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Productivity ls det-ned as the relationship between
resources used and results achieved., Iaprovement in productivity
means eitner obta‘-~ing more and better prograam ocutput froa a
giyen level of res.uarces or using fewer resources to maintain or
izzrove a certain quality level of output. The Federal
Government has a vital stake in improving the productivity of
State and local governments for two primary reasons: the
national economy is strengthened as a result of improvements in
the priductivity and fiscal prospects of this key sector; and
the effectiveness and efficiency of the sultitude oOf Federal
grant and regulatory programs using State and local governments
to implement Federal rpolicies are djirectly reiated to the
managesent capacity of those governuents. Findings/Conclusions:
The productivity in State and local znvaznments is lower than it
could be, resulting in higher costs apd/c: lower levels of —
public services. Stat: and local government opcraticms dc¢ not
have the profit incentive to improvs productivivy that exists in
the private sector. However, substantial fiscal and perforsance
benefits have been achieved by innovative State and local
governments which have initiated productivity iaprovement
programs. Productivity improvement has been used as a strategy
to relieve grovin. fiscal pressures faced by State and local
governments, but most State and local govsrnments do not have



significant, comprehensive productivity jimprovement programs.
Major barriers preventing or limiting State and local
improvement programs include internal resistance, the large
injtial investment needed to start a rrogram, and the limited
capacity of organizational systems. The most¢ isportant ispact of
the Fecderal Government on State and lccal government
productivity is the Federal grants system, but most Federal
grant programs do not reward grantees for productivity
performance, Recommendations: The President should establish a
focal point at the Federal level with clear authority to oversee
apd provide stronger leadership for Federal efforts assisting
State and local management improvement and productivity. The
Congress should institute fundamental changos in the grants
system by removing negative barriers and ty incorporating
positive incentives to reward improved productivicty in grant
programs. The Director, Office of Management and Budget, with
the assistance of the proposed focal roint, should lead a
Government-vide effort to promote increased ccncern for
productivity in Federal assistance prograass. (KRS)
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~—This-teport-assesses how the Federal Govern.

ment can best advance productivity in State
and focal governments, and identifies the
most promising Federal approaches available
for doing so. Imyproved State and local pro
ductivity would promote the Federal interest
by ahlieviating Tocal fiscal distress. strength-
ening the national cconomy, and tmproving
the implementation of Federal grant pro-

The Federal Government can help State and
tocal governments improve their productivity
by (1) developing a general rnanagement
Improvement program to assist State and local
governments in executing innovative improve-
ment projects and to sponsor needed research
and development of national interest, (2)
making fundamental changes in the grants
system e remove negative barriers and pro-
mots positive  incentives  for productivity
imiprovements, and (3) establishing a strong
Federal focal point for State and local pro-
ductivity improvement to lead the entire
Federai effort.

While GAO's recornmenustions hiave budget-
ary unpheations {or the Federal Government,
the payoff to the entire public sector from an

effective ofiort wouid  far outwegh these
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20548

E-163762

To the President of the Senate and the
Speaker of the House of Representatives

This is our report assessing the most effective ways that
the Federal Government can promote State and local government
productivity improvement. Improving State and local productiv-
ity would help promote the Federal interest in strengthening
the national economy and in increasing the effectiveness of
Federal programs that rely on State and local governments for
their implementation.

W2 concluded that the Federal Government <an best pro-
mote increased levels of State and local productivity by
(1) developing from existing Federal programs a general man-
agement improvement prodgram for the benefit of State and local
managers, and {2) making changass in the Federal grants system
to remove hindrances to State and local productivity and to
incorporate positive performance incentives in grant programs,
thereby encouraging improved productivity in federally as-
sisted services.

We made our review pursuant to the requirement in the
National Productivity and Quality of Working Life Act of 1975
(P.L. 94-136), the Budget and Accounting Act, 1921 (31 U.S.C.
53), and the Accounting and Auditing Act of 1950 (31 U.S.C.
67).

We are sending copies of the report to t.:e Director,
Office of Management and Budget, and to the heads of depart-
ments and agencies with active programs assisting 3tate and
local general managers to improve governmental prcductivity.

-

Lo ss .

Comptroller General
of the United States



COMPTROLLFER GENERAL'S STATE AND LOCAL GOVERNMENT
REPORT TO THE CONGRESS PRODUCTIVITY IMPROVEMENT:
: WHAT IS THE FEDERAL ROLE?

DIGEST
State and local government productivity is
lower than it could be and therefore re-
sults in higher costs and/(r lower levels
of public services than necessary. Produc-
tivity improvement programs have enabled
many State and local governments to in-
crease services and reduce costs, thus
helping tc relieve growing fiscal pressures
faced by many jurisdictions. “However,
productivity improvement strategies are

not as widely used by States and localities
as is needed.

The Federal Government has a two-fold
interest in State and local productivity:

~=The national economy is strengthened by
improvements in the productivity and
fiscal prospects of the State-local
sector, which accounted for 15.1 per-
cent of the gross national product in
1976.

--The costs of Federal grant and regula-
tory progrars carried out by State and
local governments are affected directly
by the efficiency and effectiveness of
those governments.

The Federal Gevernment can help State and
local governments improve their productivity
by

--developing a general management improve-
ment program to assist State and local
governments in executing improvement
projects and to sponsor research and
development that is of national interest;

--making tundamental changes in the grants
system to remove negative barriers and
promote positive incentives for produc-
tivity improvement; and

JTaar Sh?l- Upon removal, the report GGD-78-104
cover date shogm be noted hcnon‘.'o i



--vstavlishing a stiong Federal focal point
for State and local preductivity improve-
ment to lead the entire Federal effort.

THE STATE AND LOCAL
PROLUCTIVITY PROBLEM

Studies indicate substantial inefficiencies
in State and local delivery of services in
comparison.: with similar private sector
operations. Further, there are marked dif-
ferences among jurisdictions in performance
for the same service; e.g., differences of
as much as 500 percent have been identified
in refuse collection productivity among -com-
parable cities. (See pp. 5-6.)

These differences indicate that productivity
in many State and local governments could be
increased at least to the levels of wore ef-
ficient States and localities. Productivity
improvement programs have enabled many State
and local governments to increase service
performance levels without commensurate cost
increases.

Productivity improvement has been used as

a strategy to relieve growing fiscal pres-
sures faced by State and local governments.,
while short-term dollar savings resulting
from productivity imorovement may not be
enough to ~lose large budget gaps or rescue
cities from the brink of financial bank-
ruptcy, long-term savings may be sufficient
to forestall prospective fiscal distress
and slow the inflationary expenditure
spiral. (See pbp. 7-10.)

In spite of these potential benefits, most
State and local governments do not have
significant, comprehensive productivity
improvement programs. Although many have
programs to improve the oroductivity of
selected services, comparatively few

have systems to measure the efficiency of
most services on a regular basis and to
use these performance measures to manage
public services. (See pp. 12-14.)
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THE PROCESS OF STATE AND LOCAL
PRODUCTIVITY IMFROVEMENT

Productivity improvement does not come
easily to State cr lozal governments.

They do not have natural incentives for
improving productivity, e.qg., profit motive
and competition, that are available in the
private sector. Benefits derivad are not
appreciated adequately by the public, while
the associated fiscal and organizational
costs receive inordinate attention. Major
barriers preventing or limiting State and
local productivity improvement programs
include

-—internal resistance,

--large initial investment to start a
program, and

--limited capacity of organizational sys-
tems such as information systems, budget
processes, excessive organizational
fragmentation, lack of trained analytic
expertise, and inadequate measires
available to analyze service output.
(See pp. 22-28.)

The internal interest of top management in
productivity must be sufficiently compelling
to provide the 1mpetu= to surmount these
obstacles and to sustain an effective on-
going program. Productivity analysis must
be integrated into the management and budget
process in order to nave an ong01nq impact
on State and local cosvts and services.

(See po. 17-22.)

FEDERAL GRANTS SYSTEM--THEF
MAJOR FEDERAL IMPACT

The most important impact of the Federal
Government on State and local government
productivity is the Federal grants sys-
tem. The impact on productivity is pri-
marily negative because of the delays

and additional costs caused by the myriad
of regulations and excessive "red tape"



imposed through the Federal grants system
itself. (See Pp. 41-46.)

Most major Federal grant programs examined
by GAO do rnot reward grantees for produc-
tivity performance either in distribution
of funds or evaluation of grantee use of
funds. Ffurther, State and local govern-
ments have little incentive on their own

to be concerned about productivity in using
Federal grant funds. (See pp. 46-51.)

ROLE OF EXTERNAL ASSISTANCE FOR
PRODUCTIVITY IMPROVEMENT

Federal assistance was not primarily
responsible for initiation of State and
local productivity improvement programs,
but for the most part played a secondary
or supportive role. The secondary role
was important, however, because the assist-
ance accelerated or supported existing
State and local management desires to
start or bioaden productivity programs.
Most State and local governments, because
of the limited availability of in-house
expertise and information, needed some
form of external assistance to support
program development. (See pp. 30-36,)

External assistance can help “y providing:

--General management and capacity improve-
ment assistance to support productivity
efforts including training in-hcuse staff
and developing new organizationai vystems.

--Seed money funds to defer startup costs
of productivity improvement projects.

—-Information on other jurisdiction pro-
jgrams and comparative performance
statistics.

--Provision of well-developed and tested
measurement systems and work standards.
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Federal funds, in some cases, did serve

as a catalyst for program initiation in
those governments where *op management

was unsuccessful in committing local funds
vecause of internal conflicts over the
value of productivity improvement programs.
In these cases, the Federal grants provided
funds for startup costs, enabling State
and local governments to begin management
innovations having long-term benefits but
short-term costs. (See pp. 36-40.)

Federal funds are especially important to
fiscally troubled local governments where
management analysis is often jettisoned

in the competition for shrinking local dol-
lars. These local governments, who are
most in need of productivity imorovement,
Aare least able to afford the startup costs
and are most dependent on Federal funding
for financing productivity projects accord-
ing to the sample survey taken by GAO.

CURRENT FEDLRAL PROGRAMS TO IMPRCVE
STATE AND LOCAL PRODUCTIVITY

Many individual Federal agencies and pro-
grams provide technical and financial
assistance either for centrsal management
or functional area management improvement
at the State and local level. (See chart

~on pp. 53-55.) 1In dollar terms, Federal as-

sistance for central management is about
0.1 percent of total Federal grant funds
available to State and local governments.

Recent Federal attemnts to coordinate more
effectively Federal financial and technical
essistance programs for State and local
productivity improvement have met with
limited success. Greater potential exists
for more interagency cooperation and co-
ordination. (See pp. 58-59 .)

CONCLUSIONS

The Federal Government should encourage
and support State and local government
effor 5 to improve their productivity.



Althouah the Federal Government cannot
provide the primary stimulus or impetus
for State znd local productivity improve-
ment efforts, direct Federal financial

and technical assistance can be valuable
to State and local governments with suffi-
cient internal management interest.

This assistance must be part of a broader
Federal general management improvement
program for State and local governments
consisting of:

--Funds for a limited seed money grant
prcgram for State and local general
management improvement,

-—-Increased funds for national research
and development prcgrams in punlic
management, including development of
better measurement systems and alterna-
tive approaches to public service
delivery.

-—Improved dissemination of information
to State &1d local governments on man-
agement improvement techniques, com-
parative performance rates, and other
productivity-related work.

However, the major Federal impact on

State and local productivity itself is
achieved through the grants system. At
this point, the structure and strictures
of the grants system exert a primarily
negative impact on productivity. However,
due to the growing fiscal importance of
Federal grants for State and local govern-
ments, the grants system can be harnessed
to provide positive incentives for improved
productivity in functions aided.

There is a need for a more effective troker
in the Federal Government who can articulate
the management needs of State and local
governments and effect.uate needed changes

in Federal programs and policies which
either directly or indirectly affect State
and local productivity. A central broker,
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or focal point, could work to institu-
tionalize a concern for productivity in
the Federal Government's ongoing relation-
ships with State and local governments.

RECOMMENDATIONS

To {-e President

The President should :stablish a focal
point at the Federal level with clear
authority to oversee and -~ ~ride stronger
leadership for Federal efforts assisting
State and local management improvement

and productivity. It is . portant that
the President also seek ac¢ juate funding
for the focal point commensurace with this
responsibility. The Civil Service Commis-
sion, soon to btecome the Office of Perscon-
nel Management, would be the most appro-
priate organizational location for this
focal point,

To the Conngress

The Conjress should institute fundamental
changes in the grants system by removing
negative barriers retarding State and
local goverament productivity and by in-
corporating positive incentives to reward
improved productivity in existing and
future grant programs where appropriate.

The Congress should also amend the Inter-
go" 2rnemental Personnel Act to authorize
funding for general management improve-
ment projects fcr State and local govern-
ments and provide funding to the Bureau
of Labor Statistics needed to measure
State and local productivity trends under
the general direction of the proposed
Federal focal point.

To the Director, (ffice of
Management and Budget

The Director, Office of Management and
Budget, with the assistance of the proposed
focal point, should lead a Government-wide
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effort to promote increased concern for
productivity in Federal assistance pro-
grams., 7lis Government-wide effort
should primarily focis on encouraging

the use of positive productivity incen-
tives in grant programs where appropriate
and beneficial.

Agency comments

Office of Management and Budget, Civil
Service Commission, and public interest
group responses are included as appen-
dixes I, II, and III, respectively. The
Office of Management and Budget found it

“difficult tc take a position on GAO recom-
mendations at this time. It suggested
tha. the appropriate Federal role in State
and local productivity improvement be
studied by the new Cabhinet-level Produc-
tivity Council.

It is regrettable that in the Executive
Order outlining a national productivity
program to carry on the functions of the
National Center, a Federal focal point
was not designated to deal with State and
local productivity. GAO fears that Fed-
eral involvement in this crucial area
could dissipate. While the Office of
Management and Budget indicated that the
National Productivity Councii, created
by the Executive order, w-uld undertake
a study of State and local productivity
improvement, a Federal leadership vacuum
will be creataed until the study is com-
pleted and the Council considers any
future recommendations.

The Civil Service Commission found the re-
port useful and endorsed its recommendation
to locate a Federal focal point for

State and local productivity within the
Commission. Major public interest groups
supported GAO's conclusions and recommenda-
tions in joint letters to the Assistant to
the President for Intergavarnmental Affairs,
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the Office cf Management and Budget, and
the Civil Service Commission.

While GAO's recommendations have budgetary
implications for the Federal Government,
the payoff to the entire public sector
from an effective effort would far cut-
weigh these costs. In fact, it is some-
vhat ironic that the Federal effort to
enhance State and local productivity has
suffered with the funding reductions in
relevant research and development efforts
at the Federal level at a time when the
public's demands for less costly and more
efficient government are growing.

ix
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CHAPTER 1

INTRODUCTION

In 1975, the Congress enacted Public Law 94-136 creating
the National Center feor Productivity and Quality of Working
Life. The Center was endowed with a very broad mandate for
improving pProductivity in State and loeal governments and
in the private sectors. Federal agencies were encouraged to
assist and support both sectors in their productivity improve-
ment undertakings.

