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Foreword

The year 1971 marked the 50th anniversary ol the creation of the
United States General Accounting Office. Established by the Budget and
Accounting Act, 1921, the new office was empowered 1o perform numerous
funcuons to strengthen the financial system of the Federal Government.

In recognition of its first b0} years of operation as an agency in the
legislative branch of the Government and of the broadening scope of its
operations, a series of lectures for the GAQ protessional staff was held
throughout 197}. These lectures were delivered by rvecopnized leaders from
many fields, including government, industry. education, economics, law.
accounting, and the press. The underlying theme of these lectures was
“Improving Management for More Effective (sovernment,” a theme of
great importance to the General Accounting Office with its ever-expanding
concern with evaluating and improving Government operations.

The most significant part of our responsibility for financial manage-
ment surveillance throughout the Federal Government is the audic of
agency management activities. We devote the largest part of our profes-
sional staff time and energy to this vast area of responsibility. Qur primary
objective is to provide through this work useful information for the Con-
gress in carrying out its legislative and oversight responsibilities and for
agency management officials, all to the end of more efficient, more eco-
nomical, and more effective Government operations.

Basic to our system of operation is the availability to our professional
staffs of the most current and independent thought on management con-
cepts, systemns, and controls, as well as the evaluation of program results.
Increasingly, in recent years we have sought assistance from other parts of
government and from industry and the academic community in expanding
our capabilities. To further this end, this series of 50th anniversary lec-
tures was held, and the compilation of the lectures in bonk form is intended
to preserve for continuing future use and study the excellent presentations
that were made.

This book also includes an article that describes the important role
played by the Institute for Government Research, a predecessor af the
Brookings Institution, in the evolution of the Budget and Accounting Act,
1921, In the 50 years that have gone by, recollections abour this role have
faded. We are indebted to the Brookings Institution for preparing a paper
for inclusion in this book 1o hil this historical information gap.

Comptroller General
of the United States
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House Concurrent Resolution 304

Whereas June 10, [97], marks the hfveth anniversary
of the signing of the Budget and Accounting Act, 1921, and

Whereas such Act provided for the creation of the Gen-
eral Accounting Office, under the control and direction of
the Comptroller General of the United Stiates, as an estab-
lishment independent of the executive branch responsible
to the Congress, and

Whereus during the ffty years sinee 118 establishment the
General Accounting Office has contributed significantly (o
the development of improved management in the Federal
Government and has been of valuable assistance to the
Congress with respect to determining the manner in which
the Federal departments and agencies have carried out the
mandate and the intent ol legislation governing their ac
tivities: Now, therefore. be it

Resolved by the House of Representatives (the Senale
concurring), That the Congress of the United States ex-
tends its congratulations to the former and present ofhicers
and emplovees of the General Accounting Office on the
occasion of the hitieth anniversary of that Ofhce; and be 1t
further

Resolved, That as it is ftting and proper 10 commemo-
rate the fifty-year history of the General Accounting Ofhcee,
the month of June 1971 is designated [or ceremontes appro-
priate to such commemoration.
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back procedures were emploved, and
that careful thought was given to the
best known ways to generate coopera-
tion between the legislative and execu-
tive branches. In  most  successful
endeavors, T belicve we will ind that
intelligent use of at least a minimum of
social science and public administration
know-how made a vast difference, both
in the operational and nonoperationat
areas. But my point is that we will have
to find out, because we do not know
today.

Success of the Apollio Program

Perhaps you will permit me to use
Apollo as an example ol a success, T
know ot no events more clearly fixed as
successes in the minds of miliions of peo-
ple than Apollos 11, 12, 14, and 5. 1
know of no better illustration of the
value of firstclass systems engineering
and management—or of the value ol
linking the best of the machine and the
best of man. Even in the f[failure ol
Apollo 13, but with the successtul return
of the crew, we ind an example that a
complex system, properly designed and
staffed, can survive when otherwise it
would fail,

We all know Apollo 15 landed safely
even though one of its three parachutes
failed. and that NASA as an organization
survived the perils which taced it in the
period tollowing the Apollo 204 fAash fire
that took the lives of Grissom, White.
and Chatee.

Let me¢ immediately make the point
that is in my mind. It is that Apollo
succeeded and NASA survived because
it totlowed a clear management philoso-
phy and steadily tested its assumptions
as well as its hardware. The basic as-
sumption  was  that  rocket-powered
transportation {or men cannot avoid
high risks and public visibility; that
rockets are much more dangerous and

dithcult to use than other machines; that
bold objectives require conservative en-
gineering: that in rockerry it anvthing
can go wrong, it will; that even the best
of plans cannot incorporate all contin-
gencies: and that when an unplanned-for
event occurs the immediate need is to
find out what happened, to apply the
best available knowledge and technology
1o hx i, and to thoroughly test the hx.

Under this philosophy we turned
away from both the " find the culprit”
and the procurementoriented concepts
that when trouble shows up one should
ook first for a person to blame or to the
contract to determine who is at fault and
who should pay the price for not heing
able to foresee or prevent the trouble-
some happening. We based our incen-
tives for «creative and innovative
performance on the assumption that sci-
entific methods could be used to help
solve the developmental problems of
high-performance vehicles and that we
must be prepared to rapidly identify and
solve many complex problems that could
not be toreseen. Our assumption was that
to build this capability to work with the
known and to meet the unknown would
prove the most eflicient and least cosuy
way to proceed.

We learned what we could from mili-
tary developments and experience of the
Natonal Advisory Committee tor Aero-
nautics (NACA). We knew that before
NASA was formed NACA had devel
oped a pattern for encouraging and
guiding research and development
which tnvolved industry and universities
as well as Government, in guiding the
total national research and development
effort in aeronautics and utilizing the
results, Under NACA, the policy was to
support promising efforts to expand sci-
entific knowledge in areas of aeronauntics
where pructical applications could be
fureseen. Engineers as well as scientists
were a part of this process and new de-
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apply them in a large and fast growing
business enterprise. T tried t do the
same in NASA i the 1960°s,

One efforr among many was the crea-
tion of an executive secretariat skilled in
communicattons which formed a kind of
monitoring and control overlay an the
information and procedures networks of
both the ime and staff organization, This
group reported directly to me as Admin-
istrator and constantly followed, through
the flow of correspondence, documents,
conlerences and personal contacts with
key participanis, the dynamics of the
evolving total NASA effort, including
both the informal and the prescribed
ways of working. This group was
charged with developing both knowl-
edge and judgment on the organiza-
tional and decisionmaking approaches of
the men operating the system and the
procedures which they used. They were
specialists in the flow of decision-related
information. They were charged with
assisting, guiding, and teaching those
who would take advantage of their help.
from senior officials down to key person-
nel ar all levels. Their efforr was to en-
courage everyone to work within the
“system’ but also to know when ad ko
or informal substitutes were being used.
It was their responsibility to know where
authority resided at a given time on a
given mawter and whar information was
flowing in the system, up and down, cor-
rect and incorrect. The secretariat was,
in one ol its aspects 2 “communications
network overlay” and as such was in-
tended to make available reliable infor-
mation and feedback at all levels as to
what was happening so that everyone
willing to take advantage of this reality-
maximizing tool could do a better job of
relating decisions to current reality.

Incentives

Chester Barnard, in his book on the
functions of the executive, also written

back in the 1930%, laid down good doc-
trine om incentives." He described their
role in organizations as “'to secure and
maintain the contributions *** that are
required ***” and stated ‘that the
determination of the precise combina-
tion of incentives and of persuasion that
would be both effective and reasonable
s a matter of great delicacy ***” which,
as he said, “can only evolve in a specific
sittation.” In the 1960's NASA followed
Barnard's theory ol developing its incen-
tives through evolution and learned to
apply them effectively in many different
s1tuaLIons,

Does anyone in the General Account-
ing Office today bave a judgment as to
what would have happened if NASA
had not followed an evolutionary path in
developing its partern of incentives? Can
GAO find a way to ask the managers of
the 1970's, not what incentives they are
using, but what systems they have for
evolving better incentives? In  your
search, it will be well to keep in mind
Barnard's admonition that this is 4 “‘mat-
ter of great delicacy.”

Organizational Stability and Control

In seeking to develop among senior
executives desirable babits of organiza-
tional thought and desirable patterns of
leadership action, 1 have frequently
(ound analogies useful. One ol those
used in NASA, because it came From the
field. of aeronautics, was the concept of
the Wright brothers that a successful fly-
ing machine must be designed as an
unstable vehicle with a system of con-
trols powerful enough to overcome this
instability and also powerfu!l enough to
meet all conditions of turbulence in the
aiv: and further that the controls must be
so designed as to be natural for the pilot
to use. The Wright brothers realized that

# Chester Barnard, The Functions of tie Execu-
tive {Harvard University Press, 1938).
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stated. Thus there was no real proposal
to evaluate: rather, there was dictum of
an achievement in the indefinite Future.
By 1968 Congress reafhrmed the carlier
goal and declared that “it can be sub-
stantially achieved within the next dec-
ade by the construction and rehabilita-
tion of twenty-six million housing units,
six million of these tor low and moderate
income families.”

In contrast to the broad goal of 194%,
the 1968 action set lorth a specific ob-
jective to be achieved in a specified time.
The act to which the above statemnent
was a declaration of purpose included
two new Federal Housing Administra-
tion {FHAinsured subsidized rental
and sales housing programs and reorgani-
zation of the Federal National Mortage
Association. The 1968 national housing
goal provoked much controversy. Some
asserted that it was unrealistic in light
of the capacity of the building industry
and the availability of required physical
and fnancial resources. Others criticized
it as too modest, declaring that it could
and should be achieved in 5 rather than
10 years. Both positions were generally
undocumented, relying upon conven-
tional wisdom or invoking wishful think-

mng.

Ac this point the Kaiser Commitice on
Urban 2  Presidential  task
force—carried out an independent and
comprehensive analysis of national hous-
ing goals. Its conclusions were similar to
those produced by earlier comprehensive
analyses of the Department of Housing
and Urban Development (HUD). These
developments demonstrate thar a specific
goal with delineated objectives can be.
and frequently is, evaluated both inside
and outside of government soon after it
has been enunciated.?

Housing

2 Goals can be altered by changing detinitions.
“In the Second Annual Report on Nattonal Hous.
ing Goals, President Nixon rvevised the goal by
including mobile homes within the cdefinition of

Goals and objectives are no less cru-
cial in audits and reviews aimed at pro-
moting efficiency and economy, while as-
suring that legistative intent is followed.

In the process of program operation,
frequently the stated objectives are ques-
tioned and modified. Not always, how-
ever, is this specifically articulated. Or
the operating agency, recognizing the in-
adequactes or ambiguities of a program,
may attempt to shift or modify its em-
phasis or direction. Somectimes, of course,
this gives rise to new or amended legisla-
tion or the development of new legisla-
tive history to justify changes in opera-
tion, But highly desirable changes may
be initiated by administrative actions
alone—actions, incidentally, which may
have congressional support, Usually,
complicated programs undergo many
stignificant changes, and those who evalu-
ate the activity do not always recognize
the reasons or authoritv for such modi-
fications.

When evaluations are undertaken by
a povernmental agency, such as the Gen-
eral Accounting Office, there is a con-

housing anits. The administrution forccasts that 4
million mohile homes will be buile during the goal
decade. Since most mobile homes are thought to be
principai residences, their indusion broadens and
improves the definition of housing units, but it also
imiplics o reduction of 4 mitlion units in the goal
as originally  defined.” Charles L. Schultize with
Edward K. Hamilten and Allen Schick, Netting
Nationa! Priavities: The 1971 Budget (Washingron,
The Brookings Institution, 1970)  p. 96,

Discussion of national housing goals continues as
new data and situations develop, See, o1 example,
Shievman Maisel, Money and Fpusing, a paper de-
liveredd hefore the Producers’ Council Conlerence,
Washington, D.C., May & 1971: C. L. Schulwze,
el oal, op. it pp. 282-L88: and Henry B. Schechter
and Manon K. Schlefer, Housng Needs and Na-
tianal Coals, papers submitted to Subcommitiee on
Housing Pancils on Housing Production, Housing
Demand, and Development of Suitable Living En-
vironment, Committee on Banking and Currency,
House of Representatives, 120 Cong,, lst sess.
rWashington, US Government  Printing  Office,
1971y, pp. 1-139.
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tinuing need (o make sure that findings
reﬂecl_progr:ml ohjectives. Olnionsly, if
the administrator sought to achieve goals
and objectives differing from those ac-
cepted Dy GAO, the record of achieve-
ment may be poor. If, on the other hand.
GAO accepts a mission which deviates
from the stated or evolving objective of
the program, this poor rating may. in
reality, reflect good performance. There
is more foad for conflict in defining goals
than determining what resulos occurred.

Evaluating Objectives

The question remains as to the degree
to which GAQ should attempe o evalu-
ate the established objectives of pro-
grams. As an arm of the legislanve
branch of Government, its first Tesponst-
bility is to look at perlormance in the
light of the pertinent legislation. But
even here, more is involved than reading
the law and tts legislative historv. Cam-
prehension of problem areas and appre-
ciation of changes in admintstrative cu-
phasis are needed. Where this broader
point of view 1s accepted. the GAO be-
vomes maore effective in carrying out its
traditional funclron of recommending
legislative changes either to modiy or
clarity program objectives and content.
And certainly it should make appropri-
ate recommendations [or desirable fur-
ther evaluation where such 1s beyond its
audit capacity but revealed in its review.

Where private evaluation is involved,
it has hcen my experience that fre-
quenty the researcher establishes his
own set of program objectives or [fails
to inform himself on the legislative his-
tory and the basis for current adminis-
trarion actions. Thus there 1s often con-
[usion between evaluation of objectives
and evaluation of performance. Granted
that resuits may be less than maximum
or even inimical to solving a problem,
from the point of view of upgrading
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management ol programs, it is desirable
to differentiate hetween these two types
ol evaluation.

1

The Problem of Conflicting Goals

The frequent lack of agreement on
objectives between the vperators and the
evaluators 15 really a reflection of some-
thing more pervasive—the absence of
clear program objectives and the inevi-
tability of their modification over time.
And there is impressive evidence that ur-
ban affairs and housing programs have
been pecultarly plagued by indefinite
and olten conflicting objectives. Obvi-
ously, this seriously complicates applica-
tion of PPBS to urban activities.

Urban renewal, for example, was con-
ceived in controversy and it was nurtured
in controversy. In the process, two ex-
treme schools ol thought have grown up.
{n the one hand, there are those who
can see no good in the program and
would do away with it. The champions
of urban renewal, bath inside and out-
side of government, have often been
equally dogmatic in its defense, de-
nouncing all critics as biased and all
criticisms as anfairt

One of many sets of conflicting goals
in urban renewal comes to mind. As the
Pprogramn operated in scores of localities,
its main objective was to attract middle-
class and affluent whites residing in the
suburbs back to central cities, thereby
strengthening the tax base of the cty.
But it was also a federally assisted pro-
gram for sium clearance, and the legisla-
tion clearly delineated this as a major
program goal. This implied a responsi-
hility for providing and upgrading the
supply of housing for the poor and the
disadvantaged. Clearance of slums meant

¢ Robert G Weaver, Dilesnimas of Lrban dmerica
(Camnidge. Harvard University Press, 1965), p, 40,






Semantics and politics occasioned 2
change in the name and a radical modi-
fication in the scope of program. In the
hearings before the Banking and Cur-
rency Subcommittee of the House of
Representatives, a member observed that
(in 1966) we had enough demonstra-
tions in our cities without proposing a
program so identified. Demonstration
Cities became Model Cities. Earlier it
had become obvious that the Congress
was not going to authorize or fund a
program involving large expenditures
unless more than six to 10 localities
could hope to participate. Thus, ulti-
mately suome 150 localities were in-
cluded. What was conceived and pro-
posed as a demonstration became a full-
fledged operational program.

