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The Speaker of the House of Representatives
The Majority Leader of the Senate

In response to your request, this transition series report discusses
widespread weaknesses in federal information resources
management that underlie many of the problems found in individual
programs. Despite heavy investments in computer technology,
executive agencies still lack essential information for managing their
programs effectively and achieving measurable results. Moreover,
many agencies are not using information technology strategically to
simplify and streamline their organization, management, and
business processes—as well as to improve service to the public. Our
efforts have highlighted the need for better leadership and strategic
planning in this area.

The GAO products upon which this report is based are listed at the
end of the report.

We are also sending this report to the President-elect, the Republican

leadership of the Congress, the appropriate congressional
committees, and the designated heads of the appropriate agencies.

Y Bt

Charles A. Bowsher
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Information Management and
Technology Issues

The federal government spends over

$20 billion annually on new technology—and
tens of billions more running current
systems. Yet agency after agency still lacks
critical information needed to analyze
programmatic issues, manage agency
resources, control expenditures, and
demonstrate measurable results. Moreover,
the government is falling farther behind the
private sector in using information
technology to streamline its operations and
improve service to the public.

As noted in our 1988 transition series report,
these problems stem from management
weaknesses. Top federal executives
continue to overlook the strategic role of
information technology in reengineering
business practices. Moreover, information
resource managers typically lack the
authority and resources to help their
agencies modernize and simplify work
practices, define information needs, and
ensure the most effective use of information
resources. Aggravating this situation is the
federal acquisition management and budget
process. Its demand for certainty in the
system development process leads project
managers to downplay risks and
problems—resulting in missed benefits and
misspent money. Solving these problems will
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Information Management and
Technology Issues

depend heavily on the ability of top
executives to both develop a strategic
framework for change and effectively
marshal their agencies’ information
resources talent. In addition, both agencies
and the Congress need the willingness to
experiment with different approaches to the
acquisition management and budget process.
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Lack of Essential Information

Information problems vex most federal
programs. Program managers struggle to
wrest the information they need from the
mountain of data they collect—much of it
still in paper form. Critical pieces of data are
missing, unreliable, or not suited to the
issues at hand. Even when available and
automated, the data may be scattered among
many separate information systems—making
it harder for managers to analyze complex
program problems, develop sound policies,
or measure the effectiveness of agency
actions. As a result, they may lack essential
information needed to manage effectively.
Some sobering examples follow:

. Health Care: National health care
expenditures reached $666 billion in
1990—absorbing more than 12 percent of the
gross national product (GNP). Over
42 percent of this total is publicly funded. By
the end of the decade, the expenditures are
expected to exceed 16 percent of the GNP.
Poor information systems are aggravating
the current crisis in health care financing.
Medicare, for example, mistakenly paid out
over a billion dollars for services already
covered by other insurers, in part because of
inadequate data. Equally important, patient
care is still heavily dependent on paper
records that intrinsically limit the capacity to
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Lack of Essential Information

retrieve critical data needed to guide health
care policymaking.

+ Education: The Department of Education,
with an annual budget of over $29 billion,
administers nearly 200 separate programs
and provides federal funds to states and
localities to educate disadvantaged children,
help persons with disabilities, and finance
the higher education of young Americans.
But the Department lacks key management
information with which to measure the
effectiveness of its programs and redirect
them as needed. For example, missing,
incomplete, and unreliable data in the

$13 billion Stafford Student Loan Program
has led the government to provide millions
of dollars in new loans to students who
previously defaulted.

Savings & Loan and Banking Crises: The
Resolution Trust Corporation (RTC),
responsible for managing and selling over
$400 billion in assets from 725 failed thrift
institutions, has had trouble effectively
executing sales strategies because it cannot
adequately track the status of assets. About
$100 billion in assets—many of which are
hard to sell—remained to be sold at year’s
end. In addition, RTC could receive another
$40 billion in assets from thrifts that may fail
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Lack of Essential Information

before September 30, 1993. Similar
information problems face the Federal
Deposit Insurance Corporation in dealing
with assets from the rising number of bank
failures.

Pulling together data from separate
information systems can be particularly
troublesome. As programmatic issues
become more interrelated, managers
increasingly need to integrate data from
across an agency in order to analyze
cross-cutting problems. The data, however,
are commonly scattered among many
independent, stand-alone information
systems, developed at different times to
meet the special needs of individual offices.
These systems usually do not employ
uniform data standards, processing
standards, or communications
standards—making the electronic exchange
of data difficult or impossible.

At the Environmental Protection Agency
(EPA), for example, various program offices
manage different kinds of pollution—such as
air, water, hazardous waste, toxic
substances, and pesticides. Over the years,
each office has developed separate
information systems to meet its particular
needs. EPA is currently struggling to integrate
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Lack of Essential Information

data from these separate systems to better
understand and manage the interplay of
various types of pollution. Its difficulties in
doing this have weakened the agency’s
ability to enforce environmental regulations
in a comprehensive manner or to pursue
complex regional pollution issues.

The effectiveness of federal programs can
also be stymied by agencies’ inability to
readily share information with other units of
government and the private sector. This is
particularly evident with child support and
other welfare programs that are federally
funded but locally administered. Each year,
for example, about $4 billion in child support
payments goes uncollected. A large part of
the problem stems from difficulties that
states and federal agencies have in
exchanging data electronically on the
location of absent parents. When absent
parents cannot be found, the cost of child
support is passed on to the taxpayers.
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Chronic Problems in Developing and
Modernizing Systems

Developing and modernizing government
information systems is a difficult and
complex process. Again and again, projects
have run into serious trouble, despite hard
work by dedicated staff. They are developed
late, fail to work as planned, and cost
millions—even hundreds of millions—more
than expected. The results, in missed
benefits and misspent money, can be found
throughout government.

During the past 25 years, for instance, the
Internal Revenue Service (IrRs) has twice
tried and failed to modernize its antiquated
tax-processing system. Unreliable and
unresponsive, this system impedes IRS’
ability to collect and account for about a
trillion dollars in revenue, deal with a
reported $111 billion in accounts receivable,
and narrow the annual tax gap (the
difference between taxes owed and taxes
voluntarily paid), estimated at about

$114 billion for 1992. Although Irs now has a
vision for how it will operate in the future
and has completed basic planning for its
latest modernization effort, it has not made
satisfactory progress in some areas critical
to the project’s success. For example, Irs has
been slow in finalizing a business strategy
for making the transition from its current,
paper-intensive business processes to new,
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Chronic Problems in Developing and
Modernizing Systems

highly automated work processes—a
necessary step before the benefits of
automation can be fully realized.

Like IRS, the Social Security Administration
(ssa) has been involved in a long-term effort
to modernize its systems. For the most part,
however, ssA has focused on automating its
existing paper-driven, labor-intensive work
practices in an incremental, piecemeal
fashion. While resulting in some immediate
benefits in improved service, this approach
will not put ssA in a position to cope with the
surge in beneficiaries looming on the
horizon. To capture the critically needed
benefits of modernization, SSA must direct its
system modernization efforts toward
fundamentally improving the way it does
business. SsA is only now taking steps to
complete a business plan for guiding its use
of information technology in the future.
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Poor Management—A Root Cause

Although information problems can be
complex and varied, they generally reflect
basic weaknesses in leadership and
organization. Top agency executives do not
pay enough attention to the role of
information technology in achieving
fundamental improvements in agency
operations. In addition, the agency unit
responsible for information resources
management (IRM) often lacks appropriate
organizational stature to be an effective
partner with top executives in identifying
opportunities to use technology to reduce
administrative costs, increase productivity,
and enhance service to the public. As a
result, agencies often initiate major
technology projects without first
determining where technology investments
can produce the greatest operational
benefits. Costly projects end up showing
disappointing results. Moreover, many
agencies have not even established
measurements for determining the actual
effects that the projects are having on
supporting mission goals.