In our May 1978 report 1/ we evaluated the performance of
the National Center in carrying out its overall mandate. This
report addresses how the Federal Governmenv can best advance
State and local government Productivity.

We define productivity as the relationship between re-
sources used and the results achieved. Improvement in produc-
tivity means either (1) obtaining more and hetter program
output from a given level of resources or (2) using fewer
resources to maintain or improve a certain quality level of
program output,

Certain key assumptions are inherent in the act's
approach to State and local government pioductivity. The
assumpticns are that

-—-productivity at the State and local government
levels is a problem,

-—a Federal role in State and local government pro-
ductivity improvement is both appropriate and neces-
sary, and

-—-Federal financial and technical assistance are impor-
tant in stimulating and assisting State and local
public officials to initiate or expand their own
productivity improvement efforts.

In our opinion, the Federql Covernment has a vital stake
in improving the productivity of State and local governments
for two primary reasons:

1/"The Federal Role in Improving Productivity--Is the National
Center for Productivity and Quality of Working Life the
2roper Mechanism?" (FGMSD-78-26, May 23, 1978), report to
the Congress.



~-The national economy is strengthened as a result
of improvements in the productivity and fiscal
prospects of this key sector.

--The effectiveness and efficiency of the multitude
of Federal grant and regulatory programs using
State and local governments to implement Federal
policies are directly related to the management
capacity of those governments.

The Federal Government currently influences State and
local government productivity through:

--The Federal grants system which has a major effect on
State and local program operations and cost by virtue
of its sheer fiscal magnitude and regulations imposed.

--Direct financial and technical assistance to help
State and local governments establish management
improvement programs to improve productivit: .

In determining the Federal Government's potential role
in support of State and local government productivity improve-
ment, it is necessary first to understand the impetus and
barriers surrounding State and local decisicns to embark on
new productivity efforts, Only after identifying the impetus
or barriers-~"leverage points"~-most amenable to external
assistance or intervention can th:> Federal role be analyzed in
its proper percpective. Thetce leverage points are discussed
in chapter 3.

SCOPE OF REVIEW

To evaluate the Federa. 1role, we reviewed 18 Federal
financizl and technical assistance programs which support
State and local productivity improvement efforts. 1In addi-
tion, we reviewed 12 major Federal grant programs, which
provided $19 billion tc State and local governments. to
determine if performance incentives were factors in the
allocation of vhese program dollars.

We visited 46 State and local governments, most of whom
had undertaken productivity improvement prcjects. Many of
these projects received Federal financial or technical
assistance. The other juriscdictions either had no identifi-
able effort or had discontinuesd prior efforts. Trierviews
were held with top managemert cofficials, key department
heads, and union leaders.



We contacted three State productivity centers and two
university groups involved with public sector productivity
and interviewed their officials. We also interviewed offi-
cials of State and local government public interest groups,
as well as prcminent experts and researchers on public pro-
ductivity and mananement.

A questionnaire on productivity was sent to all 50
States and to 3812 cities and counties to gain a nationwide
perspective on the productivity problems and efforts of State
and local qgovernments. Because of a 40~-percent overall
response rate, we used the survey results with considerable
caution, for the possibility existed that the responses over-
represented those jurisdictions with ongoing interest and pro-
grams in productivity improvement.



CHAPTER 2

THE STATE AND LOCAL PRODUCTIVITY PROBLEM

Since the early 1970s, the concept of productivity
improvernent in State and local government has become a
growing national concern. Although concern for S*ate and
local governmental performance has existed since the early
1900s, Federal, State, and lcral officials have shown re-
newed interest in productivity itself in recent years,
spar:'ed in part by the substantial fiscal pressures faced
by State and local governments. Productivity ' 3 come
to be viewed not only as a problem of State anrt ‘ecal
qoveranents not performing as efficiently as po.sible,
but also as a strategy to promote State and local fiscal
solvency by reducing the costs c¢f government.

Another major reason for this growing concern is
that State and local expenditures have increased by over
600 percent from 1955 to 1976, to the point where they now
represent a major share of the national economy. State and
local employment has increased almost 150 percent during
this period. The following table illustrate: this growth:

Percent Percent of GNP
Expenditures 1955 1976 increase 1955 1976
(billions)
State-local $32.9 $246.2 648,.3 8.6 15.1
Federal 68.5 386 463.5 18.0 22.5
Percent of
Percent employvment
Employment 1956 1976 increase 1955 1976
(millions)
Federal 2.2 2.7 22.7 3.8 2.9
Private sector 50.7 79.4 56.6 88.0 84.2
Total 37.6 94.3

This enormous growth of the State-local sector can be
partially explained by the additional governmental responsi-
bilities caused by population increases, rising public
demands for new governmental services, and the influence of
the expanding Federal involvement in social welfare and
regulation of the economy.



A significanrt part of the increase, however, relates to the
rising costs of providing these services. During the period
1957 to 1976, State-local personnel compensation costs rose
204 percenrt, outstripping comparahie increases in the private
sector and the Consumer Price Index which rose 102 percent.

During this period, a number of State and local gov-
ernments have initiated comprehensive, Government-wide
productivity improvement programs to measure service per-
formance on a regqular basis and to manage governnental
operations using this performance data. Since 1970, a
number of Federal agencies and private research organiza-
tions have developed productivity improvement stratenmieg
and efficiency and effectiveness measures for State and
local services.

WHY STATE AND LOCAL
PRODUCTIVITY IS A PRORLEM

The productivity in State and local qovernments is
lower than it could be. Therefore, higher costs and/or
lower levels of public services may result. State and local
government operations do not have the "profit" incentive to
improve productivity that exists in the private sector.

Although the state-of-the-art of productivity measure-
ment in the State and local sector is still in its infancy,
one study suggests that part of the State and local expendi-
ture growth between 1962 and 1967 was due to low produc-
tivity. 1/ Other studies indicate marked differences bhetween
public and private sector performance in the same service
area. For example, a study of refuse collection in New York
City by E. S. Savas found that the city paid twice as much
as private sector firms operating in the same area to col-
lect a ton of garbage.

Within the State and local sector itself, the Qqif-

ferences among jurisdictions in performance for a given
service area are often great. 2/ Differences of as much as

-— —

1/Robert M. Span, "Rates of Productivity Change and
the Growth of State and Local Expenditures," in
T. Borcherding (ed.), Budgets and Bureaucrats (Durham,
N.C.: Duke Univ. Press, 1977.)

2/Some of the differences can be explained by physical
circumstances among cities, but nonetheless, the dif-
ferences are great enough to merit concern and study.



500 percent have been identified in refuse collection pro-
ductivity amonqg comparable cities. Similarly, the number
of arrests cleared per police employee ranged from 1 to 7
amonqg cities of 100,000 population. :

Amonqg the many explanations proffered for subpar
State-local productivity growth, the ahsence of private
sector incentives in the public sector is most important.
Whereas increased output per worker in the private sector
improves profits, increased output per worker in the public
sector may not brinj commensurate economic gains. Further-
more, the monopoly enjoyed by State and local governments
removes the discipline of competition that forces private
firms to cut costs or increase services in order to stay
in business., As a result, there is little incentive for
State or local governments to compare their performance
rates with other jurisdictions.

In the public sector, pressures forcing increased
costs are often stronger than cost constraints. According
to some observers, political pressures forcing cost in-
creases at the State and local level are more compelling
than pressures for overall governmental performance im-
provement and cost reductions.

The benefits of specific program increases are more
visible and significant to special groups with intense
interests than are benefits from overall performance im-
provement or cost reductions which are diffused among a
wide cross-section of the public. As a result, top gov-
ernmental officjals will not tend to exert leadership and
take risks in an area like productivity improvement where
the political rewards and recognition are minimal.

Some students of public bureaucracy have argued that
the public sector is unusually susceptible to cost increases
because increasing budgets bring far more recognition and
rewards to individual bureaus than cost reductions. Also,
some analysts have noted that an important constraint on
demand and costs in the public sector is removed by the
absence of a direct relationship between increased program
budgets and taxes required to pay for the services in larger
general purpose governments.

Another major reascu for alleqged State-local produc-
tivity lag may reside in the nature of public sector goals
and services. Often, the effectiveness or efficiency of
public services is secondary to policymakers who are pri-
marily concerned with the traditional distributional ques-
tion of a democratic political society: who gets what,
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when, why, how, and where? In the policy process, con-
siderations of equity and the nved to develop political
cons"nsus may result in less efficient or effective pro-

garams 't may nevertheless be rational to those concerned
with - stability and responsivenes:z of the political sys-
tem.

The labor intensive nature of the oublic sector is
often cited as a factor inhibiting State-local produc-
tivity growth. While their nature has chaaged, many State
and local government functions, €.g9., police patrol, must
remain heavily dependent on manpower. This deprives State
and iocal governments of the tremendous oppotunities that
technological innovatior can bring to improving productivity.

A number of other fact~r: have been used to explain
slow State-local productivity growth, e.q., civil service
systems, inefficient organizational structures, etc, In
chapter 3, we will classify these factors as barriers which
Stat< ~nd local managers must oveicome to mount productivity
improvement efforts.

PRODUCTIVITY IMPROVEMENT CONFERS
SIGNIFICANT BENEFITS

The vast potential for improvement in the productivity
of the State and local sector is highlighted by the sub-
stantial fiscal and performance benefits achieved by those
innovative State and local governments which have initiated
productivity improvement programs. These benefits and the
suhstantial differences in periormance among local govern-
ments previously noted indicate that productivity in many
State and local government services could be increased at
least to the levels of the more efficient States and locali-
ties.

Productivity improvement efforts have enabled many
innovative State and local governments to:

=-Increase service performance levels, holding costs
constant.

--Decrease costs for current service performance
levels.

--Increase performance while reducing costs.
The increasing costs of State and local governments

have in many cases ontpaced the ability or desire to pay
them. Despite a six-fold increase in State and local taxes



between 1956 to 1976, revenue bases in many cities and
States can no longer support the increasing costs of serv-
ices. As a result, widespread state and local fiscal re-
trenchment has ensued during the past several years, in-
cluding employee layoffs and other budget reducticns.

Tax increases and budget reductions are strategies
often used by State and local governments to deal with
these fiscal pressures. However, these actions are often
politically unpalatable and frequently cause further de-
terioration of the State-local economy or revenue base.

Fiscal benefits

Productivity programs have been used by State and local
governments to help relieve these growing fiscal pressures.
Our questionnaire revealed that 19 percent of State and
17 rcrcent of local government respondents used productivity
as a primary strategy to control increasing costs. Most
State and local governments, however, cortinue to rely on
traditional "budgetary belt tightening" measures as shown
in the following table:
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Local governments in grea. fiscal distress have had to
rely on traditional budget-cuttiirg measures to realize the
large short-term savings that proa‘wctivity could not yield.
As a long-term fiscal strategy, however, productivity may
he helpful to forestall prospective fiscal distress and
slow the inflationary expenditure spiral. 1In fact, a leading
stucent of State and local productivity has concluded that
productivity programs could be expected to save 1 percent
of local annual budgets, The savings, if permanent, would
reach 10 percent over 10 years. 1/

Our visits to State and local governments confirmed
the fiscal potential offered by productivity programs. For
example: '

~-Los Angeles County's wor}l measurement and m-=thods
improvement program has saved $35 million per year

since 1965 by deleting budgeted positions through
attrition,

-~Niagara Falls, New York, credits its productivity
improvment program for helping to save the city
from threatened bankruptcy. Annual savings of
$780,000 were realized and additional revenues were
generated.

Performance improvemznts

Ry increasing program output, State and local produc-~
tivity programs have enabled improvements in service per-

formance. For example:

—--0f the 42 communities using the fire s-ation loca~
tion model developed by Public Technology, Inc.,
most realized lower response times for fire calls,
although some had to increase their costs as a

result,

--San Diego County's improved work methods for Aid
to Families with Dependent Children case processing
increased the screening efficiency for identifying
ineligible recipients while reducing administrative
costs by 66 percent.

1/Frederick O'R. Hayes, Productivity in Local Gevernment
Lexington, Mass.: D.C. Heath & Co., 1977}, p. 257.
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NATURE OF STATFE AND LOCAL
PRODUCTI' ITY PROGRAMS

There are many wayvs that State and local governments
can improve their own productivity without embarking on a
defined productivity improvement program. A first-line
supervisor is likely to increase his work groups' produc-
tivity if he manages his employees well. A city that lays
off employees without a reduction in services registers pro-
ductivity gains.

However, some State and local governments seek to improve
their productivity throujh systematic programs. To guide our
study, we defined the ideal State and local productivity ef-
fort as a comprehensive productivity improvement program. A
comprehensive program would consist of the following:

-=Direction and support of the program from the central
management level.

--Measurement of the efficiency and effectiveness of
most services on a regqular basis.

~-Utilization of these performance measures in key
management decision areas, especially in the budget
and personnel systems.

In our study, we identified the following approaches
used by State and local governments:
]
--Work measurement systems—-measuring the time taken
to produce work output and developing standards
for desired performance.

--Performance measurement systems--gathering data
to measure efficiency as well as effectiveness.

--Methods improvement--changing work processes,
staffing patterns, or techniques used to deliver
the service to improve productivity.

--Technology transfer—-—-acguiring new technology to
improve output at reduced cost.

--0Organizational development--improving competence

of employees and quality of working life through
training labor-management committees.
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--Consolidations--consolidating organizations or
jurisdictions to improve productivity by reducing
duplication and inducing economies of scale.

--Adjustment of staffing patterns--reducing labor
costs needed to provide a given service by ad-
justing staff deployment to better meet the
Adistribution of work, e.g., deploying police
patrols in accordance with incidence of crime.

EXTENT OF STATF_AND LOCAL EFFORTS

Most State and local governments do not have comprehen-
sive productivity improvement programs covering most of their
service areas. Although many governments want to improve the
productivity of selected serv'ces, comparatively few jurisdic-
tions have systems to measure the efficiency of most services
on a reqular basis. Where systems exist, the performance
measures are not always used in key management decision areas,
e.g., budget preparation and personnel evaluaticns systems.

We surveyed State and local governments on the extent
to which they had introduced productivity improvement programs
and measurement systems into their governments' operations.
The result of our survey follows.

Existence of Self-Identified
Productivity Programs, 1971-76

Level of

government Yes No Total

State: Number 14 7 21
Percent 66.7% 33.3% 100%

County: Number 45 52 97
Percent 46.4% 53.6% 100%

City: Number 139 72 211
Percent 65.9% 34.1% 100%

Total: Number 198 131 329
Percent 60.2% 39.8% 100%

12



State and Local Government Productivity Programs
With Measurement Systems

Level of

government Yes No Total

State: Number 11 3 14
Percent 78.6% 21.4% 100%

County: Number 21 24 45
Percent 46.7% 53.3% 100%

City: Number 95 44 139
Percent 68.3% 31.7¢% 100%

Total: Number 127 71 198
Percent 64.1% 35.9% 100%

As shown by the tables, 60 percent of those govern-
ments responding indicated that they had formal productivity
programs, and 64 percent of these had measurement systems as
part of their programs. The percentages of governments with
programs appear impressive, but the incidence of programs
may be overstated because of the low response rate to our
survey and the possibility that the responses may be over-
represented by those governments with productivity programs.