Even from the vantage point of hind-
sight, T doubt if it could have been
otherwise. Two factors were overriding.
First. there was a national desire to do
something about the erupting ghettos.*
Second, regardless of the extent of par-
ticipation, any action in the field re-
quired large expenditures. These two
considerations meant that participation
had to be expanded or no action would
be taken on the proposal.

Made!l Cities never had a chance as an
experimental program.® Yet because we

7 The proldems [of Urban Americal are so seri-
ous that small-scale experimentation is insufficient,
Massive undertakings are necessary. The politicians
must he prepated for Failures and thes, in turn,
niust prepare the pubtic, Thus far o new genera.
twn of merropolitin leaders has appearcd willing
lo take the Limly of political risks implied,” Alan
K. Campbell and Jessic Burkhcad, “Public Policy
for Urbun America” in Harvey S, Perloff and
Lowdon Wingao, Jr., eds., Issues dn Urhan Economiics
(Baltimore, The Johns MHopkina Press, [968), p.
fvH,

& For a brief disciussion of recent developments in
the program, sce Schultse, ef. al, ap. cil, Pp. 04—
96, and Judson Lebman James, Ereluation Refort
on the Madel Cities Prnm‘am..papcrs submitted to
Subcommittee on Housing Pancls, op. rit.. pp. 838~
856,
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cannot delay action in vital and crucial
arcas until our knowledge about their
nature is comprehensive or definitive,
experimentation is a must. It 1s a part of
the trial and error process that yields
knowledge and comprehension, provid-
ing a basis for program design. planning,
and evaluation. Of course such action
should be carefully formulated to assure
its yielding results, Congress and the
GAO need to have a full understanding
of what is involved and be prepared to
avoid recrimination when some of the
experiments fail. And any experimental
effort must have funds for its evaluation
as an integral part of the program, as
was provided in the Model Cities legis-
lation.

From the Model Cities experience, it
becomes clear that an experiment must
be of limited size if it is to maintain its
integrity as an experiment. Otherwise
there is the probability that political
pressures will direct it into an opera-
tional effort or defeat it.

The Systems Approach

This brings me to another point. Be-
cause local governments are so harassed
by finandial troubles, they tend to assume
that all urban problems are basically fi-
nancial. While, of course, greater finan-
cial resources are an absolute require-
ment, money alone will not solve our
urban ills, Equally important are greater
knowledge and more qualified people to
do what nceds to be done. Three B's are
involved: brains, bodies, and bucks, Qur
primary need is for better understanding
of the urban complex and more sophis-
ticated techniques for dealing with ir.
All involved in the process—the execu-
tive and legislative branches of Govern-
ment, and the evaluators, public and
private—share this need.

During the last decade, in the field of
urban affairs and housing there has been

























has HUD satisfactorily performed ils
role?

Dr. Weaver: This is a complicated issue
because too much Federal intervention
in an area which has traditionaily been
local, but which is constitutionally State,
gets you into difficulty. The role of the
Federal Government is going to have to
be that of seduction—a very delightful
role even in administration. This means
that it offers goodies and it encourages
people to do things and gives a quid pro
quo if results are forthcoming. That is a
peculiar definition of seduction, but I'l]
have toresearch that.

The problem. of course, is that the
matter of building codes is legally—and
I'm not a lawver, therefore I speak with
impunity on this—a matter which falls
under the purview of the State. This au-
thority has been delegated to the local
government and the local governments
have proliferated. In one building area
you might have five different building
codes, which is a great impediment to a
large-scale production. In the central
cities you get a different problem. There
you find a huilding code which was not
designed for the rehabilitation of housing
that you want to last maybe 10 or 15
years more but for brand new units. The
result is the codes become an impediment
to rehabhilitation.

Now what has been done? Of course,
there has been exhortation burt that's sort
of moving with deliberate speed. More
recently. as programs for rehabilitation
have been proposed with the Model
Cities program and others, there has been
pressure placed directly upon localities
for changes in thetr building codes. I
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think that the biggest impact on building
codes is probably going to come indi-
rectly because 1 think that the first and
largest impact of Operation Break-
through is going to be the changing of
certain institutional impediments to new
types of construction and new types of
approaches to houses. I would say that
we are moving and having been moving
in this area and the present administra-
tion is also working on it.

A few of the Siates are assuming
greater responsibility; New York State,
for example, has a model building code
as have three or four other States. As we
look more and more towards industrial-
ized houses, the Operation Breakthrough
type of thing. as we look more and more
toward rehabilitation of necessity, we
have to come to grips with these prob-
femis. They are very difficult problems
because, first of all, our form of govern-
ment has the power residing in the States
and the States are not assumning too much
concern about urban affairs, and sec-
ondly, because of the proliferation of
governments.

The most significant development is
the creation of the Urban Development
Corporation in New York State. This
corporation is authorized to modify
housing codes as well as zoning. It hasn't
done it yet but you'd be surprised at
how much more amenable people have
been to change when they know some-
one has the authority to make them
change. Sometimes you don't necessarily
have to assert the bare hand of authority,
but you can get people to do things vol-
untarily if you have a little bhit more
behind you.























































































ASPA Conference
April 21, 1971

New Problems of Accountability for

Federal Programs

The increasing involvement of external groups in rarrying ont Gouvern-
ment programs and operations raises new questions of accountability

for vesults. As concern for accountability increases, we must seek new
ways to evaluate the management and effectiveness of Government
programs. On behalf of the Congress. the GAO audttor's responsibility
embraces evaluations of fiscal, managerial, and program accountability,
However, the primary responsibility Jor an adequate accountability
system lies in the executive branch and the performing agencies. (This
address, except for minor changes, was delivered before the annual con-
fevence of the American Sociely for Public Administration i Denver,

Colo.)

If 1 were to ask you as public adminis-
trators and political scientists what prin-
cipally comes to mind when one refers to
accountability, I suspect that most of you
would reply in terms which would relate
accountability as it bears upon our con-
stitutional separation of powers—princi-
pally between the executive and the leg-
islative branches.

Article 1 of the Constitution provides
that the President *'shall take care that
the laws be faithfully executed * * *.7
It further provides that “he shall from
time to time give to the Congress infor-
mation on the state of the Union.” In
other words. he 1s accountable to the
Congress for carrying out legislation en-
acted by it.

This aspect of accountability is cer-
tainly a timely one. The temptation is
great to develop it at length. We hear
much these days about “executive privi-
lege,” questions as to the President’s

authority to commit our armed forces o
combat, criticism of the President for
impounding funds appropriated hy the
Congress, charges of a credibility gap in
information made available to Congress,
and so an. Concurrently, we hear more
and more frequently that Congress has
lost its “coordinate” position with the
executive branch, that Government has
become too large and too complex for
adequate legislative oversight, and that
the President—thanks to television—
overshadows any similar figure or group
of figures in the legislative branch, and
thus has an overpowering natural advan-
tage in molding public opinion.

An equally challenging and tempting
aspect of accountability is whether the
Congress has weakened its capability to
exercise adequate legislative oversight
hecause of its outmoded procedures and
because of its preoccupation with de-
tails and hence insufhicient attention to
major program issues. This is a familiar
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tions of United Nations developmental
activities.

Following the recent announcement
by the President that the United S:iates
would seek increasingly to channel its
development assistance through multilat-
eral organizations. the Department of
State reorganized its Bureau of Interna-
tional Organization Affairs to strengthen
the Burcau’s ability to monitor and eval-
uate the programs and activities of the
United Nations and its specialized agen-
cies. This reorganization followed
closely a plan we recommended to the
Department and to the House Foreign
Affairs Committee. This reorganization
will provide greater assurance to the
Congress that channeling more aid
through multilateral bodies will still af-
ford reasonable oversight of expenditures
channeled through these organizations.

With respect to the international lend-
ing institutions, GAQO has similarly been
concerned that there be a top level man-
agement review body in each interna-
tional institution reporting to its govern-
ing board, as contrasted with the limited
lower level audit activities reporting to
the opcrating officials of the banks. This
goal has already been accomplished at
the Inter-American Development Bank,

Financial Assistance to State and
Local Governments

The national debate now taking place
on grants-in-aid and revenue sharing is of
special interest to those interested in the
subject of accountability. Grant-in-aid
programs have increased in the past 20
years from $2.3 billion in 1950 to $29.3
billion in 1971. Grants-in-aid have in-
creased over this period on an average of
t2 percent a year. By comparison State
and local revenues have increased about
9 percent a year. Approximately one-
ffth of all State and local funds are now
derived from Federal grants.

a3

Human resource programs—educa-
tion, manpower. health, and income
maintenance—account for more than
half of all Federal grant funds. The De-
partment of Health, Education, and Wel-
fare alone made Federal aid expenditures
in the form of grants totaling over $12
billion in 1970, $14.7 billion in 1971 and
expects to spend $18.5 billion in 1972.
This compares to total grant expendi-
tures made for the entire Government as
Federal aid to State and local govern-
ments during 1970 of nearly $24 billion,
and $29.8 billion during 1971. It is ex-
pected that total Federal aid expendi-
tures will increase to over %39 hillion
during 1972,

For the future, the Federal budget for
1972 states that “this year promises to be
a turning point in the history of our
federal system.” It notes that the Presi-
dent’s proposals for inancial assistance to
State and local governments, includes a
program for general sharing of Federal
revenues for fiscal year 1972, estimated
at about $5 billion during the hrst year.

In the debate on grants-in-aid and
revenue sharing the basic question fo-
cuses on the primary purpose of such as-
sistance. Is the primary purpose to sup-
port programs for specific national needs,
financed in substanual part with national
revenues and accounted for to the na-
tion2l Government? Or is their prime
purpose equalization of the tax burden
under a systern of federally collected,
locally administered revenues?

The President in his February 4 mes-
sage to the Congress on general revenue
sharing, took note of the issne of ac-
countability. He pointed out that many
people believe that the best way to hold
Government accountable to the people
“is to be certain that the taxing authority
and the spending authority coincide.”
He disagrees. His condusion is that ac-
countability really depends in the end













plants and equipment and then contracts
with the private sector to operate the
plants.

The Department of Defense and the
Atomic Epergy Commission both make
extensive use of private contractors te
operate Government-owned industrial
plants. In [act, most of the work in
achieving AEC gonls is performed in
Government-owned facilities under con-
tracts with industrial and educational or
other non-profit organizations, By the
end of fiscal year 1970, these AEC con-
tractors had approxima[ely 106,000 em-
plovees engaged in operations and 9,000
in construction work, In comparison
AEC iwelf had 7548 fulltime em-
ployees. Contracts with 350 prime indus-
trial contractors in 1970 amounted to
$L.6 billion. In the same period, the
Department of the Army had 28 active
GOCO industrial plants whose operat-
ing expenses exceeded 1.1 billion.

It can be seen that this technique is.
essentially, that of procuring the man-
agement talents of the private sector.
The Government exerts varying degrees
ol control over the activities of contrac-
tors that operate GOCO plants, These
controls are intended to achieve a variety
of ohjectives. They are not necessarily
directed to increasing plant efficiency.
For example. needed equipment mod-
ernization or replacement that can he
justified by the economics involved may
be rejected by the Government agency
because of other demands for funds hav-
ing higher priority.

The traditional incentive to efficdency
—increased profit—is also absent since
most GOCO contracts are cost-reim-
bursement contracts where the contrac-
wr’s profit or fee is fixed at the outset
and the contractor is not rewarded for
reducing costs. The Government must
therefore find the vardsticks to measure
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the management effectiveness of these
CONLraclors,

Yardsticks used by the AEC include
(1) developing standards for direct labor
and direct material, where applicable,
(2) developing financial and personnel
plans on the basis of expected workload,
(1) comparing actual performance with
planned performance, and (4) conduct-
ing furmal appraisals of individual plant
operational segments. One of the most
promising objective means of measuring
management effectiveness that can be
used at GOCO plants and which should
Teceive more attention is the industrial
management review  or  “should-cost”
analysis,

Negotiated Procurement

I'he Federal Government is the pri-
vate sector’s biggest customer. Since
1949, when the Federal Property and
Administrative Services Act centralized
civilian procurement, the dollar value of
all ULS. purchases of supplies and equip-
ment has increased from $9 billion o $535
hillion. This represents ncarly one-
fourth of the Federal Government's total
budget. Nearly 9% percent of these pur.
chases is in the farm of negotiated rather
than formally advertised bid procure-
ment. About one-half is negotiated with
a single supplier, known as sole-source
[prrocurement,

Where the Government can buy com-
petitively in the market place, the nor-
mal market mechanisms can generally be
relied upon (o assure that the goods are
procured at fair and reasonable prices.
But negotiated procurement—especially
negoliated sole-source procurement—re-
quires other controls to insure reason-
ahle prices to the Government.

Some have even raised the question as
to whether the major defense contrac-
tors, whose entire business depends upon







By the end of 1970, 19.2 million per-
sons were cnrolled in this program and
49 carriers had made benefit payments of
about §1.5 hillion.

I think we can look forward to even
further use of the private sector for a
range of social-purpose programs. In his
Health Message to the Congress earlier
this year, the President called for the
establishment of health maintenance or-
ganizations—known as HMO’s—to up-
grade the delivery of health services 1o
LS. citizens. The HMO's are intended
to bring together a comprehensive range
of medical services in a single organiza-
tion so thar a patient is assured of con-
venient access to all of them. These med-
ical services are provided for a fixed
contract fee which is paid in advance by
all subscribers. There is thus a strong
built-in incenrive for greater efhiciency.

An advantage of using private organi-
zations for social-purpose programs is
the ability to develop highly flexible rel-
ationships with the persons being served.
But to the extent that delivery of services
is decentralized, accountability problems
become more acute. A “built-in” ac-
countability discipline—such as  the
profit incentive of the proposed HMO's
—thus becomes increasingly important.

Specially Chartered
Quasi-Public Qrganizations

In addition to the atilization of private
enterprise for soctal-purpose programs, a
number of quasi-public organizations
have heen established to carry out fune-
tions which traditionally have been
wholly committed to the private sector.
These quasi-public organizations were
created to fill the gap between what the
private sector had been able to deliver
and what the Govermment felr was re-
quired in the public intervest. Here are
three examples.
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Corporation for Public Broadcasting

In 1967 Congress established the Cort-
poration for Public Broadcasting to pro-
vide Anancial assistance for noncomrmer-
cial educational television and radio
broadcasting. This nonprofit corporation
seeks to strengthen and improve educa-
tional radio and relevision by providing
an independent source of funds. It also
operates and interconnects its own sta-
tions. Although independent of the Gaov-
erninent in its operations, it thus far
depends upon appropriations by the
Congress to finance its operations. Hav-
ing no independent source of income, it
remains subject to influence by the
President and the Congress through the
appropriatton process beyond that con-
templated when established.

