costs
Incurred costs

Total
budgeted Percent ofProject number labor cost Total budqeted cost

01-51-04588 $116,180 $ 45,734 39.4

01-51-04622 143,110 48,587 34.0

01-51-04687 94,640 30,182 31.9

01-51-04050 288,750 98,397 34.1

04-51-00877 402,303 131,590 32.7

04-51-01169 232,662 65,101 28 3

04-72-02987 194,605 78,706 40.4

Although the payroll costs used in our study were sometimesincomplete and grantees' initial estimates of total required onsite
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labor costs were sometimes overstated, we believe that the data
illustrates trends in how quickly and to what extent onsitelabor was used on projects.

Amount of materials ordered
within 6 months

Based on the results of its studies and a Rand Corporation
analysis of regional cycles and employment effects of publicworks investment using econometric procedures, the Economic
Development Administration estimated that about 60 percent ofone person-year of employment is generated at major supplyindustries fo: every person-year of onsite construction employ-ment generated by the program. This estimate indicates thatorders for construction materials significantly affect employ-ment at offsite locations. The speed with which materials areordered will affect the speed with which employment is generated
at suppliers.

For the 21 projects that we examined in detail, anaverage of about 47 percent of the total estimated onsite costswere not for labor. The Economic Development Administrationestimates that over 90 percent of non-labor costs are formaterials. For these projects, we obtained estimates fromgrantees and/or their architectL/engineers on the percentageof total required materials ordered within the first 6 monthsof o.-site work. The estimates ranged from 15 to 100 percent and
the median was 50 percent.

OVERALL OBSERVATIONS AND CONCLUSIONS

The enactment of legislation in 1976 to establish a
public works program did not create instant onsite laboropportunities. It took many months before a significant
amount of employment was generated. Time was required toset up a system for administering the program.

The 1976 act created a public works program, not a job
creation program, which is one reason Aoc low labor intensityduring the initial months of many projects. ruolic works pro-grams are designed to construct. or renovate useful publicfacilities and also have the effect of generating skilled andsemiskilled labor requirements. A typical public works projectuses a relatively high percentage of materials in proportionto labor, and it takes a lot of time before onsite activity
becomes intensive.
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The primary objective of job creation programs has histor-
ically been to provide work for needy unemployed persons, and
such programs generally generated semiskilled labor requirements.
A typical job creation project uses low proportions of materials
in relation to labor, and for this reason, onsite labor activity
intensifies more rapidly than for public works projects.

It took the Economic Development Administration from 5
to 7 months after enactment of the 1976 act to approve grants
for selected projects, and another 1 to 3 months elapsed
before onsite work on projects began. The time required for
approval of projects funded under the 1977 act was reduced to
3 to 5 months after enactment. The experience gained in imple-
menting the 1976 act undoubtedly contributed to this reduction--
changes were made in both the legislation and the Agency's selec-
tion process which streamlined the project approval system. In
addition, our study of 146 projects shows that required labor
for onsite construction or renovation work was used relatively
slowly on many projects during the initial 6 months after onsite
work started. However, the Agency estimates that offsite labor
at suppliers was generated more rapidly because a relatively
large percentage of the total materials required for many
projects was ordered during the initial 6-month period.

One reason that projects funded under the 1976 act began
within 90 days was that the scheduled starts occurred in the
spring of 1977, when weather was favorable for construction.
Agency personnel 'old us, however, that Pennsylvania projects
funded under the .977 act were not always able to start within
the required 90 days because the start dates were scheduled in
December 1977 and January 1978, when weather was unfavorable.
An extension of the required 90-day start date had to be granted
for 34 of the 391 Pennsylvania projects. In addition, about
60 percent of the Pennsylvania projects were at a virtual stand-
still in February 1978 because of adverse weather.

Projects funded under the 1976 act have an estimated
average duration of 12.6 months and an average total cost of
$1,052,000. Projects funded under the 1977 act iast an
estimated 10.4 months at an average total cost of $591,000,
which means that smaller projects were funded under this act.
Funding smaller projects should speed up the use of onsite
labor because they tend to use such labor more rapidly than
do larger projects. However, adverse weather may extend the
initially anticipated completion dates of some second round
projects and thereby delay the utilization of labor.
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Our findings were discussed with Economic DevelopmentAdministration officials, and their views were considered inpreparing the report. As agreed, this letter will be releasedto the Agency and the public.

Sr< y yours,

Comptroller General
of the United States
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