The fact that only 64 percent of the governments with
productivity programs had measurement systems is revealing.
We would have expected that for a meaningful productivity
effort to exist, some measurement system would likewise
have to exist. The lack of a measurement system would
suggest that one-third of the reported productivity programs,
most of which are in local governments, are in fact, not
meaningful programs. If one accepts the thesis that the
existence of a measurement system is a truer indication of
the number of meaningful State and local government pro-
ductivity efforts, then 127 of 329, or 39 percent of the
respondents, ! ad valid productivity programs.

This lower percentage of State and local government
involvement with meaningful productivity programs is con-
firmed by other studies. A 1975 Urban Institute survey of
State budget officers found that the use of performance
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measures in the budget process was sparse. Of 32 responding,
16 States did not provide any output information in their
budgets and one provided workload data only.

A 197€ Urban Institute study found that only a small
number of local governments used either efficiency or ef-
fectiveness measures for evaluating public services. Of
247 cities and counties studied, only 25 percent listed
effectiveness measures in their budget documents, and only
10 percent listed efficiency measures,

Furthermore, relatively few local governments seem to
have comprehensive productivity improvement programs covering
most of their service areas. A recent survey by the Inter-
national City Management Association showed that a majority
of cities responding used some t/pe of productivity measure
in at least one service area, but for a given service area,
only an average of 25 percent of the governments used pro-
ductivity measurement systems. It appears that in most
local governments with productivity programs, measures are
typically used for only one of several services.

Nne other item deserves mention; that is, the measures
being used are not as good as they could be. The 1975 Urban
Institute survey of State budget officers found a .eneral
lack of satisfaction wit. the adequacy of existing perform-
ance measures for State services. The primary findings from
the survey were that: '

--Fifteen of 32 States, or 47 percent, rated existing
efficiency m=asures as bharely adequate or inadeguate,
while only 10 States, or 31 percent, rated these
measures as adequate to quite adequate,

--Twenty-nine of the 32 States, or 91 percent, rated
current effectiveness measures as barely adequate
or inadequate, while none rated these measures as
adequate or quite adequate.

POTENTIAL FEDERAL IMPACT

There are twe approaches that the Federal Government
does or could use to assist State and local governments in
establis’iing productivity improvement programs:

--Provide incentivcs for improved productivity for

federally aided services through the grants system,
and remove restrictive Federal regulations that

14



retard State and local productivity, as discussed
in chapter 5.

-=-Provide grants to stimulate new State and local
productivity programs, as discussed in chapter 4.

In order to analyze the comparative effectiveness of
these alternatives, it is essential to understand the im~
petus and barriers involved in initiating, developing, and/
or rejecting productivity programs within State and local
governments. An analysis of the impetus and barriers should
reveal those factors "leverage points"--that are most ame-
‘nable to Federal intervention and support. These are dis-
cussed in the next chapter.
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CHAPTER 3
IMPETUS AND BARRIERS TO STATE AND LOCAL

PRODUCTIVITY IMPROVEMENT

The initiation of State and local government productivity
programs is driven primarily by pressures and personnel which
are internal to the government itself. The commitment and
resolve of key internal governmental officials, usually top
mznagers and elected officials, is needed if a productivity
improvement program is to be undertaken and successfully
implemented.

A comprehens:ve productivity program involves major
changes in the policies and practices of many elements in
the governmental process, from budget preparation to employee
evaluations. The impetus, for example of financial pressures,
must he very strong to provide the needed incentives and
support for management to overcome the strong barriers that
exist. The rewards and incentives that accrue to public
managers from productivity programs are minor in comparison
with the risks that plague such a major effort. The rewards
that accrue to private sector organizations from improved
productivity, like increased profits and improved competitive
position, are not generally realizable in the public sector.

Because productivity improvement programs have a direct
impact on the management of the entire government, produc-
tivity itself must first become an internal State or local
priority before Federal financial or nonfinancial assistance
can be useful. Unlike other Federal grant programs, Federal
funds for productivity do not stimulate new State and local
activity or change management agendas. Rather, externally
provided assistance; whether it be Federal or non-Federal,
is of only secondary importance in the initiation and develup-
ment of State and local productivity improvement programs.

Nevertheless, most State and local governments need some
kind of externally provided information, technical assist-
ance, or funding to begin and implement productivity programs
once the management commitment is made. 1In this supportive
role, external assistance has greater usefulness for State
and local officials when it comes from the various ongoing
informal networks that link cfficials of State and local
governments together, rather than directly from less credible
or less trusted Federal agencies.
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IMPETUS FOR PROGRAM INITIATION

The initiation of State and local productivity programs
is driven primarily by a combination of the professional
motivation of top managers, fiscal pressures, concern for
improving performance in programs with high political visi-
bility, and labor-management pressures. Programs were most
often initiated by ton elected officials and managers, such
as mayors, governors, city managers and top departmental
officials. Nonmanagerial actors like city councils and
citizen groups rarely were the source for new productivity
efforts in the jurisdictions visited. Also external public
interest groups and Federal agencies were not primarily
responsible for ary efforts which we observed.

Professional interest of top management

The personal commitment of the manager to use new analy-
tical techniques and technoloqy to improve performance is
perhaps the most important factor that motivates productivity
undertakings. In ovr survey, State and local governments
cited the interest cf top elected or management officials
most often as the primary factor leading to the initiation
of produactivity programs. For example, the city manager of
Long Beach, California, is introducing a total performance
measurement system in the city after having successively inm-
plemented a comprehensive productivity improvement program
as city manager of Sunnyvale, California. Similarly, the
city manager of Cincinnati, Ohio, stimulated innovative
public management in the city as well as in two other cities
which he had previously managed--Tacoma, Washington, and
Scottsdale, Arizona. In other governments visited, produc-
tivity improvements programs faltered when top managers with
a commitment to productivity left and no continuing efforts
materialized.

Occasionally, political forces do spark top management
interest in productivity in two ways:

1. Reactive. Public pressure to improve perform-
ance can spark management interest, such as in Kansas
City, Missouri, where citizens' complaints about stray
animals resulted in new work scheduling for animal con-
trol personnel.

2. Proactive. Political leaders, such as a former

New York C. Clty mayor, used productivity programs as a
way to improve their political standing with the public.
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On the whole and in comparison to top managers, citizens
groups are not an important impetus for initiating programs.
Only 7 percent of State and local governments responding to
our survey cited citizens groups' activities as a factor in
program introduction. The absence of citizen initiatives on
behalf of productivity can be explained in several ways:

--Citizens lack the expertise and "inside information"
needed to articulate specific management improvements.

--The benefits of productivity improvements are either
too vague or too diffuse to warrant citizens' time
and effort which are necessary to activate internal
management reform.

However, where top management interest in productivity
existed, citizens' actions were effective. For example, in
Niagara Falls, New York, a group of private sector leaders
worked with the mayor to initiate comprehensive productivity
imprcvements.

Fiscal pressures

Fiscal pressures arising from increased costs and demands
for public services were identified ty a majority of the gov-
ernments we visited as the underlying factor which stimulated
internal interest in productivity. More efficient operations
were viewed as a way to increase services without increasing
costs or to decrease costs while maintaining service levels
which the public has grown accustomed to. For example:

~-The city of San Diego, California, became interested
in productivity in 1974 when officials realized that
projected expenditures would exceed anticipated
revenues by nearly $30 million.

--Niagara Falls, New York, was on the brink of financial
bankruptcy when it launched a private sector task
force to help improve the productivity of its govern-
mental operations.

--The State of Wisconsin initiated a productivity im-
provement program in 1972 after a decade cof un-
precedented expenditure growth in which total State
expenses had more than tripled. During this period,
four personal income tax increases and a doubling of
the property tax burden made top officials fearful of
a "taxpayers revolt" and appreciative of a statewide
productivity strat~gy to reduce the increased costs
of government.
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However, many local governments underqgoing fiscal strain
did not have productivity programs because (1) interest by
top management was lacking, (2) resources were constrained
and (3) importantly, major short-term dollar savings were
sought, something that productivity improvement usually Adocs
not achieve. For example, Buffalo, New York, officials told
us that their recent fiscal crisis necessitated large budget
cuts to generate dollar savings. The impact on productivity
was not considered. In fact, their tight fiscal situation
prcvented them from hiring sufficient analytic staff to mount
a productivity effort.

In our survey, only 5.7 percent of local governments
with fiscal problems reported using productivity improvement
as the@r primary approach to dealing with increasing costs.
The majority, 73.6 percent, instead relied primarily on
"budgetary belt tightening." On the other hand, 24.2 percent
of local governments without fiscal problems reported using
productivity as their primary approach to controllirg in-—
creasing costs. The following table shows the results of
our survey.

Primary Management Approach Taken by
Local Goveraments To Deal With Increased Concern
for Costs '

Budgetary Resource
‘ belt Service Productivity base
tightening reduction improvement increase Other Total

Government with

financial
problems
(note aj:
Number 78 11 6 8 3 106
Percent 73.6 10.4 5.7 7.5 2.8 100
Government with
no financial
problems
{note b):
Number 90 1 36 19 3 149
Pexcent 60.4 o7 24.2 12.7 2 100
Total
Number 168 12 42 27 6 255
.5 10.6 2.3 100

Percent 65.9 4.7 16

!

—— e

a/Financial problems--governments who responded that their fiscal condition in
fiscal year 1976 was either "close to a financial crisis" {requiring extra-
ordinary budget reduction, personnel cuts, etc.); or "financial problems"”
(requiring more stringent budget and revenue adjustments than normal).

b/No financial problems--governments who characterized their fiscal condition
in fiscal yecar 1976 as "holding our own" (requiring no unusual budget reduc-
tion); "good" (permits mcdest budget increases or tax reduction); or
"excellent" (permits substantial budget increases or tax reductions).
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Performance problems in key services

A concern for performance in critical services of high
political visibility has beern responsible for initiating
productivity programs in several jurisdictions. Leading
organizational theorists, such as Anthony Downs, have posited
that the primary pressure for organizational change and in-
novation is the perception of "performance gaps," that is,
differences between expected and actual performance. 1/

Public concern

Where performance-of-service is an impetus, the initia-
tive sometimes is seized by nonmanagerial groups, such as
city councils and grand juries. For example:

--San Dieqo county's analysts were directed by the
board of supervisors to analyze the efficiency of
administering the Federal food stamp program, in
spite of the fact that the major savings accrued to
the Federal Government and not to the county.

--Los Angeles county's economy and efficiency commis-
sion, in 1967, studied the duplication of criminal
justice services at the direction of a grand jury.

Analytic concern

In some cases, concerns for performance emerge when
comparisons of local service efficiencies are made with other
jurisdictions. In these cases, top management concerns for
performance already exist and in fact, motivate the analytic
search for more information. Yet, the new data can become a
powerful independent force for change, further stimulating
additional concern for performance and, finally, action.

For example:

--The city of Buffalo, New York, became concerned about
the performance of its fire department after obtaining
data from the International City Management Associa-
tion (ICMA) yearbook and a national salary survey that
showed the city was exceeding the national per capita
cost averages. The city also initiated a refuse
collection productivity program after receiving 2
National Productivity Commission publication which
showed Buffalo was inefficient in comparison with
other cities.

1/Anthony Downs, Inside Bureaucracy (Boston: Little,
Brown & Co., 1967).
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--The Dallas, Texas, Water Utilities Department under
the direction of a productivity-oriented manager,
compared the performance of the city's system with
other municipal water systems. The results of _he
study persuaded the department to embark on a com-
prehensive management analysis and improvement pro-
gram, with eventual savings of 4 percent of the
department's $25.9 million annual budget.

Labor-management problems can

spur productivity efforts

The existence of labor-management problems can serve as
an impetus for adopting productivity efforts. As the State
and local sector has become increasingly unionized, public
managers search for strategies to deal with employees' wage
demands and its cost implications.

In several cities, productivity was introduced, not as
an end in itself, but as a way for management to bargain with
the unions over wage increases. Management tries to obtain
specific, explicit increases in productivity as a trade-off
for any wage increases granted. Productivity bargains struck
with unions allow both sides to benefit--management gains
unions' blessing to changes in work methods and procedures
while unions receive either a genera’ salary increase or a
specific incentive payment based on performance. As a result,
unions accept work rules changes that they may otherwise have
resisted.

For example:

-~Detroit, Michigan, in 1972 faced strong local union
opposition to new high volume refuse collection trucks.
To acquire the trucks and realize concomitant savings
in overtime, the city agreed to institute an incentive
payment to the workers tied to the productivity savings
achieved with the new technology. Although there have
been some problems with the program, the city had siq-
nificant savings. 1In the year ending March 1977, the
city realized savings of almost $570,000, half of
which were shared by the workers.

~=Flint, Michigan, introduced a productivity incentive
program for its refuse collection force as a way to
break a labor-management impass over union salary
demands. The incentive scheme included a reduced
work day for early work completion as well as shared
dollar savings.
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—--New Vork City unions, anxious to justify cost-of-~
living and other wage increases in the face of State-
imposed prohibiticns on general wage increases, agreed
to a formula which limited approved cost-of-living
payments to savings achieved through actual produc-
tivity gains., 1In August 1977 the mayor's office
announced an additional wage increase program with
the sanitation union, allowing for sharing of addi-
tional productivity gains with employees.

BARRIERS TO STATE AND LOCAL
PRODUCTIVITY IMPROVEMENT PROGRAMS

Productivity imprcvement does not come easily to State
or local governments. The jurisdictions visited attested to
the major barriers encountered in beginning or continuing
successful productivity improvement efforts. One such
barrier was that the benefits derived were not adequately
appreciated by the public, while the asscciated fiscal and
organizational costs received inordinate attention. Other
barriers included inadequate management capacity, analytic
expertise, and measurement techniques,

The main risks and frustrations faced by innovative State
and local managers are perhaps best summarized by a budget
director of a large Northeastern city:

"* ¥ * half of our operating budget is involved
in the police and fire services. The public has
veéry strong notions about those services-that
less is bad and more is good. It never occurs to
the public that maybe you've got more policemen
than you need. Everybody knows crime is going
up. Everybody knows you should have more police-
men not fewer. The notion that it's legitimate
to look at the number of policemen and how to
utilize them is something that local politicans
have a great deal of difficulty in getting across
to the public. [Here is an example of] exactly
what happens when you start talking about fire-
fighters in the City * * Every piece of
information that we've been able to come up

with suggests that we've got many, too many
pieces of equipment.

"* ¥ * whey we first got into this we spent more
than twice the national average on a per capita
basis * * *, S0 we began to take companies out
of service. The first one that we took out * * *
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the firefighters union had [handbills] printed up
and they went door-to-door in the neighborhood
saying your baby is going to burn to death
because the mayor took your fire truck away.