Communications Satellite Corporation

At the dawn of the space age in the
early 1960's, the Communications Sael-
lite Corperation (COMSAT) was incor-
porated as a profit-making corporation
with the goal of establishing, in coopera-
tion with other countries, a commercial
communications satellite system as part
ol an improved global communications
network. Financially, this corporation is
completely independent of the Govern-
ment since it fnances its operations
through issuance of capital stock to the

public.

Dual responsibility to its stockholders
and the Government can cause a di-
chotomy in its operations—for example,
the State Department can direct
COMSAT to provide communications
for areas of the world that are unprofit-
able and therefore not in the interest of
its shareholders. COMSAT also must de-
pend upon NASA for launching of its
satellites, and its operations are regulated
by the Federal Communications Com-
mission.













































in management responsibility. And years
later he seized the occasion of a gather-
ing of labor leaders to gt eir support
for what was then the unpopular cause
of scientiic management. And the
phrase that was coined for this concept
of the private lawyer was that he was
“rounsel for the situation,” not counsel
for the particular party but for the situa-
tion, in an effort to arrive at a construc-
tive approach to the situation and not
limited to the minimum that could be
defended in court.™

The General Counsel of the Alumi-
num Company of America wrote an
interesting article some 15 years ago in
which he put it that he considered that
his role at the nerve center of his big
corporate enterprise could he likened to
that of the chancellor of the king. con-
cerned not only with enforceable rights
and obligations but also with the con-
science of the sovereign.® Anvone
aware of what is going on in large cor-
porations today, the number of "outside”
commments they have to deal with, and
the various [orums in which those com-
plaints are registered, will realize that
time has not dulled, it has only bur-
nished, that conception of a conscience
for private enterprise.

Aiding the Administration

Now how do I think of a Government
lawyer as not only keeping the adminis-
trator out of legal trouble but helping
the administrator do his work better? It
seemns to me that one of the main [unc-
tions that the Government lawyer can
serve in this regard. one of the virtues
of his experience and training, is that he

3 See Brandeis, “The Emplover and Trade Un-
tons in  Busmess—A  Profession” (19%%), p. 1%
Brandeis, "Organized Lahor and Efficiency in Busi-
ness—A Profession” (1933), p. 37,

37 Hickman, "The Emerging Role of Corporate
Counsel,” 12 Bus, Law 216 (1957),
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is typically useful or frequently useful
in developing structures, establishing
sound structures and procedures. I don’t
mean organization charts so much as
what I might call charters for the orga-
nization to use in the completion of its
work.,

Dean Acheson’s death a couple of
days ago recalled to my mind a passage
in his book Present at the Creation in
which he discusses the Bretton Woods
Apreement of 1944.7% At a plenary ses-
sion Lord Keynes referred to the charter
of the International Monetary Fund—
which was actually dictated by monetary
experts and which he erroneously as-
cribed to the lawyers—by saying that he
wished the lawvers had not covered so
large a part of the birth certificate with
such very detailed provisions for the
burial service. Mr, Acheson goes on to
sav that Keynes did not like that he
thought the United States was lawyer
ridden and that he believed the May-
flower must have been entirely filled
with lawyers.

However, Dean Acheson served on
another comumittee  which  Kevnes
chaired, relating to the International
Bank, as contrasted with the Monetary
Fund and drafted a charter for the Bank
which Keynes thought had the necessary
qualities of flexibility and broad powers.
Mr. Acheson was naturalty proud of this,
for Iie recounts from Roy Harrod's biog-
raphy of Keynes, that Lord Keynes
thought that the men who served on this
aspect of Bretton Woods approached his
ideal lawyer. I now quote trom Lord
Keynes, "I want a lawyer to tell me how
to do what I think sensible and above all
to devise means by which it will be law-
ful for me to go on being sensible in un-
foreseen conditions some years hence.”
In that quote he goes on to say that he

32D, Acheson, Present at the Creation ch. 10
{1969) ; see particularly, pp. 83-R4.






































































Mr. Trowbridge: The 7-percent in-
vestment tax credit would, as the Hc e
committee has now worked it out, apply
to everything delivered since April 1 of
this year and presumably would be per-
manent. One of the problems of that par-
ticular policy is that it's been in and out
again like a Yo-Yo. When 1 was here in
Washington, Secretary of Commerce
Connor and Secretary of the Treasury
Fowler and others said that it should be
dropped to slow down inflation, but then
it was put back in again, taken out again,
and so forth. I hope that, whatever hap-
pens, this time it's judged to be a perma-
nent factor so that people can plan on it.

There's a time lag in the impact of
that particular policy because there
aren’t that many shelf items which people
can go and buy and put to work and get
people in the jobs to operate. You don't
just go out and buy a Boeing 747, or a
1 jor power plant, or a lot of rolling
rock for railroads which can be available
in a month or two. There's a certain
amount of crankup time needed. The
immediate impact obviously would be to
tmprove the bottom line of many com-
panies for the year 1971, But, 1 think,
the long-term impact would be bencfi-
cial, and it would very much go toward
restoring the confidence factor, which
is very hard to define but very major.
By and large I think it’s a good move.

What can the Government do to en-
courage industry to expand in economi-
cally distressed rural areas to provide
employment opportunities for the unem-
ployed?

Mr. Trowbridge: I think that, frankly,
the program that has the greatest
amount of logic to it, but probably the
least amount of results so far, is the orig-
inally conceived Economic Develop-
ment Administration (EDA) program

in the Commerce Department. This pro-
gram was based on a very simple theory;
that there was such a tremendous rural
migration of population to big cities be-
cause lile down on the farm and in the
small villages was dull and rather dreary.
Many people came to the cities in search
of jobs, or to join their families, or to
find some sort of excitement that they
had not had previously.

The theory behind the Economic De-
velopment Administration was to set up
a series of alternative growth centers out-
side the big cities. Governmental assist-
ance would be provided through
industrial park areas and ir astructure
investments, such as systems of roads
and water, sewerage, and power and the
addition of cultural, educational, and
medical facilities. All of these were to
provide towns and small cities of 50,000
to 200,000 population with enough at-
tractiveness so that instead of heading
for the megalopolis, a person would be
tempted to head for the alternatives.
Jobs would be available for these people
coming from the farms and the small vil-
lage communities.

I can only assume that they would still
be leaving them as great mechanization
took over the agricultural sector, and as
television brought the so-called “joys of
city living” to their knowledge. The
availability of an alternative would lead
the rural population to go instead to
these areas where growth through gov-
ernmental assistance and through indus-
trial development could provide the nec-
essary support for them. 1 think that
makes a lot of sense. It's probably going
on at a slow pace. Many of you probably
are up to date on EDA’s progress far
more than I am, but the concept still
provides a logical alternative to greater
central urhanization.



Keeping Pace

The 67th Conrress, which enacted the Budger and Ace
counting Act of 1921, deserves a vote of thanks for its wis-
dom and foresight in recognizing the need for, and in
creating, the General Accounting Office and the Office of
the Comptroller General,

Over the vears since establishment of the General Ac
counting Office, we have added new responsibilities to that
(Mhee. and have given it additional authority w carry them
out, through enacument of such legislation as the Govern:
ment Corporation Control Act of 1945, the Accounting and
Auditing Act of 1950, and the Legislative Reorganization
Act of 1970, to mention 1 few, The General Accounting
Office has kept pace with the chiallenge of the increased
1esponsibilities through internal reorganizations and the
expansion and upgrading of its professional stafl.

Congressman F, bdward Hébert

Chairman, House Armed Services

Commitiee
Corgressrernnd Recoed

June 9, 1971
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Modern management is no exception,
and while their concerns are of more
limited scope, the complexity of inter-
actions often transcends the power ol
simple analysis. This fact constitutes the
latent demand [or management science;
the body of specialized disciplines con-
stitutes the potential supply.

Many current management science
practitioners express disappointment at
the gap between their original expecta-
ttons and their accomplishments. To me,
this disappointment has two roots: First,
the success of management science in at-
tacking military problems was mislead-
ing in that such problems have [ewer
dimensions, data on variables involved
are usually available, and the measures
of improvement are clear and agreed on
by the coonmanders who assign the prob-
tem in the first place. Second, those who
undertake to use these techniques in non-
military management have not realized,
to the extent necessary, that their poten-
tial contribution is a function of how
well they link their efforts to the central
concerns of top management.

They have often produced solutions in
search of problems, a procedure suitable
for securing eminence in technical publ:-
cation, but not for influencing policy
decisions involving the entire array of
dimensions of corporate tesponsibility.
Such behavior does not match supply and
demand in management science and is
akin to inventors who develop an inge-
nious device in ignorance of the market
{or its use. Success then becomes a ran-
dom, chancv business of discovered rele-
vance rather than a directed effort where
relevance is planned from the start.

A side effect of the failures is often
found in the language barrier involved
when specialists refuse, trom various mo-
tives, to translate their vocabularies into
expressions and concepts congenial to
managers. This sort of pedantry is inex-
cusable to a manager, and a sign to him

that the management scientist is more
interested in displaying his own exper-
tise than he 15 in bringing expert help
to the manager with a specific problem.

The engines of history are leaders plus
tdeas. Without ideas, leaders arc merely
caretakers; without a leader to champion
them, ideas are no wore than inteliec-
tual toys. Management science can be-
come a source and focal point of ideas
for leaders to use. Perception of this key
role constitutes the newest and greatest
opportunity to management scicnce, The
impact of external forces, changing social
goals, more stringent public interest cri-
teria. and advancing technologies have
created an extraordinary managemcnt
hunger for new ideas, but it will be fed
only when management scientists de-
velop new forms of discourse with orga-
nizations and their leaders. Since ideas
inject power into affairs and alter power
relations, staff specialists must become
sensitive to methods usual to politics,
where tradeoffs hetween various and
equally good courses of action in complex
situations dictate the actual course em-
braced by a particular leader at a partic-
lar time.

The “Futures” of an Organization

Persons in an organization often speak
of its future. This is sometimes wo sim-
ple a view because any institution or
organization has many different futures.
Its possible futures are hmited only by
artistic 1magination, but its probable fu-
tures are subject to scientific, or at least
rational, analyses of strengths. weak-
nesses, skills, experience, markets, and
technology. However, its preferable fu-
ture is a matter of politics, internal and
external. and rtepresents the resolution
of diverse personalities and the system
of values they hold.

In periods of relative tranquility, man-
agements  often pose  this  question:
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There is one exception: when the
manager asks management science for
suggestions on what such a measure
should be. Once the “figure of merit” of
performance is agreed on, then research
into the controllable and uncontrollable
variables affecting  that  performance
measure can begin, relative sensitivities
of the measure to changes iu the vari-
ables can be tested, and varions sug-
gested interventions can be appraised
but not before.

In this process, both art and science
reinforce each other and the manage-
ment scientist moves from conflict to-
ward alliance with his management as

they converge their very different talents.

to the same problem. It 1s sometimes
stated that more sophisticated analysis
will make management intuition and
judgment less necessary. In my expe-
rience, the opposite is true: the greater
the understanding achicved by analysis,
the greater the need for the intuition,
“feel.” and judgment for intangibles in-
volved. A faster, powerful racing car re-
quires better coordination and reflexes
than a run-down jalopy. Likewise, more
sophisticated techniques are too danger-
ous to put in the hands of inept man-
agement. simply because Lhey are too
powerful for them o control. They
etther try to use them where inappropri-
ate or become captured by the analysis,
unable to transmute its insights into
workable programs for human heings.
Management science deals with cause
and effect: managers deal with means
and ends. Both have a place, but the
higher realm is that of ends—the ulti-
mate teason for any organization’s exist-
ence.

Some Aspects of Planning

Planning is top management's most
demanding task and cannot be delegated
without making their job meaningless.
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However, they can be assisted in power-
ful ways in carrying out this prime
responsibility and such assistance consti-
tutes the prime opportunity for manage-
ment science to make its contributions.

Planning means selecting from among
alternatives for the future and guiding
the organization to achieve that “future”
preferred by the top management. It 1s
thinking ahead with a view toward ac-
tion, or as Robert A. Nisbet states in his
Degradation of the Academic Dogma:
“The sole objective of planning should
be the highest possible combination of
the desirable and the feasible.” Here the
interplay of experience and imagination
reaches the heights and depths of an or-
ganization’s life. Alfred North White-
head once remarked that: “The tragedy
of the world is that those who are imag-
inative have but slight experience, and
those who are experienced have feeble
imaginations, Fools act on imagination
without knowledge: pedants act on
knowledge without imagination.”

Top managements of successful orga-
nizations must be particularly on guard
against the enfeeblement of their imag-
ination, because the dynamic momentum
of their success is difficut to alter in new
directions. They cannot allow the mo-
mentum alone do the planning by omis-
sion, since such momentum will merely
carry the organization along a projection
of past performance. All good things do
come to an end. and a management that
has allowed its planning muscles to atro-
phy will be hard pressed when they must
wrestle with new, unanticipated forces.

Alert managements constantly reexam-
inc their premises, testing whether or
not they are still geared to their operat-
ing environment. After all, every exist-
ing organization structure is a memorial
to some problem of the past: if that
problem is not a valid one for the pres-
ent, such structures are subjected to con-




stantly increasing stresses which may
prevent solution of current problems
they were not designed for. A problem
is an erstwhile anxiety which has been
transformed into answers to these two
questions;

What do you have?

What do you want?

Until such answers are {urthcoming,
one does not have a workable problem.
The clash of the images of the nnsatis-
factory present and a future desired
state allows alternative tracks between
these two points to be planned and one
chosen for action. Pure dissatisfaction
with the present allows any action at all,
since there are an infnity of directions
away {Tom one point. A management
which says that “Anything is better than
what we have now” sends signals of des-
peration which dissipate energy. But ar-
ticulation of a desired future state con-
centrates resources in ways that amplity
the chances of its achievement.

Yet even well-articulated problems of
a systems character can cause a trauma
of decision where functional division of
labor prevails. This arises because of the
nature of systems., where one can strive
for either maximum efhciency in the
small (components) or in the large
(overall systemn effectiveness), There are
probably no systems where one can find
both simultaneously. The jargon for
maximizing efficiency in the components
is “suboptimizanon.” This is found in
organizations where each function is
judged solely on 1ts own use of resources
without regard to the effect on other
functions. Jurisdictional disputes, inter-
nal competition for resources, and laying
off hlame to others for overall system
breakdowns are the symptoms character-
istic of this disease. “If everybady did his
job as well as I did mine, this wouldn't
have happened” are the words of the
dirges accompanying postmortems.

Top management, however, is con-
cerned about the effectiveness of the
overall job, and gets little comfort from
detailed subsidiary indictments. lts con-
cern with efficiency is also an overall one
—does the system use the least level of
overall resources for a given level of per-
formance effectiveness?

Trade-offs in one or two components’
efficiency may be necessary for every
other component to operate efficiently.
Finding such linkages is difficult, but
some of the present techniques of man-
agement science allow understanding of
the behavior of such systems—a necessary
condition for intelligent setting of objec-
tives for all compouents’ efficiency con-
tributions. The king who lost his king-
dom for want of a horseshoe nail during
one battle was probably the victim of
some blacksmith who had been overly
needled about his wastefully high inven-
tory.