Failure to Think
Strategically

Pressure for quick solutions to complex
problems works against strategic
planning—the heart of effective IRM. The
political process pushes both the Congress
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Poor Management—A Root Cause

and executive agencies to focus strongly on
achieving near-term results at the expense of
the long term. So does the fact that the
average tenure of top government executives
is less than 2 years. Faced with many
competing demands and the desire to show
progress, agency leaders do not focus
enough attention on the long-term task of
simplifying and streamlining agency
operations through the use of technology.

Successful modernization is based on a
strategic analysis of what the agency needs
to accomplish, where it is now, and where it
must be at future points in order to meet its
goals. While most agencies have mission
statements that define general goals, many
agency leaders do not follow through on the
next step: analyzing current business
processes to learn where they are breaking
down and how they should be restructured
to achieve fundamental, long-term
improvements in business practices and
service to the public. Such analysis is exactly
what many successful private sector
organizations are doing.

Agencies cannot perform such analysis if
they are not disciplined enough to use
rigorous performance measures and
quantitative data to evaluate current work
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Poor Management—A Root Cause

processes. Instead of making the effort to do
S0, agency leaders too often give the green
light to technology projects in the belief that
more information resources will somehow
engender solutions to management
problems. Acquiring the latest technology
can create the illusion of progress, but
agencies may actually lock themselves more
tightly into existing, inefficient ways of doing
business.

Take, for example, the Veterans Benefits
Administration’s (VBA) modernization aimed
at speeding up claims payments to veterans.
vBA did not complete its analysis of
claims-processing deficiencies before
deciding on a technology approach. As it
now turns out, vBA’s initial modernization
investment of $94 million will trim only 6 to
12 days from the average claims processing
time of 151 days—hardly an acceptable
return on investment. The problem:
Technology was focused on what turned out
to be a minor hitch in the claims process as a
whole.

Such misjudgment is not uncommon. When
an agency does not first analyze its business
processes and determine where
improvements should be focused, it
short-circuits technology’s potential to
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Poor Management—A Root Cause

dramatically increase productivity and
reduce costs. This kind of “modernization”
often does little more than speed up existing
work processes. Not surprisingly, dramatic
benefits in cost savings, productivity, and
service rarely materialize. Some
improvements are gained at the
margins—but often at a high cost.

Ineffective IRM
Organization

A strong IRM organization is an indispensable
partner in helping agency leaders work
through a top-down analysis of business
processes and determine where strategic
information technology investments need to
be made. The importance of this partnership
is recognized in the Paperwork Reduction
Act, which requires federal departments and
agencies to designate a senior official for
information resources management. This
official is to report to the agency head and,
in essence, is charged with ensuring that the
agency carries out its information activities
in an efficient, effective, economical manner.

Many agencies, however, have organized
themselves for failure in IRM. Too often, the
senior-level IrRM official is a titular figure,
without experience in information
management, who is burdened with major
responsibilities in other areas. His or her IRM
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Poor Management—A Root Cause

responsibilities become delegated to
mid-level IRM managers, who are immersed
in the agency’s day-to-day systems operation
and procurement issues. Typically, these
managers do not play a major role in the
agency'’s high-level strategic planning. They
lack adequate organizational visibility,
authority, and competent staff resources to
ensure that program offices are using
technology to best advantage in meeting
both their own needs and the agency’s
corporate information needs.

This IRM organizational problem has come
about largely because top agency leaders
have not recognized the increasingly
important role of technology in their
organizations. Historically, data processing
began as a back-room function, supporting
activities such as personnel and payroll.
Today it is still common to find an agency’s
IRM function placed under a general
administrative services office, even though
computers have moved out of the back room
and onto the desks of program staff.

Poor IrRM organization leads to the failure of
top management and IRM staff to work
together in developing an effective strategic
technology plan. This plan is the linchpin
that aligns an organization’s business needs
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Poor Management—A Root Cause

with its information resources. It is the map
for getting the agency from where it is now
to where it wants to be—and for defining the
technology investments that should be made
to support streamlined work processes.
Frequently, what an agency touts as a
strategic technology plan is merely a listing
of ongoing acquisitions.

Failure to align program needs with
technology investments results in lost
opportunities for improvement and wasted
dollars. For example, the National Institutes
of Health (N1H) did not effectively manage
key aspects of a major system contract,
potentially worth over $800 million. The
acquisition was not factored into NIH’s
strategic planning, nor were the computing
requirements of the scientific community
identified. The result was a contract that did
not effectively support NIH's basic purpose:
biomedical research. Another example is the
Farmers Home Administration’s (FmHA)
effort to modernize the automated systems
used to make and collect loans—its third
attempt since the mid-1970s. FmHA failed to
link its $520 million technology initiative to a
long-range business plan that clearly
articulated how the agency would operate in
the future. Indeed, the technology plan did
not even reflect important changes being
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Poor Management—A Root Cause

made in FmHA’s organizational structure and
loan-management operations. These
problems cast serious doubt on FmHA’s ability
to use technology to better support its loan
programs.

Without strong corporate IrRM leadership and
planning, program staff may develop systems
that meet their own requirements, but
conflict with the broader information needs
of the organization. The result is a
hodge-podge of incompatible standards and
systems. For example, the Navy’s

$600 million program to upgrade nontactical
computers on ships lacks effective central
IRM management. Instead, 12 different Navy
commands have authority over development,
funding, and procurement of the major
computer systems that comprise the
program. The resulting redundant
development efforts require excessive
financial resources and increase the amount
of training and maintenance needed to
support the different systems.
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Problems With the Acquisition
Management and Budget Process

Even well-planned efforts to modernize the
use of information technology can be
derailed by the federal acquisition
management and budget process. The
objectives of the process are reasonable: to
deliver individual systems that perform as
intended, on time, and cost-effectively. The
process aims to achieve economy through
standardizing and sharing systems across
agencies. Rewards are supposed to go to
project managers who can do this. Yet the
process repeatedly fails to meet these
objectives because it does not take into
account the realities of systems
development.

A fundamental dichotomy is at work in
large-scale systems development projects:
the acquisition management process
demands certainty and is risk-averse, yet
systems development is inherently uncertain
and risk-intensive. The process calls for
systems developers to formulate precise
long-term plans and budgets. It
unrealistically assumes that detailed systems
requirements can be well understood at the
outset, that software development will be
predictable, and that long-term budgeting
can be done with a high degree of accuracy.
Unfortunately, none of these expectations
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Problems With the Acquisition
Management and Budget Process

recognizes the enormous difficulties
involved in developing large systems.