"* * * the firemen are always the good guys * * *,
The mayor is viewed as the bhad gquy. 1It's a tough
task."

Primary barriers

The most significant barriers discouraging State and
local governments' interest in productivity improvement pro-
grams are discussed below. In our opinion, the primary bar-
riers are political, not technical, in nature and relate to
the lack of strong incentives necessary for State and local
managers to overcome the significant internal barriers to
change. Technical problems, such as inadequate measurement
systems and lack of trained expertise; constitute important
barriers, but are secondary to basic political problems.

Benefits are not apparent

Benefits can be classified as accruing to both the
public managers and the public. The rewards or benefits
accruing to top officials from productivity improvement pro-
grams do not compare favorably to the considerable risks
involved. Furthermore, the benefits of service improvements
made through productivity efforts are often not immediately
apparent to the public. Gains in service output are often
long-run in nature, diffused in geographic impact within the
jurisdiction, and many times politically invisible. Cost
reductions are often just la.7ve enough to offset increased
costs due to normal inflationary pressures, but usually not
dramatic enough to enable the taxpayer to realize fiscal
relief or the manager to be appreciated. The absence of
short-term benefits hindered the adoption of new or addi-
tional productivity prograns in many jurisdictions. For
example:

--In spite of Dallas' many productivity improvement
efforts in recent years, its citizens have shown
little, if any, interest in productivity. This
citizen indifference has been attributed to the
minimal impact on delivery of services resulting
from the productivity programs.
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--The city manager of Janesville, Wisconsin, told us that
his division heads place a low priority on productivity
because "it makes no points with the public,”

Resistance can be substantial

Substantial resistance is faced by the public manager or
elected official embharking on productivity improvement pro-
grams. Likely sources of resistance could include public
attitudes, unions and other employee groups, departments or
other internal organizational elements, and other levels of
aqovernment.

Because productivity connotes "job speed-up" and "per-
sonnel cutbacks," employese resistance and concern was often
aroused by proposed changes in work methods or equipment,
Employec resistance occurred in both unionized and nonunion-
ized work places. Of the 23 western U.S. jurisdictions we
visited, 17 governments experienced employee resistance in
the initiation of productivity efforts.

Examples of employee resistance encountered throughout
the country include:

-—In Kansas City, Missouri, the work measurement program
for street repair was abandoned in 1977, in part due
to employee resistance. Employee fears of layoffs and
transfers and inadequate management communication of
goals contributed to this resistance,

--New York City's efforts to insiitute one-person police
cars in certain precincts was foliowed by a threatened
union strike demanding return to thte two-person patrol
car. The city withdrew its experiment and later
agreed to a new union contract which incorporated the
two-person car as a requirement.

Productivity improvement also usually changes tradi-
tional work practices and organizational patterns which can
engender serious internal organizational resistance. For
example:

-=-In Wilmington, Delaware, a patrol vehicle maintenance
program proposed by a central productivity staff was
"sabotaged" bv the police depar-tment because the pro-
gram was perceived as an exterial staff project and
not as a departmental program.

--Buffalo, New York, officials stated that changes in
refuse collection operations have been limited due

to the opposition of department management.
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Costs involved in starting
productivity programs

Start-up costs have hindered or deterred program develop-
ment in many jurisdictions. 1Initial expenses are incurred
through hiring new analytic staff, contracting with consult-
ants, or purchasing new technology or eguipment.

While productivity improvement start-up costs are typi-
cally recouped by savings, the costs are a significant problem
for many State and local governments under fiscal pressure.

In our survey, local qovernments without formal productivity
programs indicated that insufficient local funds were a pri-
mary reason why they had no programs. This insufficiency of
local funds was also reported to be more of a barrier by local
governments with fiscal problems than by those in relative
fiscal health; 67 percent of local governments in fiscal dif-
ficulty indicated lack of funds to be a problem, while only

27 percent of fiscall’ healthy governments reported this as

a problem.

Fiscal pressure seems to be a two-edged sword in explain-
ing State and local productivity programs. On one hand, 11 of
23 western U.S. jurisdictions visited cited fiscal pressure
as an impetus for initiating productivity programs. On the
other hand, 14 of these same Western governments also indi-
cated that fiscal constraints were a barrier preventing or
limiting productivity efforts.

Organizational capacity

Another major factor limiting both the initiation and
eventual success of productivity improvem:>at programs is the
organizations' general capacity to generate useful produc-
tivity information and use it in the decisionmaking process.
Productivity programs like those in Sunnyvale and Palo Alto,
Celifornia, are dependent on the existence of gocd program
data, working management information systems, and other
modernized management support systems.

Productivity measurement or incentive programs are
limited without Government-wide support systems. For example,
San Francisco, whose team of management analysts initiate pro-
ductivity programs, realizes that it needs a modernized basic
financial management data system before the analytic studies
can be integrated into t! : resource allocation process.

In Cleveland, Ohio, the diffusion of authority and de-
centralization of administration within city government
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appears to inhibit brnad-scale productivity improvement pro-
grams. One department official noted that Cleveland needs a
city administrator or deputy mayor to serve as a focal point
if a city-wide productivity improvement is to be successful.

New York Citv's former deputy mayor noted that the city
was "in no condition to mount a productivity effort" in 1965
due to excessive fragmentation and proliferation of agencies,
low municipal salaries, lack of comprehensive management in-
formation systems, and a traditional budget organized by line
items. Once needed institutional modernization was completed,
the City did embark on a comprehensive productivity proqgram
in the 1970s.

Analytic and technical capacity

In developing productivity programs, the use of analytic
technigues borrcwed from operations research, industrial
engireering, cost accounting, and economics is often crucial
in any analysis of alternative levels or configurations of
resources to be spent for a procram. 1In our survey, State
and local governments without formal productivity programs
cited inadequate technical staff as a barrier preventing
them from initiating productivity improvement programs.

State and local governments with comprehensive productivity
programs experienced the same problem bu:t used private con-
sultants and other outside experts or recruited new employees
with desired analytic backgrounds to develop and implement
their programs. 3

Personnel system incentives are lacking

Several observers note that some State and local civil
service systems, originally designed to promote government
effectiveness through application of the merit principle,
have ncw become a barrier to more efficient and effective
management.,

The job security afforded civil servants allegedly
deprives them of an incentive to perform more effectively.
Managers and supervisors are very limited in their authority
to hire, fire, or promote based on job performance due to the
excessive reliance op examinations for recruitment and prn-
motion. As a result, State and local efforts to reward pro-
ductivity through the personnel system may be inhibited by
some civil servi-2 systems.
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Other barriers

Other barriers which inhibit successful implementation
of productivity programs once initiated include:

Inadequate measurement systems

The quantitative measurement of governmental outputs is
important for productivity programs bhecause it enables com-
parison with cost inputs, which are already quantified. How-
ever, the inherent difficulties involved in guantitatively
measuring the output of many public sector functions cause
problems in implementing productivity programs. Unlike the
private sector, the contribution of most public sector activi-~
ties is not easily measured or reflected in income statements.
Rather, much analytic effort is needed to specify the value
of governmental activities. Considerable caution must be
exercised to ensure that measures of output don't undesirably
skew program performance effectiveness or service quality.

For example, measurement of police productivity by total
numbers of arrests per officer could result in unacc-n»table
enforcement practices and massive burdens on the local court
system. ,

Conversely, good measurements: that are universally ac-
cepted can be very persuasive in gaining support for produc-
tivity projects. For example, the New York City sanitation
department used private garages' flat-rate book work standards
to double the department's truck repair productivity,

In many public services, the relationship between alter-
nate levels of inputs or resources and program output levels
is more obscure than for production-oriented services such
as sanitation garages. 1In areas like education and public
health, the =2fficient use of resources may have no measurable
impact on achieving effective program goals.

Perhaps because of these complexities, most governments
seem to manage by inputs, not outputs. Most local budgets
do not use efficiency or effectiveness measures, according
to an Urban Institute study.

Inadeguate information on
comparative performance

The differences among jurisdictions in performance for
a given service area are often great. For example, differ-
ences amonq cities in solid waste collection productivity of
as much as 300 to 500 percent have been identified, even when
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service variables and comnunity factors have been taken into
account. However, little comparative performance data is
available to State and local governments.

Comparative performance data has great potential useful-
ness to interested management. [For example, Buffalo, New
York, was spurred toc increase its fire service productivity
after comparing its fire performance and costs data with that
from other jurisdictions.

Information on productivity undertakings of other juris-
dictions may be helpful in implementing productivity programs.
When we asked officials of western jurisdictions for their
opinions on future Federal roles in State and local produc-
tivity, 120 of 156 officials expressed a need for synthesis
and dissemination of productivity information with emphasis
on:

-—Experience of other jurisdictions.
-—-Measurement systems,

--Federal funds available to support productivity
programs,

OVERCOMING BARRIERS

Because productivity improvement programs have a great
effect on the management of State and local employees and
pPrograms, significant internal barriers to the initiation
of such programs result. For example, recistance among employ-
ees and within the bureaucracy can grow because of the lack of
dramatic short-term benefits. Consequently, if change is to
occur the impeatus for it must be very strong. Productivity
improvement must become an internal priority of top management
before comprehensive improvement programs can be implemented.

External assistance, financial or otherwise, will gen-
erally not stimulate new productivity programs or change
internal management agendas. However, this ascistance is
useful to managers already committed to change.

While external assistance cannot ameliorate major

barriers, others can be overcome by external assistance
applied in the following ways:
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~-Reduction in start-up costs.

--Improvements in organizational and technical capacity
needed to understand and use productivity analysis.

--Provision of credible measurement systems.

--Dissemination of information on comparative perform-
ance and programs of other jurisdictions.

The foll»owing chapter will discuss the role played by
external assi tance.
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CHAPTFR 4

THE ROLE OF EXTERNAL ASSISTANCE

FOR PRODUCTIVITY IMPROVEMENT

As stated previously, external assistance does not provide
the primary stimulus or impetus for State and local govern-
ment productivity efforts, nor does it overcome major barriers
faced by State and local managers. However, there are useful
ways that outside help can support State and local produc-
tivity programs if internal management interest exists.

Most State and local governments need some kind of
externally provided technical assistance and information to
sustain and support productivity efforts partly becaus-s of
the lack of inhouse technical staff. Of all sources of
external technical assistance, State and local jurisdictions
most often used the networks and associations of State and
local officials for information and technical assistance,
relying least on the Federal Government.

As with technical assistance, ‘the availability of Federal
funds for productivity improvement was not the primary factor
responsible for program initiation. However, many officials
stated that the availability of the funds provided important
assistance facilitating more rapid and broader program devel-
opment and implementation, Federal funds may be particularly
significant to those local governments most in need of pro-
ductivity improvement but least able to afford it, i.e.,
governments with fiscal problems,

SOURCES OF EXTERNAL TECHNICAL ASSISTANCE

Non-F2deral sources of tecihnical assistance and information
for productivity improvement efforts are used more often and
evaluated more favorably by State and local officials with
productivity programs than Federal sources according to the
results of our survey, as shown below. State and local of-
ficials seem to accord higher credibility and trust to infor-
mation and assistance received through informal and formal
networks of their own counterparts and private consultants
of their own choosing.
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Frequency of use

(percent)
Technical assistance
sources Usually Occasionally Rarzaly
Non~-Federal:
Consultants 12.6 53.5 33.8
Colleges and universities 5.3 45.3 49.5
Other municipalities 7.9 39 53.1
Industry o ) 6.5 39.1 . 54.4
Public interest 4,5 30.3 65.2
groups
Other States 5.9 25.9 68.2
Federal:
Federal agencies 3.6 30.4 66.1
The National Center for 4.1 15.9 80
Productivity
Averages:
Non-Federal 7.2 39.3 53.5
Federal 3.8 23.1 73.1
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IMPACT OF NON-FEDERAL TECHNICAL ASSISTANCE

According to our survey, State and local governments
reported that they use private consultants, college and
aniversity expertise, and other sources most frequently to
assist them in developing productivity programs.

Ccnsultant, educational, and business sources

Private consultants, in addition to providing expertise,
provide services in other ways. They can recommend resolu-
tion of sensitive organizational issues as a somewhat objec-
tive third-party with more legitimacy than agents of top
management alone. For example, a Plainfield, New Jersey
official told us that the city began a new employee incent-
ive productivity program only after it was recommended by a
consultant acceptable to both management and labor.

Experts from colleges and universities and private
industry also served these dual functions. 1In our fieldwork,
we visited several regional or State productivity centers
operating under academic auspices:

-—-The Georgia Productivity Center performs reimbursable
technical assistance and training. At the time of our
visit, the center was being considered by LeKalb
County for assistance in evaluating its sanitation
department routes,

——The Center for Productive Public Management, john Jay
College, New York City, sponsors regional seminars for
State and local officials, maintains a comput=zrized
inventory of relevant literature on various aspects
of productivity, and publishes a quarterly rcview,
Public Productivity Review.

Private businesses, concerned about the health of their
localities, can often be valuable voluntary sources of as-
sistance for local government productivity programs, trans-
ferrirg their management or engineering expertise to the
government. For example, Niagara Falls, New York, received
the help of a private business group formed by concerned in-
dustrial leaders. The volunteer efforts of this group im-
proved city operations and achieved significant savings for
this financially troubled city.
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Networks link State and local
officials

Informal networks

State and local jurisdictions often use informal
personal networks for exchanging productivity information and
technical assistance. Visits to other jurisdictions are often
important in legitimizing productivity improvement approaches
to governments considering initiation of a program. For
example:

—--West Palm Beach, Florida, faced employee resistance
when it tried to introduce a new one-man garbage
truck. The city won the employees' support by send-
ing employee representatives to San Diego, California,
to see for themselves how the new truck was being used.

-~-Scottsdale, Arizona, contacted Houston, Texas, when
it wanted to institute a new computerized accounting
and resource management system being used by Houston.
Houston provided the necessary information, technical
assistance, and $150,000 worth of software.

Formal networks

Established national and State associations of State and
local officials have increasingly provided information and
technical support on productiviity. State and local govern-
ments frequently cite associations as important information
sources for their productivity efforts.

Many associations are involved with productivity projects,
including:

--The International City Management Association {ICMA)--
several important publications provide informatio: on
productivity. The "Jurisdictional Guide to Producti-
vity Improvement Projects," originally developed under
contract with the National Commission on Productivity,
is an abstract of over 400 productivity-related pro-
jects implemented by various local governments.

Under NSF contract, ICMA evaluates innovations and
publishes the "Innovations in Management Series" which
reviews and reports on evaluated innovated projects.
With National Training and Developuent Service, ICMA
is developing a comprehensive productivity improve-
ment training package. Most ICMA conferences include
sections on productivity in management.

~~National Association of State Budget Officers (NASBO)--
since 1973, NASBO has periodically published a
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compilation of management improvement studies done
by each State.

-—-American Public Works Association (APWA)--sponsors
sessiors and workshops on productivity at APWA con-
ferences. It reports on programs of its members,
including productivity, through newsletters and
publications.