Another growing concern for top man-
agements of all large business and Gov-
ernment entities is the need to justify
their decisions to hostile parties. After
initial reactions of outrage, this has stim-
ulated search for better methods of eval-
uation frrior to decision. The altowed
variation in the ranges of component ac-
ceptability has generally heen narrowed
in technical structures but widened in
human structures, with all the uncertain-
ties amplified as each component’s prob-
ability of faiiure is chained to the next
This has led to intense interest in the
understanding of the motivational forces
in order to insure system success in an
overall sense. Management science in-
cludes psychology for just this reason. No
longer are neat mathematical formulae
enough, Feasibility of a total package,
not elegance alone, is the hallmark of
good management science work today.
Tt may not win Nobel prizes, but it does
influence men and affairs—its central test.

There is need for increased emphasis
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GAO Auditorium
August 18, 1971

lgnorance in Government Is Not Bliss

The nature and quality of information made available to Federal policy-
making officials, including the Congress and program managers, are
matiers of great interest and concern to the Geneval Accounting Office
tn its evaluations of Federal programs and ectivities. These matters are
also of interest and concern to Mr. Gorliam, a former Government
executive and now president of a nonprofit research vrgantzation devoted

to the study of problems of the Nation's urban communitics. In his
lecture, he refers to weaknesses in our decisionmaking process which
have led to ineffective programs, waste of money, and a squandering of
public confidence and he points out that although wasted motion and
wasted money are bad, wasted confidence in a system such as ours cen

be a disaster.

This opportunity to share with you
some of my observations about the func-
tioning of government is a great honor
and a great pleasure.

My text is adapted from De Beau-
marchais. Two centuries ago he said:
“It is by no means necessary to under-
stand things to speak confidently about
them.” Experience suggests that for our
purposes  the following paraphrase
would be more appropriate: It is by no
means necessary to understand things to
enact laws and appropriate money.

My concern today is about certain
weaknesses in the decisionmaking proc-
ess which have led o ineffective pro-
grams, waste of money, and a squander-
ing of public conhdence. Wasted motion
and wasted money are bad; wasted con-
fidence 1n a system such as ours can be a
disaster.

Signs of the decline in confidence are
increasingly apparent. Recently, I came

upon one such small but striking indica-
tor in connection with work The Urban
Institute is doing on financing public
education. From 1963 w 1970 the per-
centage of schuol bond issues approved
Ly the voters fell drastically—from 72
pereent to 33 percent. Moreover, the
voter's inclination to turn thumbs down
had gained momentum steadily despite
the tact that school officials, trying to
counter the trend, were becoming far
more cautious in going to the electorate
—putting only 1.216 issues on the ballot
in 1970 as compared with 2,048 in 1963.

The voter's quiet message, expressed
as a rejection of what bureaucrats and
elected officials propose, is loudly rein-
forced in the media by other segments
of the population. The left calls for
power to the people; the right, for law
and order. Perhaps the most insidious
variation ol the message comes from a
suhstantial number of the young. They
ask neither what thev can do for their
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selfishly, Congress needs to restore pub-
lic faith by acquiring for uself a st g,
permanent investigative and knowledge-
huilding capability.

The feedback system works poorly.

The improvement of legislation and
administration depends on how sensi-
tively the legislative and execulive
branches adjust to the known strengths
and weaknesses in a program. Good new
legislation is based on a grasp of what is
actually going on under current pro-
grams,

Executive branch evaluation is bharely
getting off the ground: it needs nurtur-
ing and good central quality control,
which it is not getting. It still relates too
poorly to central decisions and is fre-
quently misplaced in the organizational
structure.

Congress, in addition to research back-
up. should also have its own independent
program assessment capability. The start
given GAO in this regard is promising.

Gathering knowledge Lo understand our
present problems and tmmediate oppor-
tunities is not enough in itself: also crit-
ically needed is the further investment
for converting knowledge into successful
programs and for maintaining a broad
research base to insure the success of
these and other programs,

We are deluding ourselves if we think
that we can remedy our social problems
without investing in the answers. We did
not expect that in defense or in space el-
forts. But in the social arena—except for
major {unding in the battle against dis-
eas¢ being carried out by the National
Institutes of Health—the research budg-
ets are puny. Some have taken this as
evidence that the Nation does not want
to solve the domestic ills, My own opin-
ion is that this underfunding reflects
popular but mistaken view that research
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is best suited to technical rather than
human problems. In fact, most of our
domestic problems require a comhina-
tion of technological, behavioral, eco-
nomic, and political research efforts.

Domestic research, then, should be
funded at a subswantial level. The pat-
tern of research and development in de-
fense need not he followed, but the por-
tion of defense spending set aside for
research—a whopping 10 percent—is in-
structive.

The flow of this money to scholarly
pursuits should he steady, and the tend-
ency of pursestring holders to limit
studies only to “what really counts’™ must
be avoided. Most certainly some trivial,
frivolous, illconceived projects will be
undertaken. But if “what really counts”
were known in advance, research would
not be necessary. To increase the state of
knowledge significantly requires a wide
range of efforts sustained by funding
commitments for many years.

Most problems jump across traditional
discipline lines. Research that is to be-
come directly useful to program formula-
tion simply must follow the problem
wherever it leads.

The National Science Foundation
(NSF) Research Applied to National
Needs Program is a promising begin-
ning. The new thrust of the Office of
Economic Opportunity toward social ex-
perimentation is another.

Promises of performance continue (o
oulstrip capabilities.

It is time to take show business out of
public discussions of existing or pro-
posed programs. More candor will have
benefits.

We need a restoration of reality to the
national debate. We must discover
mechanisms that assure the simultaneous
public discussion of wavs of achieving




goals along with the establishment of the
goal. Our error has been to permit Fed-
eral performance to fall short ot the ex-
pectations formed during the process of
setting the goal. If we can achieve a
better balance between goal setting and
goal fulfillment, I think we will have
gone a long way toward overcoming the
feeling of malaise about Government,

Conclusion

In summary, we have a very demand-
ing national agenda which is bound to
make great demands for collective ac-
tion. The demands will be placed on all
levels of government.

In acquiring the agenda we have over-
simplified our problems and oversold the
prospect of quick solutions—and we
have paid the price. Since we have not
delivered in area after area, the people
have increasingly come to distrust the
substitution of new agendas and new
solutions [o1 the old ones. It has become
and will continue to be more difhcult to
bring together the consensus we need to
do the things we will have to do. If
those of us who care don’t get busy in
improving Government performance, we
will have less and less chance to perform
at all.

I.et me end with what another French-
man said—this time about us.

They [the Americans] have all a lively
faith in the perfectability of man; they
judge that the diffusion of knowledge must
necessarily be advantageous and the con-
sequences of ignorance f{atal: they all con-
sider society as a body in a state of im-
provement, humanity as a changing scene,
in which nothing is. or ought to be, perma-
nent; and they admit that what appears to
them today to be good, may he superseded
by something better tomorrow,

That was De Tocqueville in 843
There is enough truth remaining in his

observation to sustain my confidence
that we will have something better
tomorrow.

Discussion

Am I correct in my conclusion that at
least in your book there isn’t a whole lot
of change hetween 1965 and the firesent
time as far as forward planning in con-
nection with the legislation of programs?
Do you see any big improvement in
technigues, or do we still have a long
way fo go?

My, Gorham: [ don't see great im-
provement. I think in the early 1960's
there were some very good starts that
spluttered and didn't get full backing.
Those starts have not been picked up
again. For example, the concepts be-
hind Planning-Programming—Budgeting
(PPB} are absolutely essential and
there's just no substitute for them. I
think they have had only iimited support
and consequently produced It d
results.

Another thought that came through to
me in commection with your remarks was
that you were somewhat critical of Con-
gress, the way they hold their hearings,
and their tailure to really go into propos-
als. Would you sey that an equal share
of that blame belongs to the executive
branch or the spowsor of the programs
for not thinking them through before
they are proposed to Congress?

Mr. Gorham: I certainly think a share
of the blame does go to the executive
branch: however, Congress responds to
what it s presented. What Congress
wishes, Congress will get. If Congress
will not consider proposals that are not
thought out. 1t will not get proposals
that are not thought out.

Going hack to PPB for just a minute,
I think there was an important tactical
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wished a large research and development
program on social programs?

Mr. Gorham: 1 think itf they had
wished it, they would have gotten it.
They've been getting a little bit in the
past: some funds for research in HUD,
some technology funding in NSF. [ don't
think these programs really came for-
ward because Congress wished i ]
think those werc executive branch sug-
gestions. | would say that generally
Congress has not wished it. but thev
have been willing to go along when the
executive branch proposed it. As far as
research itself is concerned, they have
moved verv, very hesitantly in terms ol
developing capabilities which are re-
sponsive and responsible directly to
Congress.

In view of yonur statement that part of
the problem with our lack of solutions is
that we don’t know what to do, how can
the General dccounting Office help in
controlling the amount of resources that
are bheing wasted? How can we supply
answers where there ure none?

My, Gorham: | think the traditional
mode of (GAO does provide limnited rele-
vance in the context of my talk. How-
ever, the mode that was begun by the
request to evaluate the Economic Op-
portunity Act seems to me was the doar
opener for the Ofhice o provide Con-
gress with a great deal of information
which is relevant to the context that I'm
talking about. Existing program perform-
ance against congressional intent is a
very fine way of understanding what the
next steps ought to be. If we are doing

well and you can find that we are, the
Congress can be encouraged to do more
of the same. If we are doing badly, Con-
aress can urge or require the executive
branch to look elsewhere for solutions.

Robert F. Keller, Deputy Comptroller
General: 1 think your remarks were par-
ticularly appropriate for those of us in
(:AQ because, as you know, in the last
3 or 4 years we have put a great deal
more emphasis on evaluation and taking
4 look at programs results, as distin-
guished from purely looking at the legal-
ity and properly accounting for the
tunds. I think it's something that GAO
can play a very important part in. It's
been recognized by the Congress and hy
the Legislative Reorganization Act of
1970 which gave us specific tasks in look-
ing at the results of ongoing programs. 1
think that’s where the real need is today
—at least in my experience and in work-
ing with Members of Congress. It is the
tvpe of information they're looking for.
They're seriously concerned about it,
hecause when they establish certin pro-
grams, set up certain objectives, they
want this feedback. Is it working out?

[ dont think you necessarily have 10
know or have a re« nmended cure. A
sure-fire one is pretty hard to come by.
I think that by disclosure that this pro-
gram 15 nat working, is not achieving the
results (if it's possible to measure them),
then at that time, the Congress and the
administration both can examine what
they have and what have been the re-
sults. Perhaps collectively, some changes
can be brought about for improvement.




The Need of the Congress
for Assistance

Congress is in a period—perhaps unparalleled in our
history—when it must sit in judgment on the merits of
admirable programs which are far too numerous and far
tou complex to he digested and comprehended in the time
available to us. We are presented with much learned and
persuasive testimony on the vital need of the numerous
propused programs and the great benefits that will ensue
from them. We are also often presented with equally
learned and persuasive testimonv against these same pro-
grars,

In more placid vears, we were able to maoderate these
adversary positions, extract from the crucible of ideas of
the substantive issues, and discard the specious and self-
serving ones. Today we are often nearly overwhelmed by
the volume and complexity of the matters we must con-
sider, and we feel the need for expert, professional judg-
ment from an independent and objective source.

In enacting the Legislative Reorganization Act of 1970,
Congress gave emphasis to this need and recognized the
Comprroller General and the General Accounting Office
das a meuns of fulfilling it

Senator Robert ]. Dole
Congreisional Record

June 2, 1971













function of the volume of inputs, or cost
elements, employed, and of the level of
technological and organization efliciency
of the producing unit. Thus. O =f (LK)
(T}, where O=outputs, L=Ilabor inputs,
K=capital and other nenlabor inputs.
¢ 1 T=level of technological and orga-
nizational efticiency. This formulation
immediately suggests that changes in
technological and organizational efh-
ciency may be measured by changes in
the ratio of the physical volume of pro-
duction to the physical volume of in-
puts.

As illustrated in chart 1 (p. 188}, the
values of output, input, and the produc-
tivity ratio are expressed in terms of in-
dex numbers, set at 100 for the base
period, year I. Note that when output is
heterogeneous, as indicated here, the
physical units of each type are multiplied
(weighted) by their average prices (or
costs) per unit in the base period. in order
to get quantity aggregates in the base-
and given-year(s). The same is true of
inpuis: that is, man-hours would be
weighted by average bourly pay, and the
other input units by their prices, in the
base period in order to get real input
aggregates in constant prices for succes-
sive periods.

Now, productivity may be said to have
increased when more output may be ob-
tained for the same tangible inputs, the
same output for fewer inputs. or more
generally, when output increases in rela-
tion to input. In the chart, we show that
between periods I and Il, output in-
creases 20 percent with 20 percent fewer
inputs, so that productivity tises by 50
percent.

As managers, you are well aware ot the
sources of productivity advance. Maost
important over the longer run is techno-
logical progress, as a result of inpavations,
which involve investments in imnproved
machinery, equipment, and structures,

improved lahor skills, and improvements
in organization. In the short run, changes
in rates of utilization of facilities and of
labor potential may be significant. In the
longer run, in addition to innovaton,
there may be economies of scale as an
Organization or sector grows, as a result of
increasing specialization of men, equip-
ment, and orgnnizational units, and, as
certain overhead functions may be spread
over increasing numbers of units of out-

pll[.

Distinctions Between
Productivity and Related Measures

It is desirable at the outset to distin-
guish producrivity from certain related
types of management measures. In the
first place, note that productivity meas-
urement starts where the market system
of the private sector and planning-
programming-budgeting systems of the
public sector leave off. That is, produc-
tivity measures take, as given, the output
and input mixes of the producing organi-
zation, industry, or sector in successive
periods, and focus on changes in efh-
ciency in producing that which manage-
ments have decided to produce.

In the private sector, market prices
determine the allocation of resources
amonyg competing uses, with each hrm of
an industry producing particular outputs
up to the point where the added costs
equal the additional sales receipts—
which resnlts in production in conformity
with the community’s preferences {(given
workable competition).

In the public sector, a more complex
svstem of cost-benefit analysis is required.
As in productivity measurements. esti-
mates are needed of the outputs required
to perform the functions assigned to vari-
ous agencies by the political authorities
who interpret public demands for gov-
ernmental services. Estimates of costs
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vate industry as a whole. This raises the
question as to whether there is less poten-
tial for rechnological advance in services
compared with commodity production
and distribution, or whether too few re-
sources have been devoted to promoting
technological and organizational advance
in the services area. (It is probably some
of both.)

As shown in table 1, there is consider-
able variation in rates of change in pro-
ductivity among subperiods, as measured
between peak years of the business cycle.
These are frequently associated with vari-
ations in rates of change in output. Thus,
in the first subperiod 1948-53, both real
product and productivity showed above-
average rates of gain. In the next two sub-
periods between 1953 and 1960, there was
a retardation in the growth of both real
product and productivity. The best gains
of all were shown during the long expan-
sion of 1960-66. But in the final subpe-
riod 196669, when real product grew
not far below its secular rate, produc-
tivity advance retarded drastically to 1.1
percent a year, on average. And in the
recession year 1970, preliminary esti-
mates indicate that there was no increase
in total factor productivity, and even
output-per-inan-hour grew by less than |
P ent. While productivity advance
typically slows down in recessions, the
decline in 1970 was more than is usual.