The acquisition management process often
works well for purchasing readily definable
goods and services, but it does not support
effective risk identification and risk
management—the essence of major systems
development. Large-scale systems are
extremely complex and take many years to
design, develop, test, and install. For
example, software development, which is
the heart of most system development
projects, remains a poorly managed
discipline. It is still very difficult to
accurately predict software costs,
development time, and performance at the
beginning of a systems project. Such
uncertainties make it nearly impossible to
satisfy in any meaningful way the process’s
expectations for precise milestones and
budget estimates.

To make matters worse, the acquisition
management and budget process creates
behavioral incentives that actually
undermine good systems development
practices and hinder the achievement of
governmentwide objectives. For example,
the process provides powerful incentives for
project managers to set unrealistically
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Problems With the Acquisition
Management and Budget Process

optimistic cost and schedule estimates and
to ignore risks and problems. Project
budgets are generally set by the agency, the
Office of Management and Budget, and the
Congress on a year-by-year basis. This
process often involves scrutiny of the
progress being made by the project. Because
changes in plans and cost estimates are seen
as indicators of poor management, project
managers try to maintain a pretense of
problem-free development and avoid
providing honest assessments of project
risks. By not mentioning problems for as
long as possible, managers can often ensure
continued project funding—at least in the
near term.

Since agencies frequently change project
managers, it becomes easy to defer problems
to others. This is particularly true with
Defense projects, where the rotation of
personnel into and out of project manager
positions is routine. With such managerial
turnover comes a clouding of responsibility
and accountability for the project’s success,
all too often resulting in higher costs and
delays in the delivery of systems. '

Because there are few incentives and many

risks in developing systems that bridge the
needs of several offices or support other

Page 21 GAO/OCG-93-5TR Information Management Issues



Problems With the Acquisition
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agencies, it is not surprising that technology
projects generally reflect the parochial
interests of individual offices. The result is
the continued spawning of systems that are
narrowly focused and cannot support the
larger needs of the agency or the
government.
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Solving the Problem—Managing

Strategically

Managing information resources
strategically involves visionary leadership
and a framework for managing change that
focuses on the strategic uses of technology
for achieving the agency’s mission. Few
other management initiatives offer higher
leverage over the cost-effective use of
taxpayer dollars. This effort needs to be
supported by a sound IRM organization.

Establishing a
Strategic
Framework for
Change

Agency leaders can start by adopting a
management philosophy that emphasizes
continuous improvement of business
practices. This philosophy is essential if
agencies are to carry out their missions
effectively during a prolonged period of
budgetary constraints.

Implementing such a philosophy requires a
strategic framework that can guide the
agency over many years, even amid turnover
in agency leadership. This framework must
necessarily be based on mission goals,
analysis of business practices, and
long-range information technology planning.
The operative concept should be simplifying
and streamlining business processes.
Developing a strategic framework should
always precede the development and
acquisition of automated systems. Without it,
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Strategically

technology modernization invariably breaks
down into a series of half-measures that are
redirected or replaced every few years.

The Congress often focuses on the costs of
systems procurements. While costs are
important, the underlying management issue
is becoming more critical: How well do
planned information technology projects
support fundamental, long-term
improvement in agency programs,
operations, and service to the public? By
highlighting this issue as part of its oversight
activities, the Congress can encourage
agency leaders to develop and follow a
strategic framework for successful
modernization that can be sustained over
many years. The need to continuously
improve federal operations is, after all, a
shared concern that transcends shifts in
personnel or politics.

Strengthening
IRM Leadership
and Management

Sound IRM management is essential for
realizing potential productivity and
effectiveness gains achievable with today’s
technology. Agency leaders need to make
their IRM organization a strong partner in
determining how information technology
should be applied to best meet the strategic
needs of the agency. Doing this involves
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three elements: IRM leadership, organization,
and resources.

The agency needs a senior-level IRM
executive who is familiar with the uses of
information technology in simplifying and
streamlining business practices and who can
devote full attention to this issue. This senior
executive needs to be highly placed in the
organization so that he or she can work
closely with the agency head and senior
program managers in analyzing work
processes and formulating a strategic plan
for information technology needs. Some
agencies have formalized this relationship by
establishing the position of chief information
officer, reporting directly to the head of the
organization.

Similarly, the 1rRM function itself needs
organizational placement that appropriately
reflects the critical role of information
technology in all aspects of agency
operations. This means moving the IRM unit
out from under general administrative
services and making it a unit of its own,
reporting to top management. It should be
headed by the agency’s senior-level IRM
executive.
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Solving the Problem—Managing
Strategically

Neither the senior-level IRM executive nor the
IRM organization can be effective without
adequate staff resources imbued with
disciplined approaches for both managing
the current technology base and carrying out
strategic planning for new technology.
Providing these resources is difficult for
agencies in lean budget times. But this is a
good place to make an investment since the
effective use of information technology can
leverage major benefits in operational
efficiency and service to the public.

Experimenting
With Change

How can the federal acquisition management
and budget process be better tailored to
accommodate the uncertainty and
complexity inherent in modern, large-scale
systems development? The stakes are high,
considering the billions of dollars involved in
these procurements, the desire to promote
competition, and the need to oversee and
control expenditures.

Resolving this issue will require the
cooperative dedication of the Congress, the
executive branch, and the technology
industry. No one has answers that satisfy
everyone’s concerns. It is therefore
important that all parties involved have the
willingness and flexibility to experiment
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with different approaches. For example,
multiyear budgeting might be tried on some
projects to encourage managers to identify
and correct problems early in the
acquisition. Such experimentation is
particularly appropriate given the rapid pace
of innovation in information technology. It
may lead to broad-based agreement on
better acquisition management models that
could help agencies build the information
technology base they need to dramatically
improve their operations and better serve
the American people.
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United States
General Accounting Office
Washington, D.C. 20548

Comptroller General
of the United States

December 1992

The Speaker of the House of Representatives
The Majority Leader of the Senate

In response to your request, this transition series report discusses a
topic that is critical to the effective oversight of government
programs: the need for sound, evaluative information on how
programs are operating and what they are actually accomplishing.
This report, unlike our 1988 transition series report on this topic,
cites some examples of good work being done within executive
branch agencies. More generally, however, we feel that the attention
being paid to evaluation issues is inadequate either for managing
programs efficiently or for providing the Congress with the data
necessary for informed program oversight.

The GAO products upon which this report is based are listed at the
end of the report.

We are also sending copies of this report to the President-elect, the

Republican leadership of the Congress, the appropriate congressional
committees, and the designated heads of the appropriate agencies.

Y. Bkl

Charles A. Bowsher
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The Importance of Program Evaluation

Over the next few years, the federal
government will face powerful opposing
pressures: the need, on the one hand, to
reduce the federal deficit, and the demand,
on the other, for a federal response to some
potentially expensive domestic problems
(expanding health insurance, restoring the
economy, and the like). These pressures are
likely to intensify concern with the effective
management of federal programs and with
the availability of objective information on
the results of federal investments. In other
words, are the federal officials who
administer programs adequately informed
about the implementation and the results of
those investments? And can they, in turn,
adequately inform the President, the
Congress, and the nation about what has
been accomplished?