Public Technoloqgy, Inc. (PTI) is a public interest
organization established in 1971 by the major associations
representing general State and local governments to encour-
age the nse of new technology to solve governmental problewms.
One hundred and ten cities and counties currently subscribe
to its services which include articulation of State and local
technology needs, development and testing of new products
and systems, and distribution of informationvand on-site tech-
nical assistance needéd to help State and local goverhments
implement new technology. Projects include productivity im-
provement and new management systems. In addition, PTI man-
ages three networks of local technology innovation funded by
the National Science Foundation (NSF):

--Urban Consortium--a coalition of representatives of
the 28 largest cities and 6 urban counties. The
consortium provides a forum in which technology needs
are defined, demonstrations are facilitated, and the
exchange of ideas is enhanced.

~~Urban Technology System-~a network of 27 local
governments that agree to accept and use a full-time
on-site "technology agent" to help the chief execu-
tive develop innovative solutions to problems, in-
cluding productivity. Twenty-three of the 27 original
cities will continue funding their transfer agent this
year, even though the Federal share dropped from 90
percent to 20 percent.

--Community Technology Initiatives Program—--a network of
30 cities and counties under 50,000 in population to
function like the Urban Consortium.

Recent NSF-supported research on local innovation
adoption concludes that associations of State and local cf-~
ficials have a large potential influence on technology dif-
fusion among their membership. However, the importance of
assocliations varies among service arecas. For example, State
bighway and transportation departments are part of a scrong,
tightly linked network including organizations such as
American Association of State Highway and Transportation
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officials. Analogous organizations in the air pollution
field are relatively weak by comparison.

State assistance

According to one State-sponsored study, 30 States offer
assistance to municipalities on management and organization
and 29 States offer training for local government personnel.

In our recent review of technical assistance 1/. lccal
governments reported that they contacted State agencies more
vften than any other information source for their overall
technical assistance needs.

IMPACT OF FEDERAL TECHNICAL ASSISTANCE

The role of Federal technical assistance is secondary
or supportive .at best. We did not find any case ‘a1 which the
availability of Federal technical assistance pro .ded the
major impetus for State and local productivity programs.
However, it has proven to be useful to support and sustain
orogram development once the internal management commjtment
to productivity has been secured.

In our fieldwork, several State and local governments
reported receiving reimbursable technical assistance from
several Federal agencies:

--Chicago, Illinois--the Generul Services Administration
(GSA) helped the city to instiiute records management
reforms.

--DeKalb County, Georgia--received GSA advice on energy
conservation and fleet management.

--San Diego County--the Navy helped establish a
departmental work measurement and scheduling program.

We found that federally sponsored research and information
on productivity can be helpful to those State and local govern-
ments with central management already interested in produc-
tivity improvement. Federally generated comparative perfor-
mance statistics were particularly helpful to Buffalo, New York.
City officials told us that a National Center for Prcductivity
publication containing comparative performance data on cities"
refuse collection productivity indicated that Buffalo was
inefficient relative to other cities. The city’s management

1/"state and Local Governments' Views on Technical Assistance"
(GGD~78-58, July 12, 1978), staff study.
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analysts used this data, along with comparative cost data from
the ICMA yearbook, to launch a measurement and productivity
improvement effcrt for Buffalo's refuse collection service,
resulting in a $1 million savings. Currently, the National
Fire Prevention and Control Administration is collecting
comparative data on local fire departments, and the Urban

Mass Transit Administration (UMTA) plans to collect data

on all public transit systems that will allow productivity
comparisons and identification by UMTA of inefficient transit
operators for purposes of targeting technical assistance,

Nevertheless, the impact of Federal technical assistance
is primarily dependent on internal management support. For
example, the National Productivity Center directed a project
to improve State and local productivity measurement techniques
at three jurisdictions by "Total Performance Measurement
(TPM) ," introducing an advanced measurement system combining
performance evaluations with employe: and consumer surveys.
The fuccess of this Center-sponsored effort has varied, de-
pending primarily on the nature of internal support:

—=In Washington State, a change in governors and
department directors decreased the enthusiasm of
participants in the TPM study and as a result all
project activity has ceased.

--Los Angeles County made progress on the TPM study
and prepared action plans for performance improve-
ment. However, the county was forced to delay fur-~
ther action due to fiscal difficulties and more
pressing priorities,

--Sunnyvale, California, completed its TPM study and
developed over 100 specified acticn plans to improve
productivity. However, a change in city managers has
cast doubt over prospects for project continuation.
The former city manager of Sunnyvale is now institu-
ting TPM within his new city--Long Beach, California.

IMPACT OF FEDERAL FUNDS FOR
PRODUCTIVITY IMPROVEMENT

Generally, we found that the impact of Federal funds for
productivity improvement has been to support locally origi-
nated efforts, not to initiate new productivity efforts.
However, we noted two significant exceptions where Federal
funds play a more vital, catalytic role:

--Risk reduction--Federal funds reduced the risks of
innovation when internal management within the

36



jurisdiction was divided over the wisdom of using
local funds for new untested management ventures.

--Fiscally troubled governments--Federal funds were
relied cn more heavily by local governments with
fiscal problems when management analysis lost in
the competition for shrinking local dollars.

Federal funds are primarily supportive

In our survey, State and local governments reported using
their own funds more often than any other source to support
their productivity improvement programs. Over 71 percent of
State and local governments reported using their own funds to
support the productivity programs, whereas 43 percent reported
usingy Federal funds. Only 12.7 percent of the governments
responding reported using Federal funds to support more than
half of their programs' costs, while using their own funds
for such support in 65 percent of the cases.

In our fieldwork, State and local officials indicated that
the primary contribution of Federal funds was to reduce the
start-up costs faced by those local governments already com-
mitted to a program, not to create demand within those juris-
dictions with no interest. For example:

-—Tacoma, Washington, sought Federal funds from
several agencies to support a number of tech-
nology innovation and organizational development
projects under a city manager who had an intense
commitment to managerial change.

--Lakewood, Colorado, used Department of Housing and
Urban Development (HUD) "701" planning grants to
help design their performance budgeting system with
strong prior commitment from top management.

~-Phoenix, Arizona, began a productivity program with
its own funds in 1969, but later used Comprehensive
Employment and Training Act (CETA) funds to hire
operations analysts and HUD "701" funds to assist in
developing a program budget.

Federal funds can reduce the
risks of innovation

However, in some cases, Federal funds play an important
catalytic role. Sometimes the commitment of top management
is a necessary but not sufficient condition for the initiation
of a productivity program.
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Because productivity or management imprcvement projects
do not deliver immediate, visible results and because
innovation itself is often risky in nature, selected officals
may be reluctant to use scarce local resources for these kinds
of ventures. 1In these situations, Federal funds can reduce
the risks to local decisionmakers, enabling them to agree to
management innovations that they would never approve with
local funds. 1Indeed, an evaluation of the Federal Inter-
governmental Personnel Act found that about 80 percent of
State and local project activities would not have been under-
taken without IPA funding.

In our fieldwork, we noted several cases in which fiscal
pressures and local resistance to innovation prevented inter-
ested managers from gaining the necessary local funds to begin
projects. In these cases, the local productivity effort may
not have been started without Federal funds. Forv example:

--San Francisco was able to begin its Work Standards
Measurement Program as early as 1972 because the IPA
program provided $42,000 to train operations analvsts.
In the opinion of a top city official, :he city may
not have started any management analysis program at
all without the IPA funding.

--Plainfield, New Cersey, initiated an employee incen-
tive productivity program with IPA funds. 1In the
opinion of a high city official, the council would
have not funded the needed consultant work with city
money, in spite of strong management support.

Federal funds are especially important
to fiscally troubled jurisdictions

As noted in chapter 3, start-up costs for productivity
programs in State and local governments with fiscal problenms
can be a significant problem. In our survey, 67 percent of
local governments with fiscal problems reported insufficient
funds as a major barrier. In an environment of shrinking
local budgetary resources, management analysis and improvement
efforts must compete with basic services for shares of a
smaller pie. Due to its long-range, low visibility nature,
management arnalysis and productivity improvement programs
can be viewed as a luxury by local official’s anxious to cut
programs and preserve services most important to public safety
and health.

Thus, it is not surprising that Federal funds seem to be
most important to those local governments most in need of
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productivity improvement, i.e., governments with financial
pProblems. As indicated by our survey, those local governments
with fiscal problems report a greater reliance on Federal
funding than local governments without fiscal problems, as
shown belcw.

Productivity programs financed with
Over 50% from Over 50% from

own funds Federal funds
{percent)
Local governments with
fiscal problems 55.5 19.6
Local governments without
fiscal problems 71.6 7.7

In our fieldwork, we noted an important example in which
Federal funds played a catalytic role for a city in fiscal
distress: Fiscal constraints that aroused the interest of
Jamestown, New York, officials in labor-management committees
for productivity also prevented the city from raising suffi-
cient local money to procure necessary expertise. After
a lengthy search, the mayor finally obtained Federal funds
for implementation of public and private sector labor-
management committees to improve productivity.

Federal funds do not guérantee long—-term continuation
of State and local productivity programs

Even when Federal funds stimulate productivity efforts
that the jurisdiction would not ocherwise have begun, local
adoption of the new productivity program as part of the on-
going governmental process remains doubtful and is contingent
on internal management commitment to the program.

The concept of the traditional "seed money" approach used
in Federal grant programs is that the presence of Federal
funds will convince the grantee over the duration of the grant
that the program is sufficiently valuable to be continued with
non-Federal funds over the longrun. The NSF-funded technology
transfer agent program has been a relative success--3 years
ago 27 cities were selected for participation; now, 23 of the
the cities have agreed to continue funding their agents with
primarily local funds as NSF's share has dropped from 90
percent to 20 percent of costs.
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However, State or local acceptance of federalily spawned
productivity improvement programs is an uncertain proposition.
Indeed, in the case of San Francisco, the management analyst
program started with IPA training funds has been hampered due
to a hiring freeze imposed by the Board of Supervisors on the
replacement of analysts.

Recent NSF-supported research supports the coaclusion
that internal governmental characteristics, including chief
executive interest, are the key factors influencing local de-
cisions to adopt innovations. A major study of 150 innova-
tions concluded that there was no relationship between suc-
cessful State and local adoptions of new technology and
Federal funding or technical assistance. In fact, Federal
support for innovations was found to be negatively related
to successful State and local incorporation of technological
innovations.l/

1/Robert K. Yin, et al., A Review of Case Studies of
Technological Innovations in State and Local Services (Santa
Monica, Cal.: RAND Courporation, 1976).
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CHAPTER 5

IMPACT OF THE FENERAL GRANTS SYSTEM

ON STATE AND LOCAL PRODUCTIVITY

As discussed in the prior chapters, the Federal Govern-
ment directly provides only minor support for State and local
productivity improvement programs. But a major impact on
State and local productivity itself could be achieved through
the Federal grants system which provides $85 billion to State
and local governments for service programs. The productivity
implications of Federal grants, comprising over 26 percent of
aggregate State and local spending in fiscal year 1979, could
be far-reaching compared with the small direct Federal in-
vestment in productivity improvement programs. Considering
the State and local matching fi'nds required by many Federal
programs, one observer nctes that at least 33 percent of
State and local budgets are potentially subject to Federal
grant program regulations.

The Federal grants system has a major negative effect on
State and local productivity because of the various program
structures and strictures imposed. This heavy Federal fiscal
influence, however, can be harnessed and restructured to of-
fer positive incentives to State and local yovernments for
productivity improvement.

MEGATIVE IMPACTS OF THZ
GRANTS SYSTEM

Many Federal grants system components are a fiscal and
administrative burden for participating State and local gov-
ernments. Such factors as the paperwork burden, compliance
with costly Federal standards, excessive delays invclved in
launching programs, matching and maintenance of effort re-
quirements, Federal funding formulas, and the excessive cate-
gorization of Federal assistance impose excessive costs on
State and local governments. As such, the grants system re-
tards State and local productivity levels and poses addi-
ticnal barriers to public managers intent on launching pro-
ductivity improvement efforts. 1Indeed, it is ironic that
many Federal grant requirements, e.g., merit standards,
originally enacted to modernize and improve State and local
administration of programs, had come to be viewed by some
grantees as obstacles to effective and efficient State and
local management. (Recent Civil Service Commission revisions
of these merit standards to make them more performance
oriented and give greater flexibility to State and local

officials may change this judgment.)
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Effects of Federal grant
administrative requirements

Many studies including those sponsored by the National
Governccs' Association, the Commission on Federal Paperwork,
and th: U.S. Department of Health, Fducation, and Welfare
(Region X), have addressed the negative impact of Federal
grant administrative requirements on State and local pro-
ductivity. The studies have found a lack of program coor-
dination among Federal departments or agencies that limits
program effectiveness, increases administrative burdens, re-
quires excessive reporting and paperwork, and delays funding
and program implementation due to lengthy approval proce-
dures, absences of program guidelines, and other administra-
tive practices.

A recent Commission on Federal Paperwork study found
that a needless paperwork burden was imposed on State and
local governments through Federal grants. The roport, Impact
of Federal Paperwork on State and Local Governments: An
Assessment, concluded that paperwork costs for Federal as-
sistance programs range from 1 to 10 percent of grant amounts.
If these paperwork costs were at the bottom end of the range
and accounted for 2 percent of total program costs, the
paperwork costs would exceed $2 billion a year. They be-
lieved, however, that the figure is closer to 5 percent of
program costs, or $5 billion annuallv.

The Office of Management and Budget (OMB) and the Fed-
eral agencies have made progress during the last decade to
simplify grant administrative requirements, but most eval-
uations of the Federal Government's management initiatives
have concluded that OMB and the agencies have been lax in
their enforcement of the OMB management circulars. Regqu-
lations and requirements have profused further saddling
the Federal grants process and reducing the effectiveness
of grant programs.

Increased costs and delays due to
Federal grant requirements

In many cases, the costs and delays involved in adher~
ing to the myriad of Federal requirements and standards arve
prohibitive,

According to an analysis by the National Association
of Counties (NACO), highway projects funded with the Federal
Aid Urban Systems Program (FAUS) were significantly higher
than similar projects funded by the counties mainly because
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of Federal requirements. In Jefferson County, Alabama, the
FAUS project was estimated to cost $4.5 million over a
6.5-year period, while a comparable county project was esti-
mated at $1 million for a 1.75-vear time frame. In another
instance, reconstruction of two bridges by the State of Ore-
gon was delayed up to 8 months due to Coist Guard insistence
on an environmental impact statement even though the Federal
Highway Administratiorn had ruled earlier that such a state-
ment was not required.

Federal citizens participation requirements compelled
New York City to hold a second set of public hearings on a
highway project that had already been the subject of separate
hearings as required in the City's capital budget process.
Additional costs and delays resulted.

We found instances in which governments elected not to
apply for Federal funds because the Federal requirements
would only serve to increase the total project costs. For
example, Montgomery County, Maryland, chose not to use Fed-
eral funds to construct a library. Even with a large riederal
match, the county's zosts would have been greater with Fed-
eral participation because of the enlarged total project
costs required to meet the additional Federal Davis-Bacon
Act prevailing wage standards.