Concern with the apparent slowdown
irr productivity advance since 1966 was
one reason for the establishment of a
National Commission on Productivity in
June 1970. One of the four working
groups of that Commission, which is
headed by George Shultz, Director of the
Office of Management and Budget,
covers the topic of Government activities
—not only those designed to promote pro-
ductivity advance in the private econ-
omy, but also those designed to promote
productivity within the Federal Govern-
ment itself. I might also mention that the

180

Presidenc’s Advisory Council on M 1age-
ment Improvement is likewise interested
in promoting productivity measuremeng
and improvement in Federal agencies.

The plain fact of the matter is that we
do not really know the extent of produc-
tivity advance in the Federal establish-
ment, apart from the several organiza-
tions mentioned earlier. Yet as shown in
table 2 (p. 193), governments absorbed
about one-quarter of the total GNP in
1966 (and a bit less in 1970 due to the drop
in national security outlays), about half
of which was Federal Government pur-
chases. In terms of factor income (which
leaves out purchases from the private sec-
tor), Government ahbsorbed more than
one-sixth. Obviously then, improvements
in Government productivity can make a
significant contribution to overall eco-
nomic growth and also help mitigate in-
flation with respect to tax rates.

Measurement Methodology

In discussing methods of estimating
productivity, with particular respect to
Government, 1 need not go into detail.
The Budget Bureau study, Measuring
Productivity of Federal Government Or-
ganizations, describes methodology in
much detail, both generally and specifi-
cally, for the five organizations that partic-
ipated. But I sheuld like o review some
of the main points with regard to measur-
ing output, and the tnputs, in real terms,
which are the component variables of
productivity ratios.

Output Measurement

In the private service industries, two
approaches to output measurement are
possible: (I) measurement of the num-
bers of units of output of the various
types, which are combined by applica-
tion of prices for each type of service out-
put in a base-period or (2) “deflating”



(i.e.., dividing) current dollar expendi-
tures by a price index reflecting price
movements of the major types of services
produced. Since general governments do
not sell services by the piece at a specific
price, only the first approach is open. And
¢ n there, instead of using prices as
weights, we must use unit Costs as an
approximation to the values ol the vari-
ous types of public services.

During the pilot study of productivity,
we thought one advantageous byproduct
was that it [orced public administrators
to define the functions of their organiza-
tions in measureable terms—that is, to
specify the programs, program elements,
and individual types of outputs by means
of which the organization fulfilled its mis-
sion. By now, this exercise has become
more or less routine in many agencies,
and output measures are regularly com-
piled as part of program budgeting, work
measurement, or other phases of manage-
ment information systems. For productiv-
ity purposes, however, it is necessary to
select the final outputs, as noted above,
and to aggregate, using unit costs of a
relatively recent base year, The vear 1967
is now designated by the Ofhce of Statis-
tical Policy of OMB as the recommended
base-period for index numbers compiled
by Federal agencies.

One difficult problem in measuring
oucputs is adjusting f{or quality change.
This is usually done by adjusting units of
the new quality service by the ratio ol tts
unit costs to the unit costs of the previous
quality service, at the time of changeover.
For example, assume that processing tax
return forms of various types is an impor-
tant part of the output of the Internal
Revenuve Service (IRS). Assume further
that a new Revenue Act results in a more
complicated Form 1040 for reporting the
individual income tax. As a result. aver-
age processing time on this form is in-
creased by 5 percent. Then we would say
that each form of this type which is proc.

essed represents 5 percent more output,
and we would adjust the new data for
comparability with the old by dividing by
a factor of 0.95. In some cases, the output
and derived productivity measures may
be supplemnented by recourse to separate
quality measures. In the IRS case, the
“tax gap” 1s such a measure, showing the
ratio of tax collections to estimated taxes
owed.

Belore looking at some examples of
output measures, it is only fair to note
that not all economic activities can be
measured adequately. For example, no
good method of measuring outputs of
research and development work has been
devised. But most outputs of most Federal
civilian agencies are routine or standard-
ized enough, or are susceptible to adjust-
ment for quality change. so that useful
output and productivity estimates can be
prepared. in my judgment.

Now, to look at some cases: table 3
{p. 194) shows the outputs of the Divi-
sion of Ihsbursement in the Treasury
Department. The outputs are simple,
consisting of two types (since the aban-
donment of cash payments): the numbers
of savings bonds issued and of checks
issued. An interesting feature of this case,
however, is that it was possible to estimate
output per employee by method used in
issuing checks, as shown in chart 3
{p. 191). Thus, the increase in output per
employee in the Division may he ana-
Iyzed in terms of increases in efficiency in
the use of particular methods and as a
result of shifts of output from lower pro-
ductivity methods, such as addressing
machines. to higher productivity meth-
ods, such as semielectronic or electronic
clata processing (EDP).

Table 4 (p. [94) shows the outputs of
the Department of Insurance in the Vet-
erans Administration, Of the eight out-
puts which were identified, the servicing
of policies in force is by far the most
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Discussion

What is the relationship between ac-
crual accounting and productivity meas-
urement?

Dr. Kendrick: Accrual accounting pro-
vides the appropriate data base for pro-
ductivity estimates, The outputs of a
peried {(including the real net change in
finished and in-process inventories) must
be related to the real costs incurred dur-
ing the period. The timing of payments
may differ from the accruals, and it is
the lacter which is relevant.

Why is there a hesitancy on the part
of Federal managers to apply productiv-
ity measuremnent?

Dr. Kendrick: Many public adminis-
trators do not understand the nature,
construction, and uses of productivity
measures. Others, while they may under-
stand  productivity measurement, fear
that the measures may be misused by,
for example, the setting of unrealistic
goals.

What is the difference between pro-
ductivity measurement and work meas-
urement?

Dr. Kendrick: Work measurement
compares actual performance with per-
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CHART 1

ILLUSTRATIVE PRODUCTIVITY CALCULATIONS
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CHART 2 A

A CENTURY OF U.5. ECONOMIC GROWTH QUTPUT, INPUIS & PRODUCTIVITY
RATIOS U.S. PRIVATE DOMESTIC ECONOMY
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CHART 2 B
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grams like Head Start and why?r What
is the experience ol one, two, three, or
more kids who go through the program?
Who are the critics, and what do they
say? Almost always 1 leel there should
be, in accounts of Government activities,
a view of the men and women involved,
both as creators and participants, or at
least the feeling that behind each event
15 some human concern.

There is a legend in these parts that
goes that public servants are entitled to
private lives, that somehow they can sep-
arate their office hours from their time
on the golf course or at the symphony. I
don't believe that. And I further believe
it to be one of the parts of our problem
of understanding. In my view. ynu are
very special people. You have in a way
almost taken the vows by coming into
government. And let me say here, that I
apply the same standards to myself and
other journalists. Everv part of us, every-
tt g we do, affects in some way our
work. Therefore, within reasonable lim-
its, 1 helieve that we all should be sub-
ject to scrutiny that if need be goes into
our homes. our family relationships, and
our backgrounds.

Let me illuscraie, 1 have dealt over
the past decade with the highest level of
this Government. so forgive the use of
Presidential references. 1 feel they are
vi 1, that the me principles apply,
even more so in some cases, on lower
levels.

I am convinced that the clue to our in-
volvement in Vietnam, whether vou he-
lieve it right or wrong, lies in Lyndon
Johnson’s background and personality
me  than our treaty abligations or con-
cerns about regional securitv or the
threat that the Communists, if not
stopped in Southeast Asia, would soon
be coming up Wilshire Boulevard. John-
son wis a Texan, nurtured in the legends
of the West, He could not abide defeat
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of any nature, or what he construed to
be defeat. And he thought in the tradi-
tional manner about courage. You stood,
fought, won. Some of us believe that
Johnson was afflicted by something we
called "the Alamo Syndrome™ that com-
pelled him to go to the aid of South
Vietnanm.

I have often in these recent years
thought back to Dwight Eisenhower's
Presidency and why he was able to hold
such a majority of the Nation through 8
years. I could not find that many clues
in the Republican Platform or in his
messages to Congress. But the accounts
of his boyhood in Abilene, his years at
West Point, and the book of his remi-
niscences delineated superbly that basic
decency and honesty which underlay the
trust the people put in him.

I think it significant, for instance, that
Richard Nixon was, and is. so taken with
the movie on General George S. Pa 1.
1 found countless clues to John Ken-
nedy’s behavior in studying his upbring-
ing. One 45-minute interview with old
Joe Kennedy up in New York shortly
after Kennedy's election, 1 believe,
vielded more truth about why he was the
man he was than any thing 1 did in my
reporting career on Kennedy. It was a
story of fierce love, pride, and money all
mixed together.

I never really understood Ezra Benson
or his agriculture policies undil I spent a
couple of weeks with him and heard
from his lips about his days in England
as a2 Mormon missionary and how he
dodged eggs when he preached, occa-
sionally had a fist fight or two in the
name of the l.ord, and in the end rather
thrived on adversity. Just a few days ago
I was struck in doing a roundup of all
seven potential Democratic candidates
that six of them came from small towns.
I believe that now I see, for instance,
what drives Harold Hughes and 1 sus-







lowa State College. set out there among
the corn helds. I recall the great calm
which came over me as I worked on my
speech for that evening, and how 1 telt
I could idle along with this audience.
Well, when the question period came, !
sweated again. I wene through Vietnam,
the balance of payments, and yes, the
effects of sex in The White House. Liter-
alty, ladies and gentlemen, the same
questions asked with the sume vehe-
mence as at Yale, Out there they know.
They are ready for anything we can hand
to them.

You have heard of late a good deal
about the adversary relationship, which
is necessary in good government. 1 would
not discount that. Ambassador Harlan
Cleveland. a distinguished member of
the Foreign Service, once said that out of
the web of tension comes creative policy.
But there 1s a danger that we should per-
haps take note of and it bears direcily on
this matter of bringing better under-
standing of this Government.

There arc times in this city when one
gets the distinct impression that chere
are three, four, or five governments.
There are times when a reading of the
morning papers suggests that the press
is some kind of foreign power to be dealt
with with suspicion, contempt, down-
right distrust; that the executive hranch
is a Aeldom totally isclated from the rest
of the Governiment, indeed the Nation;
and that Congress is a separate kingdom.
Lost in this great exercise of adversary
government is the fact that we are all
one people under one Hag and in one
councry. Cerrainly, tension must exist,
but sometimes we go too far. The press
needs to shoulder its share of the blame,
but Governiment, too, should look ro its
easy posture of assuming that anybody
who comes before it with a guestion is
one of those rotten apples that needs to
be thrown out. T helieve, today, just as
strongly as I did several years ago when
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T began in this business that we can work
together toward a common goal, ves,
with certain tension, with certain dis-
agreements and frictions, but always
with the understanding that we are all
the same people and we in a very basic
way want the same things. We have lost
sight of that a bic these last months, We
are the people. Well, the press is one
part. intellectuals another, labor unions,
doctors. We have heen excluding too
ANy groups.

That is not far removed from Justice
Burger's appeal for a new era of civility
tn our national life. He singled out law-
vers and the press but it applies across
the board. 1 hope we will not look back
several decades from now and label the
Justice “'the !ast gentleman.” But there
are davs in covering this Government
when I wonder. We must argue and dis-
cuss, but there is no call to be permanent
enemies, to he vindictive or impolite. 1
have ceased listing the number of phone
calls that have not been returned in the
past few vears. I am an adult and have
rather a thick skin, so that when a man
i the Government does not want to talk
to me for any number of Teasons, all of
which ¢ould he valid, then I can absorh
and siill smile at almost any response
[rom his secretary, even that he doesn't
wiant to see me. doesn’t trust me, doesn't
have anything he can give me. But the
infuriating thing 1s to be told by some
sweet voiced young thing that the man
in question will return your call or will
surely respond in some other way, and
then to have days of silence. T must say
my first reaction is one of suspicion.

Justice Burger suggested that more
wars in this world have been prevented
by the politeness and civility of diplo-
mats over the ages than had been won
by the generals on the baudefields. I
must agree. T can report myself as a test
case in which, when contending in gen-
tlemanly fashion with a news source







remarks. Total and instant communica-
tion have made a very simple change of
heart seemn sinister. On the campaign
plane in 1964, LB] insisted that he
would follow the advice of General
Douglas MacArthur and not commit
American boys to fght Asian batties.
Confronted with the facts of Vietnam, he
changed his approach. He was not al-
lowed to forget it.

Richard Nixon has had his problems.
One year an unbalanced budget was con-
sidered almost immoral. The next year
he hailed it as the salvation of the Na-
tion. It is perfectly logical to assume that
conditions, or Mr. Nixon's heart, quite
naturally changed over this time. Burt it
is also quite apparent that more temper-
ate language, taking into account the
total recall today's journmalism affords,
would have served him better.

Problems of truth arise in getting
faulty facts, in making careless errors, I
suggest that no other problem in our
time, in governmental affairs, needs
closer attention than this matter of
truth. It requires first the courage to tell
it, the intelligence to understand, as
Abraham Lincoln did, thac it is the ulti-
mate wisdom in the affairs of men, and
finally, in our electronic age, to perceive
that there are so many special ways that
distortion and conrtradiction can arise
unintentionally. When they accumulate
sufficiently, they have the same effect on
the American people as an outright lie.
A credibility problem is composed of
faulty facts, hyperbole, and the hard sell
almost as much as deception.

Government Belongs to
All the Peaple

One of the dangers which confront
men who dwell in the Federal precincts
seems to me to be the feeling of total
ownership or possession of their jursdic-
tion. From The White House on down it
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would appear that after a given time the
awe of their position wears off and they
come to believe that they own the Gov-
ernment.

I tell the story of Lyndon Johnson at
El Toro Marine Air Base several years
ago. After reviewing some of the troops
destined for Vietnam, he headed back
toward his helicopter. He went, however,
towards the wrong machine. A Marine
major stopped him and said, “"Mr. Presi-
dent, that is not your helicopter. Yours
is over there.” Lyndon Johnson luvked
down at him and said, "Son, they are all
my helicopters.”

1 believe that in no small way this was
one of the problems which arose in the
case of former Supreme Court Justice
Abe Fortas. For many men, who helped
create the Government as we know it
todav, who served it in many capacities,
who knew the great leaders in it, the
Government became a personal piece of
property, the rules to be written, or dis-
carded, as that person saw fit. 1 believe
that men in the Government must con-
stantly remind themselves that th  do
what they do in trust, that they have
their portion of the Government on loan,
that it belongs to all the people and that
is why their job is so special.

The Press

I have talked at considerable length
about you in the Government. Let me
turn now to the press. Contrary to what
you may have been led to believe re-
cently by some very high authorities in
this Government, the press is not perfect.
As a matter of fact, there 1s woeful mis-
understanding of what it is, what it is
about, and its general level of compe-
tence. I do not believe that there will be
much improvement in the understand-
ing of governmental affairs until those
within the Government begin to under-




stand better than they have so far, the
press (electronic and printed).

It is composed of humans, who err in
all the wraditional ways, sometimes in
even niere exotic fashion than other mor-
tals. Much of Vice President Spiro
Agnew's criticism is justified. Much s
nonsense, But enough is on the mark to
make him worth listening to. The press
has grown f{ar, arrogan:, and even lazy.
And yet it serves this Nation better than
ever. Let me attempr to explain the par-
adox.