Program evaluations contribute systematic
information to federal decision-making that
has been useful in a variety of ways, such as
the following:

. Recent welfare-to-work evaluations funded
by the Department of Health and Human
Services showed a relationship between the
increased employment of program
participants and savings to the federal and
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The Importance of Program Evaluation

state governments achieved through reduced
welfare payments.

. Evaluations of chemical weapons
demonstrated gaps in the military’s capacity
to manage and use these weapons and
played a major role in the termination of the
Bigeye Bomb program and in the successful
completion of ongoing arms control
negotiations on chemical warfare.

. Evaluations conducted some years ago
showed the effectiveness of the Job Corps
program in preparing disadvantaged young
men and women for employment and were a
major contributor to the reauthorization of
this expensive intervention.

. The Safe Medical Devices Act of 1990
included a number of provisions that were
the direct results of findings in a series of
medical device evaluations. Among other
things, the act provides for increased recall
powers for the Food and Drug
Administration and for improved
information reported to the Congress.

It is important to recognize that an objective
and systematic evaluation function not only
serves to protect an agency against wasted
resources in the form of inefficient or
ineffective programs. There may also be
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The Importance of Program Evaluation

elements of government programs that are in
fact harmful to the well-being of some
segments of society—unintended effects that
a well-conducted program evaluation could
prevent or detect. For example, an
evaluation of the likely impacts of proposed
immigration reform legislation—suggesting
that the proposal would result in long
waiting lists and delay the reunification of
families—led to appropriate changes in the
bill before its enactment in 1990.

If the nation is to have strong, well-managed
federal programs that can deal efficiently
and successfully with our domestic and
international problems and if the President
and the Congress are to be adequately
informed of progress in meeting those
challenges, the numbers and quality of the
program evaluations conducted by executive
branch agencies must be improved.
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Rebuilding Capacity

\
In our 1988 transition series report, we found ‘
that there had been a 22-percent decline in }
the number of professional staff in agency

program evaluation units between 1980 and

1984. A follow-up study of 15 units that had

been active in 1980 showed an additional

12-percent decline in the number of

professional staff between 1984 and 1988.

Funds for program evaluation also dropped
substantially between 1980 and 1984 (down

by 37 percent in constant 1980 dollars). We

have not repeated this survey, but

| discussions with the departments and the

Office of Management and Budget offer no
indication that the executive branch

investment in program evaluation showed

any meaningful overall increase from 1988 to

1992,

Apparently, the effort to rebuild the
government’s evaluation capacity that we
called for in our 1988 transition series report
has not been carried out. As in 1988,
executive branch agencies have often failed
to conduct the program evaluations that
would provide officials with knowledge
about the effectiveness of their programs. As
in 1988, the Congress continues to turn to us
and our sister agencies—the Congressional
Budget Office, the Office of Technology
Assessment, and the Congressional Research
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Rebuilding Capacity

Service—to do studies that might more
appropriately be conducted by executive
branch agencies. It is our mission to provide
credible information to the Congress and to
help ensure that the reports the Congress
receives are not limited to those from special
interest groups. However, we should not,
and indeed cannot, do it all.

A first step in improving capacity is for
agencies to review the adequacy of their
current funding for evaluation. Some
agencies, like the Department of Commerce
and the Administration on Aging, devote few
resources to evaluating their programs.
Other agencies—Ilike the Department of
Education and the Public Health
Service—dedicate major resources to
evaluation. In these agencies, the task may
be less one of rebuilding overall capacity
than of strengthening areas of weakness. For
example, the Department of Education
conducts many evaluations of its elementary
and secondary programs, but the investment
at the postsecondary level is irregular in
spite of some major ongoing problems.
Similarly, some Public Health Service
agencies do a great deal of evaluation,
whereas others, like the National Institutes
of Health, spend only a small percentage of
available funds for program evaluation.

Page 8 GAO/OCG-93-6TR Program Evaluation Issues




Rebuilding Capacity

Our evaluations help fill the gaps in the
information available to the Congress, but
there is no substitute for a systematically
planned, ongoing effort for an agency to
evaluate its own programs. The next
sections demonstrate that the limited
capacity for program evaluation in the
executive branch has some important
consequences:

agencies lack information on the
effectiveness of their programs;

agencies lack data on the targeting and
outreach of their programs; and

agencies need to improve their capacity to
make sound decisions on the use of data for
policy-making.

We are, however, able to conclude with

some examples of promising agency
initiatives.
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The Effects of Many Important
Programs Are Unknown

One of the most significant gaps in program
evaluation information from the executive
branch concerns program effectiveness.
Program effectiveness evaluations show
what, if anything, has changed as a result of
implementing a program. Limited budget
dollars can be more concentrated among
programs that have demonstrated
effectiveness, while programs with little
evidence of effectiveness can be cut or
reformed and restructured.

Do participants in federally funded
elementary and secondary education
programs for disadvantaged children show
improvements in educational achievement
similar to that of other children? Are federal
housing vouchers shown to be effective in
helping needy persons who would often not
have adequate housing without the
vouchers?

In short, is there evidence of some concrete
benefit that results from a program that
would not have occurred without the
program? Program effectiveness evaluations
estimate the effects of federal programs
using statistical analysis of outcomes (such
as educational achievement test scores or
condition of housing) for groups of persons
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The Effects of Many Important
Programs Are Unknown

receiving program services compared with
similar groups of nonparticipants.

Our response to congressional requests over
the last 4 years has yielded the following
information on the effects of federal
programs.

Education

Despite increased attention in recent years
to removing the barriers that prevent the full
involvement of persons with disabilities in
work and other activities, the Department of
Education has not evaluated the
effectiveness of its $1.8 billion-per-year
program of vocational rehabilitation. Our
evaluation using confidential income tax
data showed only very modest overall
long-term gains in earned income, in
contrast to the dramatic short-term
employment effects often cited by the
program. The Congress has strengthened
evaluation in the recent reauthorization of
the program. The Department of Education
should conduct such studies and help
establish the overall impact of the legislation
by identifying, for example, how people with
certain disabilities have been helped by the
program while those with other disabilities
may need different assistance than the
program has provided.
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The Effects of Many Important
Programs Are Unknown

Health and
Human Services

The Department of Health and Human
Services regularly makes public recognition
awards to “promising” drug abuse
prevention programs on the basis of reviews
that required no hard evidence of program
effectiveness. The problem here is that
people in other communities could base new
programs upon weak models while other,
more effective programs go unrecognized. In
response to our report, the agency agreed to
begin seeking such evidence.

Health and
Human Services

To correct perceived widespread abuses of
foster care, federal reforms were enacted in
1980 to ensure that the necessity and
appropriateness of each foster care
placement was periodically reviewed and
that families received needed services. A
1989 evaluation found that these reforms had
not been completely carried out and that no
national evaluations had been performed.
This evaluation gap means that children
placed in foster care may still be
unnecessarily at risk of abuses such as
needless delays in returning them to their
natural parents.