The impact of Federal maintenance
of effort requirements

Maintenance-of-effort requirements are a potential prob-~
lem for State and local governments. Many Federal grant
programs require that State or local governments maintain
their prior levels of effort as a condition for receiving
Federal funds, so that the Federal money is used to supple-
ment existing State and local program activity. For State
and localities with a high level of prior fiscal involvement,
Federal funds can create an excessively large program. In
some cases. this could lead to inefficient or wasteful pro-
gram operations. For example:

-—-Fairfax County, Virginia--budget officers were in-
terested in trimming local funds for air pollution
control, but felt constrained because the Federal
Environmental Protection Agency (EPA) requires grant-
eées to maintain their air pollution spending at
last year's levels.

--State of Wisconsin--for sometime, the State had been

providing free public education for handicapped
children. With increasing Federal funds becoming
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available under the Education for All Handicapped
Children Program (P.L. 94-230), some officials in
the State are apprehensive that the new influx of
Federal funds will create a total program with unit
costs in excess of State standards if the State
must also maintain its current level of effort.

Funding formulas

Most formula grant programs do noc use productivity as
a factor to determine distribution of funds among the States.
Also, the formulas themselves can create inefficiencies by
using factors diametrically opposed to efficient program
operations.

In some of the larger grant programs, such as the Social
Security Act's title XX Social Services program, the Law En-
forcement Assistance Administration's (LEAA's) program, and
the food Stamps program, formulas do not take ovroductivity
into account when funds are distributed. The title XX pro-
gram distributes funds based on the number of needy persons
in the State, LEAA based on 5State population, and Food Stamo
funds are based on the number of low-income persons. Because
State and local governments received fixed allotments of
funds by formula, irrespective of their efficiency, there
is no ircentive for States to economize with Federal dollars.

Specific formulas may inadvertently encourage grantee
inefficiency. Of the 93 Federal grant vrograms which dis-
tribute money by formula, 30 reward State and local govern-
ments for increased expenditures in the program arzea. Fed-
eral assistance under these 30 program may be affected if
the grantee reduces expenditures due to productivity improve-
ment. For example, the Department of Labor's Unemployment
Insurance is a 100-percent federally funded program which
distributes money to States to operate unemployment insurance
programs. Under the current funding formula, States are
given funds based on pre-established base levels of time to
be spent per client. If less time is spent per client than
the base level, say as a result of increased efficiency, the
State receives less money for staffing purposes even though
its workload is not necessarily reduced. Conversely, if
more time is spent pver client, the State receives more money
even though its workload is not necessarily increased.
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The categorical grant system
can 1nhikit productivity

Most studies of the grant system conclude that the
categorical nature of the Federal grant system is a major
factor contributing to unnecessary paperwork requirements
and administrative inefficiency at the State and local
level. The typical finding is that the myriad of programs
supported by Federal grants to States and local governments
generates paperwork to fulfill the Federal Government's de-
sire to assure accountability and that these requirements
adversely impact on State and locals. Both the National
Governors' Association's studies and the Federal Paperwork
Commission's reports state that categorical programs should
be consolidated to reduce the costs of intergovernmental
management.

One of our reports 1/ also pointed out the problems
in meeting needs with the categcrical grant system. The
report found multiple programs for similar needs, such as
7 Federal programs providing funds for outpatient health
services, and 11 Federal programs providing funds for child
care activities. Program consolidation was cited as a means
to achieve a more comprehensive and efficient system to de-
liver services.

The teport also pointed out that the corresponding
multiple funding sources created administrative problems
for grantees when several funding sources must be tapped
to obtain sufficient funds to operate a project. In addi-
tion to increased costs and delays, the problem of multiple
funding sources can lead to service inefficicencies and even
absurdities at the local level. For example, Chicago,
Illinois, officials could not serve a USDA-funded lunch to
youths hired under the CETA program because the age eligi-
bility of the two programs differed and could not be recon-
ciled.

The categorical system tends to weaken the control of
general managers (e.g., city or county managers, state
budget offices) by establishing special relationships
and separate lines of accountability with functional spe-
cialists responsible for administering the grant. Many
Federal programs prescribe the organization structure to be

1/"Fundamental Changes Are Needed in Federal Assistant to
State and Local Governments" (GGND-75-75, Aug. 19, 1975),
report to the Congress.
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used by Stcte and local governments in some detail. At
times, speciil office or planning districts dedicated to

the particular Federa. 'ir:gram must be established in
order to receiv> Fede' 1* +.~35 irrespective of local manage-
ment plans or stru~tu < ..

Needless duplicat ¢! and ¢ 2rlap result from the exces-
sive organizational frac« :ntation fostered by Federal grants.
Our recent report on Federal rianning assistance 1/ concluded
that the fragmentation spawred by Federal planning require-
ments needlessly complicates State and local comprehensive
planning and frustrates efforts to coordinate programs. Ex-
cessive fragmentation may also prevent State and local gen-
eral managers from consolidating operations to increase their
efficiency.

The 1960s and particularly the 1970s saw the Federal
Gouvernment begin new approaches to providing assistance to
State and lccal governments. The pattern of increasing as-
sistance through narrowly defined categorical programs was
somewhat altered with the enactment of broader purpose block
grants and general revenue sharing. However, the block grant
approach was never well defined with the result that, at the
delivery level, a number of them appear to be reverting back
to the narrow, cateqorical approach. Seventy~five percent of
Federal assistance dollars in fiscal year 1978 will be spent
on categorical grant programs,

POSITIVE PRODUCTIVITY INCENTIVES
IN THFE GRANT SYSTEM ARE LACKING

Although some Federal requirements, e. 9y planning and
merit standards, are ostensibly designed to improve State
and local managerial competence, the Federal grant system
seldom rewards grantees for efficient and effective perform-
ance in the aided function. 1In fact, in most programs with
a high Federal "match," productive grantee performance may
be discouraged beccuse cost savings achieved by State and
local grantees accvrue primarily to the Federal Government.,
In some cases, insufficient Federal program concern for
performance and inadequate grantee incentives may cause
overall program performance to suffer in comparison with
other State-funded orerations,

l/"Federally Assisted Areawide Planning: Need to Simplify
Policies and Practices" (GGD-77-24, Mar. 28, 1977), report
to the Congress.
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Federal nrograms are not sufficiently
concerned with grantee productivity

Federal grant programs have substantive policy objec-
tives that are of primary importance, e.g., promote more
day care opportunities for the needy. However, in pursuit
of these program objectives, Federal agencies often are
seldom concerned with grantee productivity. Thus, many Fed-
eral programs distribute funds among the States based on
consideration of sccio-economic equity or program need, ir-
respective Oof comparative performance levels among grantees,
Also, -through General Revenue Sharing,. block yrants, and
other grant reform efforts, the "new federalism" has placed
a premium on grantee flexibility in the use of Federal funds
which may conflict with efforts to increase grantee account-
ability for performance.

When it comes to distributing money among grantees, most
Federal funding formulas do not take grantee performance
levels into account., As a result, grantees receive no Fed-
eral recognition or benefit for achieving cost savings with
Federal funds and savings generally accrue to the Federal
Government. )

Among the 12 programs that we examined, we found that
Federal agency evaluations of State and local use of grant
funds do not systematically review efficiency of grantee
performance. Instead, most Federal program reviews are de-
signed to test grantee compliance with existing statutes and
regulations. For example:

--Title XX, Social Services program--Nfficials responsi-
ble for the social services block grant program to
the States (title XX, Social Security Act) report that
they monitor State agencies for compliance with title
XX regulations. Because the program funds Stetes
through a needs-based formula, the officials can't
dictate performance levels and don't address gquestions
of efficiency and effectiveness as a regular part of
their management review of States.

--Food Stamps--Even though recent legislative amendments
required the Secretary of Agriculture to evaluate the
"efficiency and effectiveness" of State food stamp
administation, Agriculture officials indicate their
"Efficiency and Effectiveness Program® consists en-
tirely of reviews of States' compliance with agency
regulations. The relative efficiency and effective-
ness of States to increase measured output with given
Federal funds is not addressed.
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Lack of incentives to improve
productivity among grantees

Since the level of Federal funds received is usually
not related to performance, State and local grantees them-
selves have very little financial incentive to use Federal
funds in the most efficient and effective manner. 1In fact,
with few exceptions, grantees mist return Frderal funds if
the costs of operating the gran. program are reduced for effi~
ciency or other reasons.

To encourage more effective grantee management of Fed-—
eral funds, the Federal Government often requires matching
as a condition for participation in Federal grant programs.
According to the Advisory Commission on Intergovernmental
Relations, 60 percent of Federal grant programs for State and
local governments require a non-Federal match. An important
reason behind congressional or administrative formulation
of matching requirements has been to ensure a grantee finan-
cial stake in the management and effectiveness of the grant
program,

Our current review of Federal matching requirements has
found that, in most cases, match does not elicit dreater
grantee fiscal or management concern or control over the
grant project because most non-Federal match is low and can
‘e provided from existing in-kind resources. State budget
directors told us that grant programs requiring less than 25
percent grantee contributions were not reviewed as closely
as their own programs. 1In addition, many State legislatures
do not concern themselves with Federal grant programs as
witnessed by the fact that many legislatures do not appro-
priate Federal funds at all as part of the State budqget.

Matching requirements may not be an effective Federal
tool to encourage more riqorous State and local management
of Federal grant programs when the non-Federal match is low
because the low match does not call forth the kind of fig-
cal effort needed to agive grantees a natural stake in the
operations of Federal grant programs. On the other hand,
when non-Federal match required is high (approximately 50
percent) or is hard cash, serious distortion of State and
local priorities and nonparticipation by fiscally troubled
grantees can occur. Additionally, if the non-Federal match
is high, the burden for grants performance is shifted away
from the Federal Government cn to the grantee. This nay be
inappropriate in programs in which :he grantee is helping the
Federal Government to implement naticnal policy.
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For programs funded entirely with Federal funds, we were
told that these programs can escap= any review, especially
when the extent of Federal or non-Federal responsibility for
program performance is ambiguous and even disputed. For
example, Federal officials view the administration of the
State unemployment insurance program as a State responsibil-
ity, but some State Budget and Legislative of..cials view it
as beyond the reach of their own control because if is 100
percent federally funded.

In some instances, Federal grant programs operations
were not subijected to the grantee's productivity or manage-
ment improvement program. In Wisconsin, for example, the
State's productivity program has cenerally excluded Federal
funds from its purview. On the other hand, ve found one case
in which San Piego County, California, through its productiv-
ity improvenent program, reduced its food stamp administra-
tive costs by 43 percent, its eligibility error rate by 24
percent, and average client waiting time by 40 minutes. Re-
cause most food stamp adminictrative costs and all benefit
payments are borne by the Federal Government, the primary
savings from San Diego's program accrued to the Federal Gov-
ernment. Yet, one county official stated that the U.S. De-
partment of Agriculture had to b - persuaded to help pay for
the study.

POSITIVE INCENTIVES TC REWARD
IMPROVED PRODUCTIVITY

Although most programs we examined had no explicit re-
wards for improved grantee productivity, we looksd at four
programs which included positive incentives. By offering
financial rewards to grantees who improve their productiv-
ity, these programs seek to encourage more efficient manage-
ment of Federal funds.

The inclusion of positive incentives attests to the
feasibility of introducing productivity measures into the
Federal grants system. But the widespread adoption of posi-
tive incentives has been hampered by (1) the difficulty in
establishing credible measures of grantee productivity, and
(2) the lack of central management evaluation and direction
over the grants system.

Ongoing Federal grant programs that reward productivity

The four programs which include positive incentives for
increasina grantee productivity are discussed below.

49



--State Employment Services, Department of Labor--
program funds are distributed to States based, in
part, on State performance as measured by comparing
each State's job placement performance per staff-year
with its "expected" performance. This performance
factor accounts for 15 percent of the allocation
formula.

--Food Stamp Program, Department of Agriculture--
agricultural amendments enacted in 1977 provide for
a 10 percent increase in Federal reimpursement of
administrative costs for those States reducing error
rates below 5 percent.

--Child Support Enforcement Program, Department of
Health, Education, and Welfare--local governments can
retain a certain percentage of Federal welfare savings
accruing from increased child support payments col-
lected as an incentive for improved performance.

-~Work Incentives Program, Department of Labor--this
pProgram provides money to train or employ welfare
recipients. Twenty percent of new funds ailocated
among the States is based on their comparative per-
formance in achieving program g~-.is most efficiently,
as measured by cost-benefit ratios for welfare grant
reductions and recipient wages earned. Another 10
percent is allocated based on the extent to which
each State achieves its own potential performance gozls
measured against its own past performance.

The initiatives to improve grantee productivity dis-
cussed above were individually undertaken by the Federal
agencies. The Federal Government as a whole, however, has
not centrally evaluated existing efforts nor promoted new
efforts to incorporate positive productivity incentives into

the grants system.

Development of performance measures--a
necessary first step

Before incentives to encourage greater productivity can
be incorporated into grant programs, it will be necessary for
Federal agencies to develop credible measures of performance
to enable comparisons of inputs with program outputs.

Federal efforts to develop credible measurement ¢ ystems
to evaluate grantee performance encounter prcblems in defin-
ing program outpits and specifying their relationship to in-

puts. Additionally, measures used to allocate Federal funds
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must be sensitive to comparative performance and environ-
mental and structural differences among the States; e.q.,
cost cf living 1ifferences and population density, that af-
fect performance in ways not controllable by governmental
officials. While the development of measures is a chal-
lenging task, it is an important step that should be under-~

taken more widely by Federal agencies either administratively
or pursuant to legislative direction.
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CHAPTER 6

DIRECTION OF FEDERAL PROGRAMS ASSISTING

STATE AND LOCAL PFRODUCTIVITY IMPROVEMENT

The Federal ef’orts to provide financial and technical
assistance for State and local productivity improvements are
varied and fragmented and the activities are not fully co-
ordinated or centrally directed. Furthermore, most assis-
tance is directed toward functional program activities and
very little toward central management activities. As a re-
sult, there is no recognized focal point ac the Federal level
for State and local management improvement that is sensitive
to the needs of all State and local managers and 1s able to
direct assistance to that level of State and local government
that can best initiate and implement productivity improvement
programs.

SCOPE AND NATURE OF FEDERAL ASSISTANCE

The Federal programs assisting State and local produc-
tivity are varied und fragmented and not well coordinated.
Each proogram appears to have its own agenda, sometimes for-
mulated without the benefit of extensive formal contact with
other interested agencies' programs. Central management di-
rection for Fzderal programs assisting State and local pro-
ductivity is lacking.

A listing of the most prominent Federal programs provid-

ing both financial and technical assistance for State and
local government productivity improvement follows.
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In addition to the above programs, several Federal agen-
cies potentially could assist State and local productivity
efforts, but they are not currently active or have unfocused
efforts., For example:

-~-The Bureau of Labor Statistics®' Office of Productivity
and Techneclogy spends $1.7 million annually for mea-
suring private and public sector productivity. Yet
there is no work being done specifically on measuring
State and local productivity.