The press. and I speak of television
as well as print, is caught in the same
wave of skepticism that other institu-
tions are—the auto industry, medicine,
the law profession, and the churches, We
are alone in being summoned before the
public for scrutiny. That 1s good. But as
this review goes on, keep in mind some
facts.

The press is a {ree enterprise institu-
tion, accepting no more special support
from the Government than other busi-
nesses, less in many instances. It must
survive in the market place. T am not
certain vet that that is the best method.
But nothing better has heen devised, ol
which 1 am aware. So we must lure and
keep readers in order to keep publishing
and broadcasting and that means we
must not only be relevant and entighten-
ing, but entertaining. We come in many
forms for many pcople. Some of us do
one thing. others have different audi-
ences. To this day I still have to pause
and explain to irritated Government
staff w abers t t Time Magazine has
never attempted to print news like The
New York Times, that Time Magazine
chooses up sides, and with its limited
space cannot tun all the facts in any
given debate. I have been singularly un-
successful over my 16 years in this city in
convincing members of the bureaucracy
that that is the way Luce planned it. We

attermnpt to find the truth. We try to be
tair. But then we do it our way.

It is common when I go out on lec-
tures these days for the audiences to ac-
cuse us of being outrageously inaccu-
ratc. We have our share of faulty facts, 1
agree. But the press makes no more er-
rors than bank clerks, or schoolteachers,
or lawyers or doctors. We must at the
c¢nd of every day or week or month lay
out all of our work for you and the pub-
lic to see. There is no hiding. A journal-
ist’s soul, heart, and gut 15 committed to
paper and that is a pretty open place to
he, as I am sure those of you who have
written <an autest. So, the errors, along
with the truth, are handed every morn-
ing or night to the critics and dissection
is not all that hard particularly when
there are differing opinions coming in
from all points of the compass.

Fifty vears ago. petting the news was
a relatively simple function. One got up
in the morning in Chicago and read
Colonel McCormick's Chicago Tribune.
The world was all neatly contained in
those few columns, There was not much
radio news to inhltrate one’s mind. no
TV, and magazines were largely written
out of the newspapers, It was a ridy and
comfortable way to live. One could go
to work safe in the knowledge he knew
what was happening. That of course was
untrue. The reader of the single paper
wits woefully ignorant of events, condi-
tions. people. But we had not reached
Toffler's Future Shock, the age of accel-
eration, so it did not matter much.

But now the assault on the sense is
awesome— TV, radio, half a dozen news-
papers if vou live in Washington, maga-
zines, and movies. I suspect part of the
new anger at the press comes from the
sheer weight of 1t. Yet, I contend that
never have people been ) well served
by the press, never have they been able,
it they want, 1o get closer tu the real
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I would like to see more of the human
element involved here—and how it re-
lates to our country. Mr. Staats touched
on that in his opening remarks stating
that you were actually being forced to
the public eye more, stimply by the im-
portance and the size of your operation.
I believe that. yes, it needs more study,
it needs more thought, more facts need
to be laid out.

Newspapers are a powerful factor in
the forming of public opinion and yet it
seems {0 me in the last several years in
Washington that predonunanily  the
news media {Ties 1o take a negative tone
on any President, almost any public offi-
cial, against almost any program or ad-
minisiration regardless of what party. Is
there any way for the media to be con-
structive, looking for some positive as-
pects to build up rather than tear douwn!?

Mr. Sidey: We come back to this ques-
tion of Mr. Moynihan about the jour-
nalism of disparagement—the cliquish-
ness and faddishness of it. I want to
challenge you on a few things.

First, without having done it at all
and I have not even read the morning
Washington Post. [ believe that if you
went out and you measured quantita-
tively all of the stories here in your
morning paper, you would find more
good ones than bad ones. 1 have tried
this on several occasions with magazines
and papers and it is almost inevitablv the
same. It runs about 60 or 70 percent
with stories that either don't take a side
or are about sewer bond issues or ladies
aide society meetings. This can be con-
sidered good news over the bad news.

Now the play of the bad news is the
problem. Your headlines and your hront
pages tend to be dominated by the nega-
tive. But I do believe there is a tendency
by too 1 1y people to remember the
bad news and forget the good news—or

not even read the good news. The good
news tends to be boring and you don't
even go through it. 1 have tried this on
several of my audiences but T won't this
morning—TI don't want to embarrass a
body—but what I dowhen I have studied
the paper is I say, "Did you see such
and such a story?” “No, I didn’t see
that.” "“Did you see such and such?” “No,
I didn't see that.” But people do see the
story about the rape or murder or bank-
robbery and they read them too, So we
come back to this problem of the mar-
ket place. vou know, of what people
want. What their appetites are. You
know. I regret that Playboy is 300 pages
and Time only 100 pages. But you have
a point. Let me say there 1s a point there
—just too much negative.

I suspect part of it is that it's casier to
criticize. You know how it is, it’s easier
to be against somebody and this town
tends to encourage that. | was amused
some time ago by a new minister in my
church out in Potomac who said he
found Washington to be totally different
from the city he came from, People got
up arguing. That sort of thing, So there
is that problem. We need to watch it—we
really do. We need to be told about it
and that’s happening. You people are
telling us about it. You people are quite
mild. Most of the audiences tear me limb
from limb but it is true,

Now, secondly, I want to really ques-
tion you. We don’t topple Presidents.
The press doesn’t. We can’t do that.
They do that themselves. A President
hotds all of the cards. [ mean, they have
got the power not only of the media that
they can control in their own way but
they have gnt the power and the struc-
ture of Government. They have got the
economic power. No, I just don't buy
that. Lyndon Johnson is back on the
ranch because of himself, not because of
us. You can’t break a President. 1 just
helteve that is a total myth. Sure we have
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GAQO Auditorium
November 16, 1971

The Growing of Public Executives

The General Accounting Office has drawn increasingly on the untversities,
hoth as a source of high quality professional staf] and as a resource for
postentry traiming. Dr. Cleveland has deep insights and profound concern
for the fulure of the public service. Throughout his career he has made
oulstanding contributions to the cause for improved management in
Government, both as u public official and as an educator. His underlving
concern for better public management was a major reason for including
him in this series of lectures, Dr, Cleveland observes that our scarcest
resource appears to be men and women who have the incentive lo grow
beyond thetr specialized ftelds, who have some understanding of admin-
istrative processes, and who are challenged rather than repelled by
complexity. He emphasizes that we need to grow people who can care

with competence about “the situation-as-a-whole.”

My introduction to the General Ac-
counting Off : came with the audit of
my first Federul travel voucher. In 1940
I joined the U5, Department of Agn-
culture (USDA) and was promptly sent
on assignment to several States. Of course
I kept meticulous track of every penny,
determined that my expense account
would be a model of burcaucratic cau-
tion. Twao years later, I trembled as 1
opened a letter from one of Elmer Staats'
distinguished predecessors. 1 had failed—
there was a disallowance. My voyage had
ended with a taxi ride from Union Sw-
tion back to my USDA office. So good
were those good old davs that raxis in
Zone 1 cost only 20 cents. I had gener-
ously rounded it out to a guarter. My
generosity was not a Federal obligation,
said the Comptroller General: the nicke!
had been disallowed.

Both the GAO and ! have come a
long way since then. I can now afford

my own taxi tips, and the Comptroller
General can afford to mauve beyond de-
tailed auditing to broader forms of man-
agement analysis and more sophisticated
applications of the policy sciences.

As such the GAO is necessarily con-
cerned with the growing of executive
leaders for a complex society, which is
my subject today.

For half a lifetime as a public execu-
tive, I have wrestled with complexity in
public and private employ. in Europe
and Asia as well as in the United States.
That this experience must have pro-
duced some useful ideas about executive
leadership will be this lecture's presump-
tion. in both senses of the word.

A career as an executive is not some-
thing you plan for yourself. It's the series
of accidental changes of job and shifts
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rhetorical flight. Holding his manuscript
off the desk with both hands, he did not
appear to notice the precious addition to
his speech. I watched with a sinking feel-
ing as he swept on past the point at which
I had suggested it should be inserted.
Only a minute or two of text remained:
there might not be enough time left for
another call to New York.

At this point, the phone rang and my
secretary Tess Beach, normally calm and
collected, rushed in to report “The Presi-
dent is on the phone T mean person-
ally!” 1 reached for the phone, still watch-
ing my corner of the Cuba missile sce-
nario come loose in New York. “T've just
heard about the OAS action.” the Presi-
dent said. speaking even more rapidly
than usual, “'Is there some way we can get
it into Stevenson's speech hefore he fin-
ishes?”

For a giddy instant wondered what I
would have said if we had not thought to
cover that base. “We've done an insert on
that, Mr. President, and it's just been
placed in front of him,” I said. “But
brankly, I'm not sure he saw it, because—"
At that moment, Stevenson reached for
the little rectangle of white paper, took it
in at a glance, and cleared his throat. Be-
fore I could sav anvthing more, President
Kennedy. who was naturally watching the
same television show in his White House
office, cut in. “Oh, I see. He's picking it
up and reading it now. Thanks very
nruch, Harlan.”

The Cuba missile crisis was not yet
over. But mine was.

®= & & £ &
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Impact of Technological Change
on Decisionmaking

Executives are men and women who
bring people together in organizations to
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make something different happen. They
live in motion, working in the midst of
events they help create, The name of
their game is complexity, and the count-
ers in the game are decisions.

The social fallout of science requires an
enormous range of new decisions to be
made by somebody from day to day.
Some of them are directly the result of
scienttfic invention and technological in-
novation; other new-type decisions are
the consequence of the human congestion
that science makes possible.

My grandfather did not regard himself
as responsible for racial oppression, or
international relations, o1 the plight of
the cities, or other gaps in the “moral sci-
ence” of his day. He did not need to have
an opinion on legalized abortion, let
alone on whether scientists ought to reach
into people’s molecules to induce muta-
tions in their genes. Grandfather read
Jules Verne and doubtless assumed that
man would one day reach the moon, but
(though he was a lawyer and a politician)
he did not trouble himself about the law
of outer space and celestial bodies. Nor
did he worry about the testing and con-
trol of nuclear weapons, or think about
msurance against nuclear accidents. He
did not even have second thoughts about
spraying his garden with pest-Killers;
their use was neither widespread nor ef}
cient.

But we are quite suddenly in the pres-
ence of machines and drugs and proce-
dures that can change thé balance of
nature, ruin the human environment, ac-
tivate or tranquilize a teenager, alter
human personality, raise or lower intelli-
gence, enhance or impair memory and
learning, make births more various or
uniform, and extend the very frontiers of
death. Machines are taking over most of
the work that “unskilled workers™ used to
do; new weaponry has altered the arith-
metic of war and the strategies of peace:



new means of transport and cotnmunica-
tion make individuals more independent
and cultures and societies more interde-
penc  t. Before the scientific revolution
in farming and medicine, there was not
effectively 2 “world food problem™ or a
“world health problem,” there was merely
an unavoidable prevalence ol starvation
and disease. Now that something can be
done about these ancient afflictions, deci-
sions have to be made by somebody to do
or not to do that something.

The effect of technulogical change on
the character of human decisions ts illus-
trated with almost too much drama in the
rapid mutation in air and missile defense.

It was hard enough to get used to the idea’

that our personal safety might depend on
a small group of voung men watching for
enemy invasion at an outpost of the Dis-
tant Early Warning Line. As new tech-
nologies shortened the warning times.
responsibility for being right the first
time was more and more diffused to the
far corners of the earth. where asleepy (1
could cost us precious minutes. or an
overzealous one cost us rhe furure itself,
Newer technologies were then devised to
reserve to the President the kinds ol deci-
sions that used to be made by subordinate
commanders—decisions about the move-
ment of troops or the firing of long-range
weapons—etven if there were onlv a few
moments to decide and the President
were on the golf course or at a dinner
partv. But the more computerized the
technology becomes and the shorter the
timespan for the last-minute application
of human judgment, the more tancitul
becomes the nation that the President is
still in tactical charge.

In an antiballistic missile system, for
zxample, experts have o program into
computers the possible characteristics of
incoming missiles, so the machine can
identify, track, and fire at them before
they get to their targets, a matter of min-
utes after thev appear over the horizon.

The decision to fire is no longer, insuch a
svstern, the Commander-in-Chief’s; that
decision has been predelegated, with in-
structions, to the computer. The Presi-
dent's responsibility is exercised, il at all,
much earlier in the process. by trying to
make sure the experts who programmed
the computer knew what they were doing,.
And how does he make sure of thate

Iv

New Kinds of Organization and
Management Needs

The extraordinary growth in the num-
ber and public importance of decisions to
he made will require new kinds of organi-
zations. managed in new ways by new
kinds of people.

As long as most of mankind's social
tasks could be accomplished instde hier-
archical pyramids. it was convenient
enough to call such structure “organiza-
tions.” But more and more important so-
cial tasks 1n an industrialized socicty can
only be accomplished by linking together
a congeries of organizations, each contrib-
uting its part to some larger purpose
which is presumed to be shared by them
all. The future-oriented ward for “o1gani-
zation” is “systern.”

If an organization is the relano
among tts members, an organization sys-
tem is "a bundle of relations,” The tech-
nical use of the now popular term “'sys-
tem” includes complexities which man
cannot manage (the solar system), or man
1s Just heginning to understand (the ner-
vous system), or are created by man for
his own use (a language. a school svstem, a
weapons svstem}. I will use the word sys-
rem to mean a bundle of relations which
is (1) aimed at a subjective human pur-
pose and (2) so large and complicated that
all the connections among its parts can-
not be known by any one person even if
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thev have a right to be cut in on the deci-
sionmaking. Even in the totalitarian soci-
ctivs. the notion of effective “dictator-
ship™ is hreaking down. The dvnamics of
development loosen the up-and-down
vontrols, and spread the responsihility for
initative and follow-through to hun-
dreds, then thousands. then tens of thou-
sands of “cadres.”

In the mid-14950°s 1T tried to count
America's “opinion leaders.” because 1
was publisher of a magazine 1 thought
they ought to read. (Other publications
later adopted parallel appeals to “the
influentials,” “the men who get ahead.”
and the like)) My 14955 estimate was
555,000: a similar analysis of “opinion
leaders™ might yield as many as 1,000,000
in the decade of the seventies. The con-
cept of "opinton leaders” is broader than
public executives, since the former also
includes teachers, artists. doctors. law-
yers, judges, legislators, and other profes-
sional people as well. But the public
executives—policymakers in public, phil-
anthropic, voluntary, and large-scale Cpri-
vate' enterprise—were about seven out of
10 of the “opinion leaders” in the earlier
estitnate. They might thus Le 700,000 out
of 200,000,000 Americans in 1971, Before
fong the public executives will number a
million in the United States alone.

What no GGreek political theorist imag-
ined or people’s revolutionarv accom-
plished—a devolution of real power to
hundreds of thousands of people—is com-
ing to pass as the social consequence of
modern science and technology. We have
our aristocracy, but it is increasingly an
aristocvacy ol achievemeni. By common
consent we no longer entrust the setting
of styles to any one class, any one race.
any one priesthood or courthouse gang—
or even to the White House staff. The
destiny decisions we face are so termihly
important they cannot be left to the ex-
perts, the wealthy, the products of the
Ivy League, or the residents of the East-

ern Sezhoard. For a generation it has
been conventionally wise to predict that
more complex technologies would make
for more centralization of leadership. My
thesis is to the contrary: complexity of
organization systems 1s diffusing the op-
portunity to lead and multiplving the
requirement for leaders.