Defense

We evaluated the Department of Defense’s
(pop) methods for selecting recruits for
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The Effects of Many Important
Programs Are Unknown

training in technical occupational specialties
and for assessing the effectiveness of the
training. DOD’s major selection instrument,
the Armed Services Vocational Aptitude
Battery, which has been extensively
researched over the years, was moderately
successful in predicting classroom
performance in these more demanding
training courses. But in most cases, testing
of actual field performance—the end point
of the training program—was either
nonexistent or inadequate, making it
impossible to evaluate the overall
effectiveness of the services’ training
program. Thus, much of the investment that
the Department had made in program
evaluation was in this case inefficient
because the final loop—showing which
training programs produce the top
performers and thus make the best use of
DOD’s human resources—had not been
closed.
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Some Agencies Are Poorly Informed
About Program Targeting and Outreach

A second type of program evaluation that is
useful—but often not available from federal
agencies—concerns questions of program
implementation. Agencies should evaluate
different aspects of program
implementation, such as the proper targeting
of programs and their outreach—that is,
whether they reach some or all of those
eligible.

Analysis of program targeting demonstrates
how well the program is reaching its
intended recipients (such as determining the
extent to which Chapter 1 aid, under the
Elementary and Secondary Education Act of
1965, is targeted for and reaches
educationally disadvantaged children).
Studies of outreach examine participation in
federal programs.

Such evaluations help agencies understand
why their outreach may not be successful
and what barriers may need to be overcome
before participation can increase. There are
important gaps in agencies’ knowledge of the
targeting and outreach of their programs.

The limited executive branch evaluations of
targeting and program outreach led to
congressional requests for us to do work
such as the following.
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Some Agencies Are Poorly Informed
About Program Targeting and Outreach

Health and
Human Services

The National Cancer Institute is responsible
for disseminating information on treatments
proven to be effective in the treatment of
cancer in experimental situations. An
evaluation revealed various blockages in the
processes that the Institute used to move
breakthrough therapies from clinical trials to
the patient. Recommended treatments had
not been adopted for many patients in the
samples we studied. Consequently, these
patients had not received what the Institute
considered state-of-the-art treatment.

Education

Federal student aid is especially intended to
help persons of modest means gain access to
postsecondary education, but sound
information on school costs and the
availability of aid has to reach potential
recipients in time for them to make crucial
decisions about their higher education plans.
An evaluation documented both
unawareness and incorrect understanding of
the program that could have significant
effects on the decisions students and parents
make. The Congress acted on these findings
in revising student aid laws in 1992 to require
the Department to make improved
information available and to evaluate its
impact.
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Some Agencies Are Poorly Informed
About Program Targeting and Outreach

Agriculture

We found in reviewing the Department of
Agriculture’s Food Stamp program that less
than half of the households eligible for food
stamps participated in the program in the
mid-1980s. Evaluators found evidence of a
variety of outreach problems. About half of
the eligible nonparticipants incorrectly
thought that they were ineligible. Almost
two-thirds of the eligible nonparticipants
cited either a lack of information or program
barriers, including administrative “hassles,”
as the reason for their nonparticipation.
These findings suggest that the program
should be changed to make food stamps
more available to eligible persons who need
them.

Aging

The Older Americans Act mandates that in
the provision of services, the Administration
on Aging should target older individuals with
the greatest economic or social needs and
give particular attention to low-income
minority individuals. A program evaluation
found that the data collection instrument
and methodology used by the agency did not
permit the generation of accurate counts of
all participants, including targeted
populations, in mandated programs and
services. The data are thus inadequate to
answer fundamental congressional questions
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Some Aggncies Are Poorly Informed
About Program Targeting and Outreach

about the degree to which agency programs
target resources to persons with the greatest
economic or social needs.
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Agencies Sometimes Rely Upon Flawed
Studies and Ignore or Misuse Sound

Analyses

In 1992, we found some new consequences
of the deterioration of the program
evaluation capacity of the federal
government in addition to the absence of
information. In some cases, agencies have
conducted evaluation studies, but the
information produced is either flawed or
improperly used for policy purposes. The
studies may be based upon problematic data
or analysis, or they may be properly
conducted but ignored or misused in the
formulation of policy. These problems
suggest that management improvements are
necessary. Agencies need to review the
quality of their data and research more
carefully and better integrate the findings
from program evaluations and other
analyses into agency decision-making.

Examples of inappropriate use—or
neglect—of evaluation evidence by federal
agencies in recent years include the
following.

Environmental
Protection
Agency

An analysis of the shared responsibilities of
the Environmental Protection Agency (EPA)
and state environmental agencies for
managing a national program of hazardous
waste found that important information gaps
remain. Problematic measurement and data
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Agencies Sometimes Rely Upon Flawed
Studies and Ignore or Misuse Sound
Analyses

collection procedures limit the quality of
some of the information produced, and the
biennial reporting system still does not
ensure that the states will collect or report to
EPA all necessary data. The result is that it is
not possible to determine whether the
hazardous waste reduction goals are

being met.

Multiple Agencies

We conducted a comprehensive evaluation
of four executive branch agencies—EPA, the
Food and Drug Administration, the
Occupational Safety and Health
Administration, and the Consumer Product
Safety Commission—to determine how well
they were protecting the public from
exposure to reproductive and developmental
toxicants. There were major gaps in the
evaluative information available to these
agencies. First, because no accepted federal
list of these toxins has been developed, such
as that mandated for carcinogens, these
agencies have had no index of the most
important hazards to reproduction and
development. Second, risk assessment for
these toxicants has been based upon a
flawed threshold assumption: that is, that
there is a specific dose level below which no
problems occur. However, well-known
hazards, such as lead and radiation, are
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Agencies Sometimes Rely Upon Flawed
Studies and Ignore or Misuse Sound
Analyses

dangerous at any dose level. Therefore, it
appears that current standards for exposure
to lead and radiation could be resulting in
more developmental problems in children
and reproductive problems in adults than
would occur under an alternative,
nonthreshold approach.

Defense

Many unproven assumptions weaken DOD’s
decision-making in important national
security areas. Our evaluation of the U.S.
strategic triad found several major examples
of assumptions that we found to be either
inaccurate or unsupported by available data.
In some areas, such as the threat posed by
the former Soviet Union, the assumptions
grossly overstated what the data actually
support. In other areas—for example, the
performance of weapon systems—available
data instead show understated assumptions.
In still other cases, such as specific
assertions made by officials, no supporting
data were available. Over the past 30 years,
poD has not conducted any comprehensive
evaluation of the strategic nuclear triad. The
lack of realistic assessments of the threat
and the lack of rigorous analysis of the
relative performance and merit of the
weapon systems has resulted in the
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questionable development and procurement
of multiple costly modernization programs.

Agriculture

A series of studies examined the accuracy of
various price, production, and supply
forecasts made by the U.S. Department of
Agriculture. Long-term commodity forecasts
had large and systematic error rates over the
period 1981-88. These errors contributed to a
significant underestimate of the commodity
program outlay estimates that were made in
the President’s 1990 budget submission to
the Congress. Accurate forecasts are also
important for administering such agency
programs as acreage reductions and export
enhancements. The Department agreed with
recommendations to improve forecasting
and set up a process to identify, report, and
correct errors when they occur.