--The Federal Mediation and Conciliation Service could
provide technical assistance in labor relations to
State and local governments, but its services have not
been extensively used. According to a recent study,
$500,000 of potential assistance could be made avail-
able to State and local governments, some of it for
support of labor-management committees on productiv-
ity.

--GSA provides reimbursable technical assistance to
State and local governments for management areas
such as records management, fleet management, con-
struction management, and energy conservation. This
effort, however, is not centrally coordinated within
the agency, and therefore not highly visible.

Most Federal assistance for State and local management
improvement is oriented towards the needs of functional pro-
gram specialists in such areas as environmental protection
or law enforcement rather than general or central managers,
e.g., city mangers, state budget officers. Yet, we have found
central managers to be vitally important in the initiation
and implementation of any comprehensive productivity improve-
ment precgram that covers many services and is integrated into
ongoing budgeting and personnel management systems.

Previous studies of Federal management assistance have
concluded that most Federal assistance for State and local
management improvement is not oriented to the needs of gen-
eral managers responsible for overall vol.icv developuent and
resource management. A 1975 OMB study found that of §$512
million of Federal management assistance available to State
and local governments in fiscal year 1974, less than $79 mil-
lion was available for central or general management. A
1977 staff study by the President's Federal Personnel Man-
agement Rocrganization Project identified 8 Federal pr.grams
supporting State and local general management "development"”
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or capacity building amounting to $46.5 million or less than
0.1 percent of tctal projected 1978 Federal aid to { tate and
local governments.

We identified the most significant Federal programs
which provide research and demonstration grants, and direct
funding for State and local general managers interested in
productivity. The information follows.

—-The Civil Service Commission's (CSC's) Intergovern-
mental Personnel Program (IPA), authorized in 1970,
is the broadest program currently available to State
and local general managers for management improve-
ment. While training grants are available for gen-
eral management purposes, grants for management
Systems are limited to personnel administration im-
provements. Nevertheless, CSC estimates that 15
Dercent of all grants are awarded for productivity
projects, or $3 million of its $20 million fiscal
year 1978 budget., Although most funds go to the
States by formula, CSC awards discretionary grants
to public interest groups and State and local gov-
ernments for training and demonstration projects,

-~HUD's Office of Policy Development and Research
develops projects to increase the capacity of State
and local management in order to promote the effec-
tiveness of Federal urban policy programs. Under
this program, HUD provided $1 million for a number
of innovative productivity projects in local govern-
ments and for developing curricula for productivity
courses in schools of public administration. 1In
recent months, the Department has reoriented its capa-
city building program away from productivity projects
to a State and local fiunancial management improvement
program. (Fiscal year 1978 budget--$2.5 million for
capacity building.)

--NSF's Applied Productivity Research and Technology
(APRT) Division supported research and development
aimed at measuring the effectiveness, efficiency,
and equity of public service delivery systems. The
estimated fiscal year 2978 funding for State and
local productivity was at least $3 million. APRT
developed a handbook to assist local officials to
select effective resource recovery techneclogy. It
also developed a productivity measurement system for
purchasing departments. Recently, APRT was reor-
ganized into a new Division of Applied Research and
charged with funding applied research of all kinds.
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Because of this, NSF officials feel that signficantly
less funding will be available to support public sec-
tor productivity research.

~-NSF's Intergovernmental Science and Research Utiliza-
tion Division furds a series of programs to integrate
science and technology research into State and local
policymaking. Two major efforts are the Urban Con-
sortium which links staffs of the largest cities to-
gether to formulate common technology needs, and the
Urban Technology System, which places technically
trained experts in 27 middle-range lncal governments
to help top officials utilize applicable technology
in goverrment. The estimated fiscal year 1978 fund-
ing was $5.5 million.

--The National Center for Productivity and Quality of
Working Lile, directed to stimulate productivity im-
provement efforts in all sectors, allocated about
$500,000 to the improvement of State and local pro-
ductivity. Its activities included sponsoring re-
search on measurement systems, developing projects
to demonstrate different anproaches to productivity
“~provement, sponsoring conferences and seminars
. o State and local officizls, and disseminating
information on productivity through a number of
publications to State and local officials. An in-
depth evaluation of its efforts is presented in
the GAO report discussed on page 1.

CENTRAL FOCUS FOR FEDERAL PRODUCTIVITY
ASSISTANCFE EFFORTS IS NEEDED

Several limited attempts have been made to provide lead-
ership and coordination for the various Federal programs sup-
perting State and local productivity. The National Center for
Productivity was charged by the Congress to coordinate all
Federal programs to improve national productivity. However,
the Center's coordination efforts have been minimal in sScope
and ineffective due to ite insufficient staff, lack of top
management support and lack of leverage over Federal agencies
as noted in our prior report.

HUD's Office of Policy Developmen- and Research and
CSC's Bureau of Intergovernmental Personnel Programs signed
an interagency agreement to encourage more cooperation and
coordination in their State and local management assistance
programs. For example, HUD and CSC officials have worked
closely on HUD's new Financial M:nagement Capacity Sharing
Program. Since the IPA program already supports many training
programs in financial management, it is possible that State
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and local officials will direct a larger proportion of avail-
able IPA funds to financial management training. This agree-
ment, however, was made between the agencies without involy-
ing the National Center.

Within the President's Office of Science and Technology,
an Intergovernmental Science, Engineering, and Technology
Advisory Panel (ISETAP) was established to make existing Fed-
eral research and development efforts more relevant to State
and local needs. ISETAP is beginning to review the techno-
logy transfer activities of Federal agencies in an effort to
coordinate them and make them relevant to State and local
governments' needs. However, its efforts are focused pri-
marily on "haru" technology transfer programs as opposed to
management and productivity improvement programs.

Great potential exists for more interagency cooperation
over the myriad Federal efforts to improve State and local
productivity. The Federal effort needs central management
direction so that:

--Information on Federal assistance available to
State and local governments for management improve-
ment and productivity can be centrally available
and disseminated. 1In our survey, 92 percent of
State and local governments responding indicated
that a periodic listing of Federal assistance would
be useful.

--Pricrities for allocating Federal funds can be es-
tablished. A comprehensive list of priorities for
the Federal role in State and local productivity was
developed by the Public Sector Committee of the
National Center on Productivity anrd the Quality of
Working Life. However, this list was not a signifi-
cant factor for other involved Federal agencies in
setting their own program agendas.

——-A central broker can emerge that is both sensitive
to State and local management problems and is able
to secure appropriate Federal actions,

--Duplication among the Federal agencies can be mini-

mized or eliminated and contact emong relevant pro-
grams' officials be increased.
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CHAPTER 7

CONCLUSIONS AND RECOMMENDATIONS

CONCLUSIONS

The Tederal Government should be concerned about State
and local productivity bacause of its interest in strengthen-
ing the national economy as well as its increasing role in
proviaing funds to State and local governments for service
delivery. Thus, the Federal Government should encourage
and support State and local government efforts to improve
their productivity.

Although the Federal Government cannot provide the pri-
mary stimulus or impetus for State or local productivity im-
provement efforts, Federal financial and technical assistance
can be valuable to State and local governments once suffici-
ent internal management interest has been initiated. State
and local governments generally need some kind of externally
provided information, technical assistance, and/or funding
to sustain and support their own productivity efforts.

Federal assistance for general
management improvement 1s needed

The development of a more effective Federal role in help-
ing interested States and localities improve their productiv-
ity must be part of a broader program to improve the qgeneral
managerial capacity of these governments. Our review indi-
cates that there is a convinuing need for better quantita-
tive measures and performance data. 1In addition, there is
also a need for State and local managers and management sys-
tems that have the capacity to utilize productivity aralysis
in the ongoing administration of publi:- services. While
the Federal Government has a large array of small technical
assistance programs available to improve State and local
management of soecific programs, there is currently no single
recognized Federal program charged with improving State and
local government management on a government-wide basis.

As part of a State and local management improvement prou-
gram, the Federal Government should pursue the following
strategies:

--Fund a limited seed money grant proqgram for general
maragement improvement. Since management innovation
projects are often ton risky or peclitically unre-
warding to gain full iritial local subport, Federa?
grant funds can help initiate these projects, espe-
cially in jurisdictions with fiscal problems.
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Maximum local discretion over use of these funds should
be allowed in support of specific productivity improve-
ment projects by jurisdictions with sufficient interest
and in support of other kinds of general management
system innovations or training programs that could in-
directly improve productivity among jurisdictions not
yet in a position to embark on specifie productivity
ventures.

—--Increase funding for national research and demonstra-
tion programs in public management. This would help
satisfy the continuing need for development of better
measurement systems, comparative performance statis-
tics, and alternate approaches to the delivery and
management of public servi.es. This is especially
important due to the recent reduction in NSF's fund-
ing for this purpose.

--Improve information available to State and local gov-
ernments on management improvement and productivity
through a clearinghouse as recommended in our prior
report. Working through networks of State and local
officials, the Federal Government can foster more ef-~
fective dissemination of information on measurement
systems, new management approaches, comparative per-
formance data, and the productivity programs and
problems of other jurisdictions,

In our opinion, a general management improvement pro-
gram could be developed by strengthening existing programs.
For example, the Civil Service Comission's Intergovernmental
Personnel Program already provides both seed money grants
and research and development funding to¢ State and local gov-
ernments for personnel management improvements, including
productivity. The program could be changed to include
general management improvement by broadening its legislative
authority.

Changes needed in the Federal ¢ ‘s system

Congressional and administra-ive officials responsible
for formulating and implementing Federal grant programs
should be more concerned over the impact of grant policies
and procedures on State and local management and productivity.
In spite of administrative elforts made over the last Jdecade
to simplify and streamline Federal grant procedures, funda-
mental changes in the structure of the Federal assistance
system are still needed to remove the substantial disincen-~
tives to grantee productivity.
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Major grant system changes which should be considered
to remove some of the negative impacts on State and local
productivity include:

--Reduction of Federal reporting and paperwork requests
and requirements, along the lines recommended by the
Federal Paperwork Commission.

--Standardization of Federal employment, nondiscrimina-
tion, environmental review, planning, and other "cross-
cutting” requirements among all Federal programs, with
designation of an appropriate Fedecral cognizant agency
for certification of grantee compliance with each re-
quirement. Legislation was introduced in the 95th
congress, 2nd Session, to streamline and simplify
"cross-cutting"” requirements. (Federal Assistance Pa-
perwork Reduction Act, S. 3267.)

--Consolidation of categorical gran: programs into
broader-purpose block grants whencver feasible. Le-
gislation introduced in the 95th Cengress, 2nd Ses-
sion, would help facilitate consideration of this
approach. (Small Communities Act of 1978, S. 3277.)

~~Elimination of many detailed procedural requirements
and controls over grants administration--e.q., per -
sonnel qualifications, structure of grantee operating
agancy, citizens participation--if accountability for
program results based on quantitative performance

standards is established.

There is a need to more widely incorporate performance
measur:s and criteria in Federal allocation formulas and
standards used to evaluate grantee performance. The concept
of incentives and performance standards needs to be consi-
cered when grant programs are either created or reauthorized.

The sorting out of Federal assistance progrems along the
lines contemplated by the recently enacted Federal Grant and
Cooperative Agreement Act (P.L. 95-224) may identify the
circumstances as to which programs should appropriately in-
clude performance incentives in addition to other factors
for distributing funds. Applying performance incentives may
be most appropriate, for example, in those Federal programs
whose main purpose is to enlist State and local participation
in achieving certain national priorities and objectives,
e.9., provision of drug abuse services and water pollution
control. 1In these cases, the intergovernmental relationship
is somewhat contractual in nature. Conversely, performance
incer tives may not be appropriate for those Federal programs
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whose primary purpose 1s to financially help State and local
governments meet their own priorities, e.g., fiscal relief
and crime reduction. In these cases, the assistance is more
cf a grant than a contract.

Federal focal point

A Federal focal point for State and local management im-
provement and productivity is needed to provide leadership
for the proposed management improvement programs and to assist
in promoting increased concern for State and local productivity
throughout the Federal grants system. Its mission would be
to set policy and provide leadership for Federal research, de-
monstration, and capacity building ¢ fforts aimed at improving
State and local general management and productivity. The focal
point would also serve as a broker, reflecting the needs of
State and local managers through periodic needs assessments
and attempting to change Federal prcgrams and policies accord-
ingly.

Also, the focal point would be responsible for more
closely coordinating Federal research and development pro-
grams relatini to State and local prnductivity to ensure
more effective use of limited Federal funds to meet State
and local needs. Assessment of State and local r.eeds should
be periodically performed by the focal point, as well as es-
tablishment of a basic annual plan for Federal research and
development programs in this area.

Recent Federal attempts to more effectively coordinate
existing Federal financial and technical assistance programs
for State and local productivity improvement have met with
only limited success. 1In our earlier report, we concluded
that the National Center for Productivity and Quality of
Working Life had insufficient resources and leverage needed
to effectively lead or coordinate other Federal agency activi-
ties. Now that the Center has been terminated, the emergence
of a stronger focal point for State and local productivity
iz even more critical.

RECOMMENDATIONS

To the President

The Federal eifort to encourage and support State and
local goverament productivity undertakings is varied and
fragmented. We therefore recommend that the President es-—
tablish a focal point at the Federal level with clear au-
thority to oversee and provide stronger leadership for
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Federal efforts assisting State and local maragement improve-
ment ard pioductivity, It is important that the President
seek adequate funding for the focal point commensurate with
this respcnsinility.

In our prior repcrt on productivity, we suggested that
the Civil Service Commission, soon to become the Office of
Personnel Maragement, would be the nost appropriate location
for the State and local productivity focal point. CSC offers
che advantages of organizational stabilitv, familiarity, and
experience with State and local management improvement
th.cugh the Intergovernmental Personnel Program, and an over-
view perspective that would enable it te better handle State
and local government produ:tivity problems tnat cut across
existing line agency bounaaries.

Te the Congress

3ecause the Federal assistance system is not suffici-
ently concerned witn State and local gevernment productivity,
we recommend that th2 Congress institute fundamental chang s
in the assistance system by removing barri<rs retarding
State and local government oroductivitv -..¢ by incorporating
positive incentives to reward improved productivity in exist-
ing and future assistance programs where appropriate. Legis-
lation has been introduced in the Senate that would remove
some of the barriers by streamlining and simplifying the as-
sistance systen.. Legislation is also needed to incorporate
positive incentives into the assistance system.

Federal funding for genersal management improvement at
the State and local gove:znment levels and for information
on comparative peiformance among the governnents is needed.
We therefore recommend that the Congress (1) amend the In-
tergovernmental Personnel Act to aithorize funding for gen-
eral management improvement projects for State and local
governments and (2) proviue neeaed funding to the Bureau of
Labor Statistics to measure State and local productivity
trends under the general direction of the proposed Federal
focal point for »roductivity.

Furthermore, we recommend that the Congress provide
sufficient funding for the proposed Federal foycal poi.* to
enable it to eflectively perform the tasks diucussed « ov:.