The paradox of our not-so-manifest des-
tiny i1s here. Though we need more and
more leaders. there is no career ladder
called “leadership.” The control panels
where expertness is married to purpose
must be manned by an aristocracy of
specialized achievement. Yet our scarcest
resource appears to be men and women
who have the incentive 1o grow beyond
their specialized fields, who have some
understanding of the administrative proc-
ess, who are challenged rather than re-
pelled by complexity.

On the one hand science has made pos-
sible continuous change at an accelerat-
ing rate, accompanied by growing inter-
dependence of social decisions, growing
hugeness of organization svstems, and
growing diffusion of power within and
among them. The major obstacle to the
next stage in America’s success story is
obviously our inability to “get it all to-
gether.” Getting it all together requires a
rapidly expanding ration of executive
teaders, and an even larger number of
people ahle to understand the policy
issues, relate them to each other, and
serve as opinion leaders outside their
own fields of expertise.

Yet it has hbeen the practice of modern
civilization to place such stress on the
division of labor as to siphon off into rela-
tively narrow specialties nearly all of the
first-rate talent. A young man or woman
building a career can envision the excite-
ment of the laboratory or the construc-
tion job, the hospital or the department
store, the scholar’s study or the teacher’s
classroom. Close attention to the situation
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States. Furthermore, “Effective Govern-
ment Management” must be accepted,

supported, d demanded by the pro-
ductive forces of this nation as a prereq-
uisite to their efforts to produce the
wealth and the requirements to sustain
life. Oiherwise, the nation itself will not
long exist as we know it.

Therefore, the breadth and applica-
tion of good accounting is infnite in a
country like ours. I say a “country like
ours” because we have a democracy dedi-
cated to balancing “freedom”™ and the
“fruits of that freedom” to all of its peo-
ple. Notwithstanding all of the com-
plaints which this freedom permits and
encourages, this nation stands alone in
opposing oppression of all descriptions.
Qur risk, as a nation, lies in our taking
freedom so much for granted that we
think it will always be there if we leave
it for a moment to indulge in some sup-
pressive digressions.

I have been exposed to accounting in
at least one country which is not dedi-
cated to the freedom of its people. I was
impressed by the high quality ol account-
ing in that country, and it oo is used to
establish “Effective Government Man-
agement.” However, the accounting and
management which rests upon it is used
to deny freedom to its people. As a con-
sequence. since freedom does not exist.
the fruits of freedom are not available
for distribution to that nation’s citizens.
The citizens of that nation suffer the ab-
senice of [reedom and, therefore, absence
of the ptant that bears the fruit that will
sustain wholesome life.

Thus, let us not forget that "Quality
Accounting” is like an explosive. It can
be used inwardly to destroy and out-
wardly to preserve freedom for the
public. In our nation, the same dual use
of accounting can be used to injure one
segment of our citizens at the expense
of another segment. Tt can be used by

236

government to Oppress one or more -
ments of our people as well as to provide
justice to all. Good accounting like § d
government knows no bias. 1f this prem-
ise for accounting were not preserved,
the citizens injured would suffer the loss
of some of their freedom by mismanage-
ment by government institutions and
corporations just as surely as if guns or
bomhs were used by one group against
another, Since we are fortunate cnough
to have had forefathers that preserved
freedom for us, we as individual account-
ants are an rmportant link in the preser-
vation of the rights to assets and their
use and the assessment of liabilities
among our citizens through the quality
of our work.

The citizens of this country are en-
titled to receive the honest facts on cost
and revenues, irrespective of the ciass of
taxpayer they may be, irrespective of
whether they are labor or management,
irrespective of whether they are con-
sumer or investar, irrespective ol
whether they are employed or unem-
ployed, or retired, irrespective of
whether they are government or public
conrractors, irrespective ol whether they
Are Tepresenting government or are
plain citizens, ad infinitum. Proper ac-
counting knows no classification of its
facts according to who receives them. If
it were otherwise, accounting would be
completely destructive of its purposes
and would produce a {fundamental viola-
tion of basic relationships as among 11.5.
citizens.

Mechanics of Accounting Need
Major Restructuring

We sometimes get mesmerized with
the procedures by which accounting is
performed and thus lose sight of its sub-
stance or bury its communicative value.
Mechanical processes of accounting are
fun to the nonaccount t, and often we






confuse up-to-date mechanics with qual-
ity of the product. The computer has
made this diversionary tract even more
attractive than when handwork was nec-
essary. With computer speed we can
build more useless accounting  castles
than we could ever imagine with hand-
work or mechanical machines,

As a consequence, at limes the com-
puter has created a Berlin wail hetween
the needs of managemem to use its ef-
fectiveness and the facts needed to im-
prove management decisionmaking. We
must keep in mind that decisionmaking
by readers is the end use of all account-
ing products.

One solution is for management to dic-
tate and approve the facts it needs for
effective  operational  decisionmaking,
and for technictans to determine the
mechanics of programming and building
of computer systems to supply those facts.
Too often we let the computer mechan-
ics dictate which facts are provided to
management without requiring the man-
agement to state and assume the respon-
sibility of the architectural design of the
information needed to move the most
effective decisions. If the architectural
design and responsibility therefore is
supplied by management, it becomes the
accountant’s and auditor’s responsibility
to fll in the specifications,

The communication of a quality (i.e.,
reliability} accounting product from the
computer to management has not 1m-
proved in the same degree as have the
mechanics of codifying, sortung, and tab-
ulating. New accounting procedures re-
quire that this effectiveness be reversed.
In this area of procedures, we certainly
are not utilizing effectively what 1s new
in accounting and. therefore, the oppor-
tunities for increasing the utilization of
the computer in accounting at a lesser
cost are Jegion. However, the need for
improvement of form and greater sim-

plification of computer communication
for effective management is not the sub-
ject for my discussion with you today. 1
wounld rather emphasize the improve-
ment of raw data upon which the com-
puters [eed. Until that is done, the com-
puters cannot produce and management
cannot have retiable data that is prereq-
wisite to effective management.

Internal and External Reporting Must
Be Coordinated from a Single
Accounting System

The difference between internal and
external accounting is like the difference
hetween underclothing and top clothing.
They supplement and support each
other and one cannot be eliminated from
the other without destroying the effec-
tiveness of both. In articles, speeches,
and textbooks, we often conluse readers
by placing undue emphasis on one or
another ol these levels of reporting as
being more important than the other.
Neither is more important than the
other. If the internal reporting among a
train ¢rew were not reliable and accu-
rate, the engineer could not use the
train externally. Both are needed tor ef-
fective management ol the train. Our
accounting systems tunction the same
way.

Over the past 40 of the 50 years about
which we are speaking, we have ad-
vanced a new concept for internal re-
porting, which is completely disengaged
from external reporting but constitutes
the only reliable basis by which external
reporting can exist. This concept 1s (1)
o formulate internal reporting around
the concepts of management dictated by
the personal habits and talents ot the
particular manager in charge and (2) o0
base internal accounting on concepts of
cost accounting which represent as accu-
rately as possible true "economic costs”
at each level of management supervision,
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in Vietnam. Since it is natural to question
how much ice one might reasonably ex-
pect to find in Vietnam, the existence of
these chains in inventory seemed self-
evident indication that ineffective man-
agement existed. However, the report
was incomplete, misleading. and waste-
ful, since the chains were used to provide
traction on mud roads. If the report had
called these items “mud chains’ instead
of 1ce chains, the conclusion as to effec-
tiveness of communicition to manage-
ment for action decisions would have
been quite different.

Likewise. in practicaily all instances,
internal reports should refler to “'super-
vised cost” subdivisions of the particular
department or division and not lead a
reader to conclude such cost is total cost
of that activity. 1 believe this point is
particularly applicable o all levels of
government. and I know it applies to all
levels of corporate activity. We provide
reports on “cost” as though such costs
were total “economic costs.” when thev
are not.

T recall reporting on the accounts of
Bonneville Power Authority many vears
ago and qualilying the final results appli-
cable to that division of government since
no taxes had been charged. The final re-
sults should have heen properlv labeled
as being before allocation of government
services and carrying costs of povernment
investment. A similar conditian applies
to practically every department of gov-
ernment when "costs” reported to the
public are not complete economic costs.
Reports on Vietnam costs should say “in-
cremental costs” so as to distinguish
clearly between total economic costs and
those which are on-going irrespective of
Vietnam, if the reports are 1o show these
facts for effective government manage-
ment.

Similar deficiencies in internal reports
of corporations lead to misinterpretations
and may be misleading when such reports

242

are given public distribution. All mis-
leading reports to the public are divisive
of public trust and therefore damaging to
all of us. regardless of the phase of the pro-
fession in which we practice. This resalt
is probably not intentional but certainly
arises from lack of attention.

Some in our profession disagree that
reports should reflect costs that econom-
ically tell the “"whole truth™ to the pro-
prietary owners of all government and all
business representing the public. Their
counter argument is often that the public
would loudly protest many of the things
a minority of us think are desirable. How-
ever. to provide the public with incom-
plete veports in order to secure their
approval is lying, and reports constructed
for such purposes fail to maximize the
ways in which accounting can be used
for more effective government. The pub-
lic must assume the burden of under-
standing proper and accurate explana-
tions of true costs and accept the
consequences of such factual reports in
the action it takes. We as accountants and
vou as the government staff are guilty of
bias when our reports do not clearly state
carefully worded descriptions of what
¢osts are or are not.

I hope that progressive accountants
would eliminate incomplete phrases and
titles that convey half-truths, The use ol
a few more words often enables me to
tell the whole truth. ANl of us in account-
ing are guilty of intentionally misleading
the public on this score. T will cover this
point in more detail later, but we must
emphasize the use of terms and explana-
tions that at least have an opportunity to
convey the truth on facts to the puhlic,
the collective and ultimate owner of all
resources on which we report.

Misleading reports too often provide
those who wish to criticize reported re-
sults with half-truths or whole untruths
that can be damaging. We must eliminate
such reports. An attorney in his role of





































sary to adjust prepaid insurance is
absurd—I just don’t have enough inter-
est to stand on a platform and discuss 1t
because it is a useless exercise to meet
the standards of communication that
have meaning to the users of accounting.
Life has too many important problems
to discuss.

I think price-level accounting should
be made simple. I think all accounting
should be made simple. As much as pos-
sible, we should put effort in simplicity

so that principles can be understood and
remembered without carrying along a
hook the size of Webster's Dictionary to
figure out what the principle is, Now I
don't mean the dictum, the accounting
procedures, and things of this nature that
need instructions. But the principle—
what are we trying to shoot at—as I said
before, vught to be something like the
Ten Commandments. Simple enough so
that if I really sat down and gave them a
little thought, I ought to be able to re-
member them.

Importance to the Congress

Over the past half century the role of the General Ac-
counting Office has become extremely important in the
oversight funcrion of the Congress, as well as in the opera-

tion ot the Congress itself.

Several distinguished Americans have served as Comp-
troller General, and the agency has built an inspiring
record of service to the Government and the Nation.
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Congressman Thaddeus J. Dulski

Chairman, House Post Office and
Civil Service Committee

Congressional Record
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administrator’s curiosity does not have to
develop in him an expertise cqual to that
of the expert. The expert must be
granted frecdom and the right to formu-
late his best pudgmentes as to the techni-
cal aspects uf the probtem. Indeed, one
should govern experts, as the Chinese
proverb dictates, as one should cook a
small fish—pently. Tao much cooking,
too much interference with the natural
processes, destroy the flavor. he it the
fish or the expert.

The administrator must be capable of
understanding how and why the expert
offers those judgments, for he, the ad-
ministrator alone, has the power and the
responsibility for decisions. And he alone
will decide whether the expert’s judg-
ment, at a particular point in time, fits
the political exigencies of that mmoment.”

Secondly, the administrator depend-
ing on experts must recognize that all
the concepts of hierarchy—each man has
one boss, and only one boss, and there
must be straight, short, clear lines of
authority-—are, in an absolute sense, ob-
solete.  The traditional organization
would put engineers in one unit, econ-
omists in another, and computer
specialists in stull a third. But such or-
ganizational arrangements do nat focus
the expert’s attention more on the prob-
lem and less on his discipline. They do
not stimulate the needed intellectual in-
terchange among different breeds of ex-
perts. If the administrator will couple
with such a boundless and persistent
curtosity as [ have described the use of
more flexible and impermanent organi-
zational structures, he will more effec-
tively control as well as utilize his ex-
perts.

% For the very best discussion of this issue see
Don K. Price, The Scienttfic Establishment {Har
vard University Press, 15)  partwcularly Chapter

5 "The Sprctrum from Truth to Power” pp, 120~
162.

The wask torce and project manage-
ment are such more flexible and imper-
manent organizational concepts. They
are also organizational aberrations: they
cut across nice straight lIines of authority
and make the blood of organizational
traditionalists run cold. But they also are
efficient ways of mobtlizing the mulriple
kinds of knowledge and skills that are
available in today's world tor the study
of a problem or the carrying out of a
particular project. And they are efficient
ways of utilizing the expert. They are
efficient because both the task force and
the project can and should be disbanded
when the immediate need is met. The
expert 15 not allowed, then, to continue
in a position where he must act on a suc-
cession of questions for which the inher-
ent narrowness and inflexibility of his
specialized expert views become all too

apparent.’

Those suggestions—the need for com-
prehension of much of what the expert
is doing and why, the acceptance uf non-
traditional organizational concepts, plus
a third, the use of the countervailing
views of other experts, usually outside
experts—will go to the roots of the dis-
tinction between the ‘'situation-as-a-
whole guy" and the “plain man" general-
ist of the past. They will go far toward
resolving a basic problem of large-scale
administration in this postscientific rev-
olutinn era—that of bringing power to
the support of authority. The burgeon-
ing expansion of knowledge has sepa-
rated power and authority. No longer
can a public official rule in fact because
the law stipulates that he is authorized to
rule. The statute, unfortunately, cannot
endow the public official with the know!-
edge that ¢enables him to make the vari-
ety of decisions the law authorizes him
to make. He must glean that knowledge

8 Jethro K. Leiberman, "How Professionals Are
Closing the Open Sociewy,” The Tyranny of the
Experts (Walker & Co., 1970), p. 276,
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responsible, and sometimes objectionable
experts will determine the organization’s
SUCCESS.

The prototype of thts organizational
problem, it has long seemed to me, is
seen in the university. There the profes-
sors operate with a maximum of treedom
and mobility—and oftentimes  with
markedly limited responsibility or loy-
alty to the institurion. And they increas-
ingly claim a voice not only in the deci-
sions as to what they will do, but as to

decisions that will govern the institution
as a whole. The problem of the univer-
sity is how to link the power possessed by
the professors, the power to transmit and
to develop indispensable knowledge—
the reasun for which the untversity exists
—and the authority of the plain-man
president. That, I submit, is the evolving
problem of other organizations. If we
wo 1 develop the ‘‘situation-as-a-whole
guy,” we must equip him to link knowl-
edge possessed by the experts and the
hollow authority of the executive.

Paying Its Own Way

The GAO has heen a valuable organization since its in-
ception, but its true worth has hecome more and more
evident as the Federal bureaucracy has mushroomed uncon-
trolled since World War I1.

There is probably no accurate wauv to estimate the sav-
ings this agency has eflected in the past half century, but
the sum is truly immense.