Transportation

We reviewed the quality and completeness of
the analytical efforts supporting the
testimony of the National Highway Traffic
Safety Administration regarding the impact
of continued requirements for automobile
downsizing upon highway safety. The
agency’s finding that more than 1,300
fatalities each year can be attributed to the
automobile weight reduction efforts that
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began in the 1970s was not supported by
available data. Instead, our analyses showed
that the automobile weight reductions have
had virtually no net effect on total highway
fatalities. On the one hand, the very lightest
cars have higher fatality rates than the very
heaviest. On the other hand, the decreased
number of heavy cars on the highways
accounts for much of the total car weight
reduction that occurred during the time
period, diminishing the danger to the
occupants of other cars.
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Some Promising Initiatives Do Exist

This year, in contrast to 1988, we identified a
number of agency evaluations that were well
done or work in progress that seems
promising.

Centers for
Disease Control

The Congress requested an independent
review of the investigation by the Centers for
Disease Control (cpc) into the causes of the
HIv infections found among patients of a
Florida dentist. We concluded that cDC’s
research—especially that on genetic
sequencing—was well done and our review
supports cDC’s conclusions that five patients
became infected as a result of receiving care
from the dentist with AIDs, although the
mode of transmission remains uncertain.
This review suggests that cDc made an
exemplary effort to find and use the best
information available at the time.

Agency for Health
Care Policy and
Research

We reported that despite considerable
changes in the management of breast cancer
treatment since the 1970s, there was no
observable improvement in survival. That we
were the only organization to examine
nationally how well cancer patients fared
underscored the fact that there was no
federal agency charged specifically to
examine health outcomes. That situation
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changed in 1989 with the establishment of
the Agency for Health Care Policy and
Research. Currently, this agency has within
its mandate the broad areas of determining
the effectiveness of medical interventions,
creating medical practice guidelines, and
disseminating information on outcomes.
This offers the promise of advances in the
quality and quantity of information that will
be available for making informed, future
health care policy decisions.

Office of
Personnel
Management and
Merit Systems
Protection Board

In response to concerns in the Congress and
among such groups as the National
Commission on the Public Service that the
quality of the federal professional and
technical workforce was declining in the
1980s, we examined the available data and
found no significant evaluation of workforce
quality either in the major agencies or in the
Office of Personnel Management (OPM).
However, in response to our 1988 report,
OPM and the Merit Systems Protection
Board have in the last 4 years developed
significant evaluation programs involving
measurements of quality among those
recruited and retained in a number of key
occupations, and an expanded effort is being
planned on the basis of a national advisory
panel’s work.
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In response to your request, this transition series report discusses a
topic that is critical to the successful implementation of the
government’s programs—the need to acquire and retain a competent
and motivated federal workforce. The issues described in this report
include modernizing employment practices, enhancing federal
workforce management, fully implementing pay reform, and
rebuilding a positive public image for the public service to restore
public confidence in government and make it an attractive career
choice.
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Management.
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Public Service Issues

In our 1988 transition series, we reported
that the government was faced with a people
problem that impeded agencies in their
efforts to achieve their missions. We said
that the negative image of public
service—due largely to years of criticism of
federal employees and unethical conduct by
government officials—and the inadequacy of
federal compensation were significant
barriers to attracting and retaining a
high-quality workforce.

Important progress has been made in the
past 4 years. Criticism of federal employees
has subsided somewhat, major ethics reform
legislation has been enacted, and a new
pay-determining process has been put into
place to help narrow the ever-widening gap
between federal and private sector pay.

If the government is to be able to attract and
retain high-quality people, meet the public’s
performance expectations, and regain a
positive public image, it is important not
only to sustain the initiatives begun during
the past 4 years but also to respond to other
emerging issues.

One such issue is reducing the size of
workforces. Federal managers do not always
have the flexibility, systems, or processes
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Public Service Issues

they need to downsize effectively while both
meeting their mission requirements and
treating employees fairly.
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Clearly, the federal government faces stiff
competition from other employers, who also
want the best and brightest. Competitive
dimensions (in addition to pay) include
recruiting and hiring processes, benefits
structures, and approaches to downsizing
when workforces must be reduced. Many
employers have more progressive
approaches in these areas than the federal
government.

Improving
Recruiting and
Hiring

The Office of Personnel Management (OPM)
is improving many aspects of the
government’s recruiting and hiring
programs, but significant problems remain.

Federal recruitment efforts at the nation’s
colleges and universities have been most
notable for their absence. Federal
employment information at colleges and
universities is often inadequate, and service
has sometimes been poor at opM’s job
information centers. Information on federal
job openings is not always available or easy
to locate, and the application process
remains a mystery to many. opM needs to
continue working with agencies to
strengthen federal recruiting efforts,
particularly at colleges and universities, and
to make information on federal employment
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readily accessible nationwide. Closer
working relationships among opm, federal
agencies, and college placement personnel
and increased involvement by agency
program managers in recruitment would also
help greatly.

Federal hiring mechanisms are burdensome
and complex. Many personnel officers and
program managers believe that the time it
takes to hire someone is a significant
problem. Rules have been designed to
ensure merit; increase the employment of
women, minorities, and veterans; and give
managers some flexibility. However, these
rules often do not meet their objectives;
sometimes they conflict and overwhelm both
managers and applicants.

The government needs a new hiring process,
but designing one will not be easy. Federal
agencies, the Congress, and other interested
parties must all work together to solve this
problem. We have ongoing efforts aimed at
identifying potential solutions.

Meeting the
Changing Needs
of Our Workforce

Dramatic changes in the demographic
composition of the nation’s workforce are
presenting serious challenges to all
organizations in their efforts to be effective,
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competitive employers. More and more
women are working, and the proportion of
families with both spouses in the labor force
has increased greatly. Furthermore, the
workforce is aging. The median age of the
workforce rose by more than 2 years from
34.3 in 1980 to 36.6 in 1990 and is predicted
to increase by another 4 years by 2005.

Progressive nonfederal employers are ahead
of the federal government in adapting to
changing times. For example, flexible
benefits are becoming increasingly available
in nonfederal organizations but are generally
not available to federal employees. Also,
unlike employees in many nonfederal
organizations, federal employees are
generally not permitted to use any portion of
accumulated sick leave to care for family
members who are ill unless they have a
contagious disease. Some companies have
begun programs to extend older employees’
careers and rehire retirees to fill temporary
needs. Other programs that appear to have
wide applicability, such as adoption
assistance or sick-child care, are available in
only a few agencies or for certain employees.

oprM has established a new office to
concentrate on work/family issues. This
office needs to monitor demographic
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changes and develop and promote proposals
that will not only enable the government to
catch up with other employers but also
enable it to become a leader in the
work/family arena.

Equipping
Agencies to
Downsize the
Federal
Workforce

Organizations often rely on attrition when
they need to reduce their workforces. When
the size of the reduction needed is relatively
small and sufficient time is available,
attrition can work well for both the
employer and the employee. However, when
significant reductions are needed over
relatively short time frames, attrition alone
may not be enough.

Such is the situation facing the federal
government. The Department of Defense
(pop) is in the process of reducing its
workforce by over 200,000 by fiscal year
1997 from its level in 1987. Given the federal
budget deficit, many civilian agencies could
face large reductions as well.

Federal workforce downsizing of the
magnitude expected will create a major
challenge to delivering quality programs and
services to the public. Federal approaches to
achieve voluntary reductions have met with
limited success. Both managers and
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employees have criticized methods for
dealing with involuntary employee
separations as costly, unfair, and possibly
discriminatory.