AGENCY COMMENTS

A draft of this report was distributed to OMB, the Civil
Service Commission, the White Housa O”fice of Intercovernmental
Relationc, and the oublic interest groups representing otate
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and local governments. The OMB, Civil Service Commission
and public interest groups responses are included as appen-
dixes I, II, and III, respectively.

OMB, in commenting on the report, found it difficult to
take a position on our recommendations at this time. On our
recommendations for a general management improvement program
and a Federal focal point for State and local productivity,
OMB stated that

"* * * we have been working during the past se-
veral months to develop a framework for a new
Administration effort in produccivity improve-
ment, including the establishment of a Produc-
tivity Council to study productivity issues and

to coordinate productivity improvement programs.
Based on this work we feel that there are a num-
ber of questions concerning the appropriate scope
of Federal support of State and local productivity
improvement, and the cost of such support. There-
fore, if the Council is approved by the President,
we plan to make State and local productivity im-
provement one of the first study issues. The GAO
report will provide excellent background for the
Council's sturf ». -

On our recommendation concerning funding for the Bureau
of Labor Statistics to measure State and local productivity
trends, OMB stated that the value, practicability, and costs
of such a program should be considered in the general study
of Federal support for State and local productivity improve-
ment.

Executive Order 12089 and an accompanyingy memorandum,
signed by the President on October 23, 1978, outlined a
national productivity program to carry on the functions of
the National Center. Provision was made t~ establish a
Cabinet~level Productivity Council and to 2legate respon-
sibilities for productivity irmprovement for various sectors
of the economy to designated Federal lead agencies. However,
a focal point for State and local productivity was not de-
signated, put rather deferred for later study by tlie Council,
We find it regretta'e that a focal poinc was not designated
to deal with State and local productivity anu fear that,
with tne Center's termination, Federal involvemcnt in this
crucial area could dissipate. While OMB indicated that the
Productivit Council would undertake a study of State and
local jroductivity improvament, a Federal leadership vacuum
will be created until the study is completed and the Council
considers any future recommendations.



The Civil Service Commission found the report to be
useful and supported our recommended general management im-
provement program, noting that its current Intergovernmental
Personnel Program uses this strategy for personnel management.
CSC specifically supported our recommendation that a Federal
focal point for State and local productivity be designated
with appropriate funding and expressed the belief that the
Commission would be a logical agency to perform this role.

The major public interest groups supperted our conclu-
sions and recommendations. In joint letters to the Assist-
ant to the Pre=sident for Intergovernmental Affairs, OMB, and
the Commission, they expressed concern that a Tederal focal
point for State and local productivity be designated t¢ con-
tinue and expand upon the work of the expired National Pro-
ductivity Center.

In a draft of this report, we suggested that respon-
sibility for removing barriers to productivity and incorpor-
ating positive incentives in the grants system should rest
with the proposed tncal point. Both CSC and the major pub-
lic interest groups —ommented that the responsbility should
rest with OMB, which has oversight responsibility of Federal
management efforts and the authority to develop and enforce
systemmic procedures. While the proposed focal point must
play a key role in grants system changes, we agree that over-
all guidance and leadership from OMB is needed, and therefore
are making the following recommendation to OMB.

RECOMMENDATION TO THE DIRECTOR, OFFICE
OF MANAGEMENT AND BUDGET

We recommend that th. Director, Office of Management
and Budget, with the assistance of the focal point and
with the support of the Productivity Council, lead a
governmentwide effort to promote increased concern for pro-~
ductivity in Federal assistance programs. We recognize
that OMB has and continues to play an active leadership
role in attempting to ameliorate many of the administrative
problems which plague the intergovernmental fiscal system
and impact adversely on State and local productivity. While
we encourage additional grant system reform efforts to ease
its productivity barriers, the effort we are recommending
moves in the direction of using positive productivity in-
centives--a relatively unexplored approach. Such an effort
would include an examination of the existing Federal programs
which currently use positive productivity incentives an? an
identification of additional programs where positive incen-
tives would be most appropriate aand beneficial.
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While our recommendations may have budgetary implica-
tions for the Federal Government, the payoff to the entire
public sector from an effective effort would far outweigh
these costs. 1In fact, it is somewhat ironic that the Fed-
eral effort to enhance State and local productivity has suf-
Fered with the funding reductions in relevant research and
development efforts at the Fedevral level at a time when the
public's demands for less costly and more efficient govern-

ment are growing.
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APPENDIX I APPENDIX

FXECUTIVE OFFICE OF THE Fi‘ESIDENT
OFFICE OF MANAGEMEN' ANT BUDGET
WASHINGTON, D.C. 20503

0CT 10 178

Mr. Allen R. Voss

Director, General Government Division
U.S5. General Accounting Qffice
Washington, D.C. 20548

Dear Mr. Voss:

I am providing Office of Management and Budget comments on
the draft GRO report entitled "State and Local Government
Productivity Improvement: What is the Federal Role?"

I was very interested in the findings of this report,
especially the conclusion that the Federal Government
impacts most heavily on State and local governmert
productivity through the Faderal grants system. The
Federal grants system is a subject which is of particular
interest to OMB, and over the past few years we have
initiated several projects to effect improvements, I
believe that some of our on-going effcrts address specific
pProblems discussed in the report. For example:

O The Planning Requirements Refcrm Project has the
objective to simplify planning requirements,
eliminate duplicative or contradictcry require-
ments in Federal programs, and promote consistency
and integratiun of requirements across program
lines.

0

Selected grant consolidations are being promoted
a3 an alternative to fragmentes categorical grant
programs.

o The President's recently announced Urban Policy
made a major commitmert to Improve tne effectivercess
of urban programs, ir . _uding grant programs of
about $30 bi’lion per year. Improvement efforts
will focus on better coordination of urban programs,
simplification of planning requlrements, and
reduction of paperwnrk.

¢ An examination is being made of the feasibility of

furtner standardizing eoligibility requirements in
selected human resources programs.
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OMB staff will be happy to discuss these and related efforts
if you wish to reference them in your final report.

It is difficult for me to comment at this time on the
recommendations to amend the Intergovernmental Personnel
Act by authorizing funds for general management improvement
projects for Stafe and local governments. The report also
recommends that the Civil Service Commission be designated
as the focal point for Federal support to State and local
productivity improvement efforts. As vou are aware, we
have been working during the past several months to develop
a framework for a new Administration effort in productivity
improvemunt, including the establishment of & Productivity
Council to suudy productivity issues and to coordinate
productivity improvement pPrograms. Based on this work we
feel that there are a number of questions cor:cerning the
appropriate scope of Federal support of State and loeal
pProductivity improvement, and the cost of such support.
Therefore, if the Council is approved by the President, we
Plan to make State and local productivity improvement one
of the first Study issues. The GAO repert will provide
excellent background for tne Covncil’'s study.

The last recommendation in the report concerns fundirg for
the Bureau of Labor Statistics to measure State and local
productivity trends. T e valve, Practicability, and costs
of such a program shkould be consider=d in the general study
of Federal support for State and local Proiuctivity improve-
ment.

OMB appreciates the opportunity to comment orn this draft,
and I 1m0k forward to seeing the final reporc.

Sincerely,
HooS
W e G¢ Gra ist

Agsccliate Director for Management
and Requlatory Policy
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UNITED STATES CIVIL SERVICE COMMISSION

\c_«_;,,/ WASHINGTON. D.C. 20415
CHAIRMAN
M. Victor L. Lowe 'SEP 13 1578
Director, General Government
Division

U.%. General Accounting Office
Washington, D.C. 20548

Dear Mr. Lowe:

Thank you for the opportunity to review your draft report entitled
"State and Local Govermment Productivity: What Is the Fedevxal Role?"

We think the report is most useful as a foundation for further discus-
sion of possible approaches to encouraging greater State and local
productivity. We support your three-part strategy for a Federal program
of State and local management improvement, i.e., limited seed money
grant assistance, research and demonstration, and information sharing.
This model is similar to the approach which we are using in administer-—
ing the Intergovernmeatal Personnel Act (IPA) and which has been viewed
as an effective approach by both recipients and evaluators. As your
report indicates, however, the IPA does not include specific authority
for general management assistance, nor does it speak directly to the
support of research.

The U.S,., Civil Service Commission, over the past several years, has
recommended some changes in the IPA to provide a more sufficieat
statutory base for managenent improvewment assistance. This still
remains, however, an unresolved issue.

The basic recommendation of interest to us in your report is that the
Commission (Office ~f Personnel }anagement) be designated as the "Federal
focal point" for State and local productivity. We believe this would

be a logical Conmission role and, as you puint out, would be determined
by the amount of resources we would have available for productivity
assistance, research, and leadership. We suggest that in this vegard

the report make some specific comments or recommendations concerning

the level of resources needed for an effective State and local
productivity assistance v.-ogram.

The report also calls for action to imprnve the overall Federal grant
assistance effort in order to increase the incentives for productivii, .
While the "tederal focal point" for productivity could aid in indenti-
fying areas fcr improving grant delivery systems, the respounsibliity for
"harnessing the grant system' would rest primarily with the proper
program agency; i.e., the Office of Minagement and Budget. Perhaps the
overriding role of OMB is an aspect that should be made more (lear in
the conclusions and recommendations section of the report.
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Finally, we would like to comment on several specific statements
in the report:

~-=~ On page 79, the report states that HUD's "new initiative
in finan~ial management capacity building will be followed
by a CS5C commitment of more training funds for State and
local financial management.™

Since priorities for the use of IPA grant funds depend on

the needs of State and local governments, the commitment

as stated is not factual. Ve suggest the second paragreph

on page 79 be reworded along the following lines: “HUD's
Office of Policy Development and Research and CSC's Bureau

of Intergovernmpntal Personnel Programs signed an inter-
agency agreemeunt to encourage more cooperation and
coordination in their State and local ranagement assistance
programs. For example, HUD and CSC officials have worked
closely on HUD's new Financial Minagement Capacity Sharing
Program. Since the IPA grant program already supports many
training programs in financial management, the IPA and the
HUD financial management assistance programs will be mutually
supportive., It is possible that State und local officials will
direct a larger proportion of available IPA funds to financial
management training."

-~ Chapter 5, which-deals with the impact of the Federal grants
system, comments that the system for administering these
grants has a negative effect on State and local productivity.
The s{atecment on page 56 that the Merit Standards have come
to be viewed as obstacles to effective, efficient State and
local management is inaccurate and should be deleted. Over
the past 18 months, we “ave had extensive consultation with
State and local officials as we have reviewed the current
Standards and sought their assistance in developing improved
Standards. There was virtually an indication that they feel
the modernized Standards we have developed represent ineppro-
priate Federal intervention in their personnel adm’':istration.
We know of no responsible commentator who believes thnat it
would enhance State and local productivity to abandon the
Federal commitmeunt to Merif Principies in the affectec grant
programs. It is universally agveed ameng responsible persons
that a merit poiicy is essential to effective, productive
programs in such areas as publie welfare, public health, and
emnpl oyment security.

It would be appropriate for the GAD report to reflect that a
significant body of opinion has keld that the current Merit
Standards need to be up-dated to make thean more performance
oriented, to limit mandatory provisions to key areas, and to
provide for the cooperative involvement of chie ' executives,
for the Standards to achieve their full potential as an
instrument to promote effective and efficient State and local
uanagement. The proposed revised Standards have the full

GAO note: Page references in this appendix refer to.the
draft report and may not correspond to this final
report.

71



AFPENDIX II APPENDIX

concurrence of the public interest groups representing
the affected State and local jurisdictiouns. The
Commission believes that the Standards in theiv
modernized form will greatly enhance productivity while
assuring continuation of personnel administration based
on Merit Principles. We recommend that the GAO report
be modified to take account of these factors.

The section on page 36, discussing personnel system
incentives, repeats stereotyped observations as thougzh
tiey were appropriate to all of the hundreds of State

and local civil.service systems in the United States.

They undoubtedly are true of some such systems, but the
sweeping nature of the statenents can be misleading to

the uninitiated, and they would be a disservice to those
merit based systems which contribute substantially to
improved productivity and the proper, efficient, effective
administration of government programs.

We look forward to working with you further in the important mission of
improving Scrate and local productivity.

S;?Ferely yours {)
/ ﬂ,,i/
w k.' ampb
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1140 Area Code 202
Connecticut 293-2200
Avenus

Northwest

Washingion DC
200136

International
Ci

ity
Management
Association September 14, 1978

Mr. Jack Watson

Assistant for Intergovernmental
Relations

The Vhite House

Washington, D.C. 20500

Dear Mr. Watson:

The importance of increased governmental productivity and effectiveness
is more anparent than ever in the face of declining citizen confidence

in government, taxpayer revolts, inflation, and continuing demands for

putlic services. Our memberships are continually innovating to improve
governmental performance but we are all aware of the need to do more as
rapidly as possible.

The public interest groups have been asked to provide comments on the
draft GAO report "State and Local Government Productivity improvenent:
What is the Federal Role?" While each organization does not concur
completely with all points raised in this report, we heartily support
the major recommendations including:

a. A strong federal focal point to lead and coordinate
federal efforts toward state and local productivity
improvement.

b, A general management improvement program to support
state and local initiatives and sponsor needed research
and development.

¢. Fundamental changes in the grants system to remove
negative barriers and Hromote positive incentives fcr
productivity improvement.

We further concur with the GAO conclusion in this reyort and the earlier
rewort, "The Federal Role in Improving Productivity: Is the Natfional
Center for Productivity and Quality of Working Life the Proper Mechanism,"
that the focal point for state and lccal productivity improvement ought

to be located in the U.S. Civil Service Cemmission (or Offi~e of Persounnel
Management) as an office reporting directly to the Chairman (or Director).
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Through a coordinated focal point, ctate and local relationships with
all existing Federal Agency programs supporting productivity improve-
ment could be enharced. Policy issues related to governmental pro-
ductivity imprcvement that require Administration attention could be
developed and presented more cx,‘”Lfiously. And lastly, the commitment
to improved productivity through:ut ‘he intergovernmental system would
be reinforced.

As the rcsponsibilities of the National Center for Productivity and Quality
of Working Life, with whom we have workesd closely over the past five years,
are distributed pursuant to the I'resident's decision of last April, we

hope that you will insure that the Center's state and local program is
continued and that there be an uninterrupted continuation of a federal
focus in this area.

sy areas we are partners in delivering servi-es to the public. The
challenges we face, jointly and independently, require that we maintain
and enhaace our commitment to improved governmental efficiency and
effectiveness.

Respectfully,

vy

SIN S

e

Herbert L. Wiltsee, Uxecutive Director Earl backcy,‘ﬁxecut Direct
Council of State Gove:nments National Conferencc of State
Legisiatures
)
TE 9 Léead
c7L;7 S X274 ST o
,Ma k E. heane )\ecutlve Director Alan Deals, Executive Directo-
. Internaticonal City Maaugement Association National League of Cities
| - Mwﬁ/ M /
Lernard F. Hillenbrand, knecutive Director John J. Glnther, Executive Di

National Association of Counties Conference of Mayors

Stephen 3. Tarber, Executive Dircctor
National Governors' Association
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