I want to extend my personal congratulations to each
employee of the General Accounting Office on the occasion
of this anniversary. Each of them should be proud of the
knowledge that they are members of a government agency
that pays its own way. There are not very many of those
around today.

Congressman H. R. Gross
Congressional Rerurd

June 8, 1971
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of management consulting firms, stressed
the positive benefits which public off-
cials and their agencies may realize
through the appropriate use of manage-
ment consultants and consulting fitms.
My emphasis, on the other hand, will be
on the perils and limitations to which
public administrators need to be alert
when they consider drawing upon man-
agement experts not on the permanent
rolls of their organizations. John Corson
may, therefore, have portrayed a some-
what more glowing picture of the expert
and his contributions than some in this
audience may be prepared to accept. |
may, on the other hand, give the ap-
pearance of undue concern with the risks
of drawing upon outside experts and
may seem to exude excessive pessimism
toward the benefits to be expected from
their use. Our hope is that, tken to-
gether, these lectures will complement
each other and produce the balanced ef-
fect of a thoughtful discourse—one in
which instructive arguments can be mar-
shaled on behalf of both the affirmative
and negative sides of the question before
the house.

I am prepared at this point to stip-
ulate that there are a number of situa-
tions in which the help of external man-
agement experts is either essential or
extremely beneficial in the pursuit of the
objectives of a public agency. Jehn Cor-
son touched nn many of these in his re-
marks. If in-house capability is lacking
and cannot be created in time 1o meet a
need, if the advice deals with a one-time
problem which does not warrant the
building of permanent internal compe-
tence, if a workload peaking situation
must be dealt wich, if for institutional
or historical reasons a problem will not
lend itself to in-house investigation and
resolution—in any of these circumstances
an agency must be prepared to draw
upon outside competence and, if it knows
how to do so skillfully, it may receive
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its money's worth and more. Unques-
tionably there are other situations in
which an agency can advantageously
draw upon the expertise of outside con-
sultants.

In spite of the many occasions in which
experts may be of great assistance to
public agencies, 1 welcome this oppor-
tunity to discuss their limitations. I do
so because an understanding of the haz-
ards of drawing upon outside consultants
is necessary if the prospects of their suc-
cessful use are to be improved and if the
full potential of the experts drawn upon
is to be realized.

The limitations which I will mention
are based in part on observations while
serving in the Bureau of the Budget and,
more recently, in the Office of Manage-
ment and Budget (OMB), all of which
service has been concerned with improv-
ing the organization and internal man-
agement of executive departments and
agencies. But 1 shall also draw on the
experience gained as Associate Adminis-
trator for Administration of the Federal
Aviation Agency and as Assistant Secre-
tary for Administration of the Depart-
ment of Transportation. In these latter
capacities, I was charged with providing
advice to the heads of large agencies in
all aspects of management improvement
including the design of studies and the
marshaling of the analytic resources
needed for their execution, From this ex-
perience 1 have, in general, concluded
that resort to the outside expert has
come to be more frequent and more ex-
tensive than the public interest and the
management needs of public agencies
warrant.

The principal limitations in the use
of experts which 1 have observed can be
grouped under two headings. The first
category relates to situations and condi-
tions in which management experts
should not be wvsed at all. The second













minate in contracts, is a costly process
adding to the overhead of the competing
firms and thereby increasing the fees
which they must charge when they are
the successful bidders. This problem is
so serious that the first question asked
by many potential competitors concerns
the real intentions of the agency. There
is an understandable desire to get hard
intelligence both as likelihood that a
contract will be let and as to the genu-
ineness of the competition.

We in Government should seek an end
to dealing with the contracting for ex-
pert services as if we were procuring
items of hardware. Management consult-
ing is an area in which having the conf-
dence of the employing agency is espe-
cially critical to the success ol a contract.
The background and sophistication of
individual members of a firm may be the
key determinants in the utilization of
the firm—a factor which may lead to the
simulation of competition rather than
the real thing. John Cotrson and I both
know that in the 1969 study of air trafhc
controller carcers in the Department of
Transportation, the DOT management
selected an external firm exclusively on
the basis of the impressive background
. of one of its senior officers and the ex-
pectation that he could work effectively
with an advisory committee established
by the Secretary.

I sympathize with the problems faced
by small and inexperienced firms in se-
curing opportunities to demonstrate
their competence. I am also sensitive to
the dangers that reputation or prior asso-
ciation might produce excessive reliance
on a small number of prominent consult-
ing organizations. I do not, however, feel
that anybody is aided by the thousands
of man-hours being devoted to the prep-
aration of proposals which have no
reasonable prospect of favorable consid-
eration.
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8. Inadequate agency interface with
experts.— The successtul use of external
competence in the solution of manage-

ment problems is dependent upon
clearly understood in-house points of
contact and liaison. Most agency heads
are extremely pressed for time. and they
are not normally able to give more than
intermittent attention to how a study 1s
progressing. The consultant must there-
fore look to some official to resolve ques-
tions of procedure, to have doors opened,
to get access to records, to assure that an
appropriate flow of progress reports
reaches the appropriate managers, and
to provide for the most effective presen-
tation of the advice generated.

As T have previously indicated, an ef-
fective interface is materially aided
when the agency has sufficient in-house
management analysis competence to
keep aware of the quality of the work
being done, to assist in facilitating the
data gathering, and to assume an effec-
tive role in following up on the imple-
mentation of what is proposed. If these
arrangements function the way they
should, the consultant is kept contin-
uously aware of constraints upon the
agency. The agency management is also
informed of the nature of findings at
significant stages sc that it is not caught
by surprise by the result of the experts’
work.

4. Lack of management commitment
to action.—I have previously commented
on the use of management studics as a
means of delaying decisionmaking or
warding off demands tor action. Closely
related is the launching of a study in-
volving the use of external consultants
withour a sufficiently firm determination
at the right level of management that
something will be done with the results.

Ofhicials at secondary and tertiary ech-
elons within an organization may waste
money and effort by moving forward



























ing and reporting capable of producing
data for budgetary purposes, a special
Presidential organ for formulating and
supervising the execution of the budget,
a suitable legislative organization for
handling the budget (including a revised
and sufficiently flexible appropriation
structure), and an effective mechanism
tor congressional audit of the results,

Although in 1917 and 1918 more than
half of the Institute’s efforts were de-
voted to assisting Federal agencies with
wartime administrative problems. the
Institute’s research program continued
to give special attention to Federal
budgetary and financial reforms. TIn
1918, three manuscripts on this subject
were published and a fourth, “The Sys-
tem of Financial Administration of the
United States Government.” was in prep-
aration. Willoughby's book, The Prob-
lem of e National Budget, became a
primer for those seeking budgetary re-
form at the national level. It analyzed
the problem confronting the national
Government and indicated the actions
required tor establishing a scientific
budget systemn. But a most important job
lav ahead: to generate support and get
the national Government to act.

The Institute approached this prob-
lem from two dircctions: "* * * the edu-
cation of public opinion so as to
strengthen the demand for action by the
government and the encouragement of
members of the administiration and of
Congress to take action.” Director Wil-
loughby assumed leadership in hoth sets
of activities. In 1918 his articles on budg-
etary reform appeared in three journals
—The Political Science Quartevly, Pro-
ceedings of the Academy of DPolitical
Science. and Nation's Busincss—and
these were buttressed by public addresses
and press interviews. And both Dr. Wil-
loughby and Frank Goodnow, chairman
of the trustees, served on the 11.5. Cham-
ber of Commerce’s Committee on a Na-

tional Budget, helping to guide its de-
liberations and actions.

Raobert 8. Brookings. vice chairman of
the trustees and chairman of the Price
Fixing Committee of the War Industries
3oard, also hecame deeply involved and
spent much time meeting with members
of President Wilson's Cabinet and the
Congress in an attempt to persuade them
to take the action necessary for the na-
tional Government to adopt a scientific
budget system. Brookings had numerous
discussions with the chairman of the
House Appropriations Committee on es-
tablishing a special congressional com-
mittee to study budgetary reform and
recommend specific means to accomplish
it. This proposal was endorsed by the
leader of the Republican party and by
President Wilson, who cabled the chair-
man ol the House Appropriations Com-
mittee from Paris indicating his ap-
proval. Brookings’ personal relationships
proved effective in his work with the
administration and the Congress, and his
efforts, complemented by those of Good-
now, Willoughhy, and others, pointed at
the end of 1918 toward ulrimate success.

Congress Acts

Major events occurred in the following
vear. Chairman Good of House Appro-
priations secured the adoption of a resol-
ution providing for the appointment of
a Select Committee on the Budget to
make a comprehensive report on the
prohlem. The Committee held extensive
hearings at which 37 witnesses, most of
whom were suggested by the Institute
for Government Research. appeared and
more than 800 pages of testimony were
recorded. As director Willoughby 1in-
formed his trustees in the spring of 1920:

On the conclusion of the hearings the
assistarce of the Iostitute’s Director was
requested in the preparation of the bill to
be reported by the committee and the re-

281






stractire ol revenue and appropriation
accounts, hnaneial repores, and related
matters. By 1921 these were substanually
completed. and the Institute’s srafi
fooked Torward to sitting down with the
President, members of the new Bureau
of the RBudget, and the Comprroller Gen-
eral to discuss them,

The Institute's disappoinument in the
bLill's tailure 1o pass Congress was also
made more tolerable by a little-known
incident which tock place in early 1921,
Congressman Good wrote Presidentelect
Harding suggesting an interview with
Dr. Willoughby to discuss the work of
the Institute and very gencrously praised
it for the assistance it had rendered him.,
Although he suggested that budgetary
reform he a subject of their discussion,
he also recommended that the “whole
problem of revrganization of the Gov-
erninent’ he included. Early in February
1921 Dr. Willoughby met with the Presi-
dentelect in St. Augustine and, as the
former told his orustees: “* * * The Pres-
ident was exceedingly cordial, seemed 10
be greatly mmterested in the objects of
the Institute and stated that he hoped
cthat vour director woukd not hesitate to
come to see him whenever the Institute
bad matters which it thought desirable
to take up with him. * * *"

The Bill Passes, Implementation Begins

The staff’'s optimism was finally Te-
warded on June 10, 1921, when Presi-
dent Harding signed the Budget and
Accounting Act of 1921, 1t made three
basic changes in governmental structure
and operations that have alteved the
course of the Federal Government as
much as, il not more than, any other
piece of legislation. An executive hudgel
system was adopted, a Bureau ot the
Budget was established in the Treasury
Department to aid the President in man-
aging his budgetary and related respon-

sihifities, and an independent Office of
the Comptrolier General was creared,
The issue ol removal power over the
Comptroller General was resolved by
making him subject to removal by a joint
—rather than concurrent—resolution of
Congress, which Tequires Presidential
approval. In a message to Congress on
December 6. 1921, the President her-
alded the action as “"the heginning of the
greatest reformation in governmental
practices since the beginning of the Re-
public.” The Institute, for its part,
v F % ogave the credit o Congress, and
Congress, through the Chairman of the
Appropriations Committee, gracefully
returned the salute.”™ !

The first budgert presented to Congress
in December 1921 reflected painstaking
eflorts by the Instirute’s staff working
with governmental officials. “Immedi-
ately upon the organization of this bu-
reau {Bureau of the Budget], General
Charles G. Dawes, who had been placed
at its head, requested the assistance of
the Institute in working out the technical
problems thus presented * * * and a
number of members of the Institute’s
staff were detatled for this work in the
bureau * * *.” Director Willoughby re-
ported to his trustees. "These members
were responsible for the determination
ot the whole form of the new budget
* * *" he added, and presented a letter
{rom the DBureau’s Assistant Director,
W. T. Abbott, expressing his apprecia-
tron for the work of the Institute’s Henry
P, Scidemann in compiling the necessary
data and designing its presentation to
Conaress.

The Institute continued its assistance
as the second budgel was heing pre-
pared; it helped to improve the presenta-
tion of data and in fact prepared the
entire part I of that document except for

t Herman  Hagedorn, Sroolungs: A Biography
{The Macmillan Company, 1936)  p. 7.
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the Presidential message, which appeared
for the first tme. It also developed a
standard classification system used in
presenting expenditure data on the basis
of objects, a plan to which the Comptrol-
ler General readily gave approval. In
succeeding years the Institute continued
helping the Bureau as requested, though
its involvement tapered off as the Bu-
reau developed and the Institute's at-
tention was directed to other interests.

The Institute and the GAO

In addition to aiding the executive
branch in carrying out the new act, the
Institute worked extensively with the
Congress, and in particular the newly
created  General Accounting  Office,
headed by the Comptroller General
John R. McCarl. This was a natural de-
velopment, since its studies of the na-
tional Government had led to the con-
clusion that one of the fundamental
improvements required was the estab-
lishment of an Office of Comptroller
General. The Institute conceived of this
organization as an instrument for super-
vising receipts and expenditures of
public funds, giving Congress the infor-
mation it needed to assure itself that
Government agencies were properlv and
effectively performing their duties, and
enabling the Congress to decide intel-
ligently on future appropriations. When
the Budger and Accounting Act of 1921
made this a reality, working relations
similar to those developed with the
Bureau of the Budget were established
between the Office of the Comptroller
General and the Institute’s staff. Their
basis was the Comptroller General's re-
sponsibility for the accounting and re-
porting system given him in the act of
1921,

A major task facing this newly created
office was the improvement of accounting
and reporting. In 1922 the Institute pre-
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pared a lengthy analysis of the problem
entitled “The System of Financial Re-
ports of the National Government: A
Description and Criticism of Existing
Practices in Respect of Reporting Re-
ceipts, Disbursements and Condition of
the Treasury of the National Govern-
ment with Suggestions for Their Im-
provement.” It was given to the Comp-
troller General who, with his chief
subordinates, reviewed it carefully, con-
curred in its main recommendations, and
asked the Institute to assist in imple-
menting them. For several vears, mem-
bers of the Institute’s staff worked
with the GAO and the executive agen-
cies in installing accounting and report-
ing systems. The Institute's “Manual of
Accounting and Reporting for the Oper-
ating Services of the National Govern-
ment” was approved by the Comptroller
General and became the standard for
Federal agencies to follow.

Later years saw continuance of the
cordial working relations that character-
ized the mutual efforts of the GAO and
the Tnstitute to achieve the goals of the
Budget and Accounting Act of 1921. The
Institute assisted the Comptroller Gen-
eral in designing the system of accounts
to be maintained by his Office, studied
the feasibility of punch card accounting
at the Comptroller General's request,
prepared a “Manual of Machine Account-
ing," and performed numerous other
services of a technical nature. One might
well conclude that “those were good
years!”

That the stamp of the Institute is
firmly imprinted on the budget and f-
nancial management systems of the Fed-
eral Government is well recognized by
those concerned with improved public
administration. Indeed, none of the
many achievements of this direct prede-
cessor of the Brookings Institution con-
tributed more to the public good than
its efforts before, during, and immedi-



ately after the passage ol the Budget and
Accounting Act. As its historian, Charles
A, H. Thomson, concludes: “"Whoever
looks at the fundamentals of those prob-
lems in financial administration * * *

will ind the tool marks of the men of
the Institute.” =

2 Charles A, H, Thomson, Institute for Covern-

menl Heaearch: An Adecount of Research AdAchieve-
rendy 1 The Breokings Instituzion, 1936) . p. 18
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