What is the problem? Unfortunately, there
are many. The government has not created
sufficient incentives to induce voluntary
moves; the process for reductions in force
(RrIF) is inflexible and has multiplier effects
on the number of persons affected; and job
placement programs are likely to be hard
pressed to place a high proportion of
registrants in jobs. Federal managers also
claim that the rigid rules for offering early
retirement and conducting RIFs often
frustrate their attempts to shape a workforce
needed to accomplish their agencies’
missions.

Recent legislation dealing primarily with boD
downsizing provides new financial
incentives to encourage early retirements
and resignations; advance notice, expanded
job training, and placement assistance to
employees facing involuntary separations;
and various other forms of transition
assistance. It is important that these
additional tools be implemented to lessen
the financial and emotional effects on
displaced employees and minimize adverse
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organizational impacts. Civilian agencies
also need to be given appropriate tools to
deal with downsizing, and all downsizing
approaches need to be evaluated to see if
they are equitable and do not adversely
affect mission accomplishment.

More specifically, the new administration
and the Congress will have to address
several questions.

. Are additional incentives needed to induce
separations among those persons already
eligible for early retirement?

. Will the implementation of voluntary
separation incentives recently authorized for
DOD effectively increase attrition without
being discriminatory while allowing
managers the flexibility to shape their
workforces to meet their needs?

. Should voluntary separation incentives
recently authorized for pop or other
incentives be provided to civilian agencies?

- Will current job placement programs be able
to match sufficient numbers of displaced
employees with other government vacancies
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without placing new restrictions on civilian
agency managers’ discretion in hiring?

. Are statutory and/or regulatory changes
needed to minimize the expected adverse
impact of involuntary separations on women
and minorities?
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Enhancing Federal Workforce

Management

The public expects and has every right to
receive high-quality services at reasonable
costs from a government workforce that (1)
reflects the people it serves, (2) operates
efficiently and effectively, and (3) is held
accountable for results. Too often, limited
top-management attention or complex and
restrictive laws, regulations, and processes
have hampered the government’s ability to
effectively manage its workforce toward
meeting these objectives.

Intensifying
Efforts to
Diversify the
Federal
Workforce

The federal government has made strides
toward attaining a workforce that reflects
the nation’s diverse population, but much
more needs to be accomplished. Although
women and minorities comprise the majority
of the federal workforce at grades 2 through
11, their presence decreases to about

30 percent for grade 13 positions and
continues downward to about 17 percent for
the Senior Executive Service (SES).
Moreover, 1990 federal workforce data show
that one or more women or minority groups
were underrepresented in 97 percent of 261
key jobs—jobs that lead to middle- and
upper-level management positions.

Management commitment at all levels of
government and continued monitoring are
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needed if the federal government is to
achieve a diverse workforce. Agencies
frequently do not set measurable affirmative
employment goals. At agencies we have
reviewed, SES performance workplans do not
specifically hold managers accountable for
meeting affirmative employment objectives.
Specificity is needed to truly gauge how
successfully the executives are carrying out
their affirmative employment
responsibilities. Furthermore, many agencies
have submitted late or incomplete program
plans to the Equal Employment Opportunity
Commission (EEOC). EEOC has often approved
these plans even though they lacked such
important elements as certain workforce
analyses needed to determine progress in
achieving a representative workforce.

EEOC must provide stronger leadership. It
must work with federal agencies to help
them better identify and address barriers to
the entry and progression of women and
minorities. We have made a number of
recommendations to EEOC for improving the
government’s affirmative employment
program. These include the need for better
guidance to agencies on required workforce
analyses and the need for EEoc to withhold
approval of agency plans until substantive
requirements are met. EEOC has begun to
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address our concerns. It needs to continue to
work with agencies to strengthen
accountability for results.

Although stronger leadership from EEOC is
essential, the President and the Congress
need to emphasize to agency heads that they
must have programs in place and hold their
senior managers accountable for achieving a
representative workforce, particularly at
higher grade levels.

Allowing
Agencies to
Manage
Performance
More Flexibly

The government’s performance management
system is commonly perceived as not
working well. Often, it does not meet its
objectives to improve and motivate
employees’ performance, achieve individual
accountability, and instill employees’ trust in
the assessment process.

One reason is that the government’s
performance management system has been
and continues to be too rigid. Consistent
with private sector trends, many federal
agencies are beginning to move away from
rigid, centralized, and individual-oriented
management approaches to the more
flexible, decentralized, team-oriented, and
customer-based approaches similar to those
embodied in the principles of total quality
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management (TQM). The government needs
to continue moving toward a flexible
performance management system that
agencies can tailor to their own missions,
work environments, and workforces.

Another reason the system is not working
well is that the link between performance
and pay is considered by many to be too
weak to motivate, reward, or penalize
employees. For example, many employees
believe that the amount of money provided
through performance awards is not
sufficient to serve as a motivator, and
employees who continue to perform poorly
over a long period are often not penalized
through reductions in pay. Consistent with
the principles of TQM, some managers would
like to have greater ability to reward team
efforts.

In addition, as we noted in our 1988
transition series report on the Public
Service, the lack of measurable goals and
objectives makes it difficult to know
whether important programs and initiatives
are succeeding. Our more recent work
shows this to be a continuing problem. It is
difficult to hold organizations or people
accountable without clear results-oriented
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goals and good performance measures to
gauge progress in achieving those goals.

Performance management is one of the most
difficult and complex issues in human
resource management. While there appears
to be a consensus on what the specific
problems are, there does not appear to be a
consensus on specific solutions. Thus, the
executive and legislative branches need to
work on an approach for (1) giving agencies
the flexibility they need to develop solutions
that will work for them, (2) linking
performance and pay in a manner that will
better motivate and reward employees, and
(3) establishing results-oriented goals and
better using performance measures to gauge
progress.

Improving Labor-
Management
Relations

Labor-management relations experts as well
as agency and union representatives across
the country agree that the federal
labor-management relations program is not
working well. They say that the program is
too adversarial and that it suffers from
excessive litigation over procedural and
minor matters. In addition, processes used to
resolve disputes are viewed as too slow and -
complex.

Page 17 GAO/OCG-93-TTR The Public Service




Enhancing Federal Workforce
Management

Comprehensive reform is essential to the
effective conduct of the public’s business,
including implementation of the quality
improvement initiatives that emphasize
employee involvement and teambuilding
being sought by federal agencies. Because
the perceived problems are systemic and
widespread, convening a panel of
participants in the federal program and
nationally recognized experts in labor
relations could be the best approach for
developing a viable reform proposal.

Reforming Health
Benefits

The Federal Employee Health Benefits
Program (FEHBP) is the largest
employer-sponsored health insurance
program in the United States. In fiscal year
1993, it will provide health benefits for about
9 million federal employees, annuitants, and
their dependants at an estimated cost of
$16 billion. Over the years, the Congress,
oprM, federal employees, and employee
unions have expressed concerns about
FEHBP’s structure and cost and have called
for reform.

The debate on FEHBP reform has
appropriately focused on issues related to
program design, availability of choice among
plans, and cost of health benefits. At the
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Congress’ request, others have examined and
reported on these issues, essentially
reinforcing the call for reform. Also at the
Congress’ request, we have looked at the
program’s administrative costs, almost all of
which are incurred by contractors.

At a cost of over one-half billion dollars
annually, contractors’ administration of
FEHBP is an important consideration. We
believe that as much as $200 million annually
could be saved if FEHBP'S administrative
costs were reduced to the levels of other
large health benefits programs we reviewed.
However, to achieve savings of that
magnitude, it would be necessary to legislate
a more uniform benefits structure and allow
for the procurement of administrative
services under competitive, fixed-price
contracts that would periodically be rebid.
Currently, benefits vary widely among plans,
and opPM uses essentially noncompetitive,
self-renewing contracts with carriers.

The new Congress and administration need
to continue the debate on FEHBP and reach
consensus on reform, including the potential
for saving up to $200 million annually in
administrative costs. In the meantime, orm
could save up to $35 million yearly by better
managing administrative costs under the
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current FEHBP structure. We believe that
more thorough opM analyses and
comparisons of operational costs among
plans could identify opportunities for cost
savings.

oPM has been responsive to our
recommendations but has been hampered by
limited staffing in its efforts to better oversee
program administrative costs as well as
combat fraud and abuse in the program. The
Congress and the administration need to
work with orM to ensure that reasonable
staffing levels are available.

Choosing
Between
Employees and
Contractors

In today’s environment of tight budgets,
agencies face tough challenges
accomplishing their missions. A key issue is
whether to use contractors or expand the
workforce. This issue has two major
components. One relates to the flexibility
agencies have to make these decisions. The
other relates to the core expertise agencies
need to oversee and control contractors.

Federal managers have not often had
sufficient flexibility to choose between
hiring employees or contractors because of
restrictive legislation or personnel ceilings
imposed by the Office of Management and
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Budget (omB) or the Congress. Agencies
frequently must use contractors even when
they believe it would be more appropriate to
use employees because of the nature of the
work involved or because it would be less
costly to use employees.

For example, legislative and budgetary
restrictions on the Environmental Protection
Agency’s (EPA) Superfund Program
necessitated the use of contractors rather
than employees. According to EPA officials, it
is easier to get oMB’s approval for contract
dollars than for employee positions for
various agency programs. Also, personnel
ceilings imposed by oMB were a major factor
inhibiting the Department of Energy (DOE)
from achieving substantial savings by having
government employees rather than
contractors perform support service
functions.

Another problem sometimes faced by
agencies, due at least in part to restrictions
on hiring employees, is the lack of sufficient
staff capability to oversee and control
contractors. The lack of this capability has
contributed to serious problems in
government programs, such as safety
problems at nuclear weapons production
plants and in the nation’s space program.
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Although oMB has indicated that it is willing
to authorize additional employee positions,
the use of personnel ceilings as a control
device has left agencies with the perception
that omB is still reluctant to do so. The
Congress and oMB need to provide agencies
with the authority and flexibility to use
government employees rather than
contractors when employees would be more
appropriate, considering the nature of the
work involved, or could more cost
effectively carry out agencies’ missions.
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Fully Implementing Pay Reform

Four years ago, it was generally recognized
that inadequate salaries were a primary
cause of the government’s recruitment and
retention problems. In 1990, the Bush
administration and the Congress reached
agreement on a comprehensive, long-term
pay reform program designed to ultimately
make federal salaries competitive with the
private sector. The program was enacted
into law and has been favorably received.
The basis for this legislation was well
founded, namely, that high-quality people
needed to effectively run government
programs were finding employment
elsewhere.

But budgetary constraints could jeopardize
full implementation of pay reform. Achieving
a consensus between the administration and
the Congress was a long, arduous process
that would be difficult to reestablish if the
current program were to become
sidetracked. Full implementation of pay
reform is a key building block of a more
effective government and important to the
government’s ability to attract and retain a
highly qualified and motivated workforce. If
the size of the workforce, coupled with
budget deficits, makes pay reform too
difficult to fund, the Congress and the
administration may want to consider the
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option of reducing the size of the workforce
to allow full implementation of pay reform.
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Rebuilding a Positive Public Image

Public respect for and confidence in
government have been diminishing. News
reports of alleged misconduct by
government officials or efforts by former
federal officials to influence decision-making
have not helped project a positive image of
government.

In 1989, the Congress and President Bush
forged a consensus on ethics reform in the
federal government and enacted the Ethics
Reform Act of 1989. The act strengthened
federal conflict-of-interest statutes and
employee financial disclosure requirements,
with a view toward achieving greater
uniformity in ethics rules among all three
branches of the government. All three
branches have also been given additional
authority and responsibility to ensure
effective program implementation.

Federal agencies in the executive branch
have varied in the intensity and effectiveness
of their efforts to prevent, detect, and deal
with conflicts of interest between
employees’ official duties and their private
interests. The effectiveness of the ethics
program has been impeded by insufficient
top-management emphasis on implementing
effective employee financial disclosure
reporting and inadequate review of
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employees’ activities outside the
government.

Agencies’ efforts to address employees’
conflicts of interest have also been impeded
by shortages of staff assigned to review
disclosure reports and by the failure of some
agencies to require employees holding
positions vulnerable to conflicts of interest
to file disclosure reports (or to report
outside activities). Furthermore, the
executive branch’s supervising ethics office,
the Office of Government Ethics (OGE), has
been hampered in its monitoring and
enforcement efforts by limited staff and
authority. Recent legislation authorized
more staff and enforcement powers.

Agency heads must aggressively pursue
strong ethics programs, including
requirements for producing effective
employee disclosure of financial and outside
interests and a sufficient number of properly
qualified staff assigned to review these
interests and ensure that they are
appropriate.

Problems with financial disclosure programs
also exist in the legislative and judicial
branches, so they, too, need to continuously
improve their efforts.
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Another dimension of strong ethics
programs in the executive branch is the
willingness and ability of employees to
report misconduct without fear of retaliation
and with the understanding that their
allegations will be properly investigated.
Many federal employees do not have this
sense. In 1992, about 70 percent of the
employees we surveyed reported that they
had little or no knowledge about how the
whistleblower law protects them and said
that they did not know where to report
misconduct. One solution to this problem
would be to have agencies provide
information on where to report misconduct
during oGE-required ethics training
programs.
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Health Care Reform

A key challenge facing the new Congress and
administration is finding a better way to
manage and finance the U.S. health care
system while preserving the high-quality,
innovative medical care the United States
has achieved. The United States is projected
to spend 18 percent of its gross domestic
product (GDP) on health care by the year
2000 —far more than any other
industrialized country. These growing costs
are being shared by individuals and the
business community as well as federal and
state programs. The inexorable rise in health
care costs is constraining wage increases
and the financial capability of federal and
state governments to address other pressing
social concerns. We have emphasized that
failure to control overall health care costs
will stymie efforts to control outlays on
Medicare and Medicaid—the fastest growing
major programs in the federal budget—and
will make it more difficult, if not impossible,
to bring the federal budget into balance. !
Individuals, business, and the government
need to work together to tame the cost spiral
for health care.

Despite having the highest costs in the
industrialized world, our health care system
is not serving large portions of our

ISee particularly app. IIl in Budget Deficit: Appendixes on Outlook,
Implications, and Choices (GAO/OCG-90-5A, Sept. 28, 1990).
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Health Care Reform

population very well. Nearly 34 million
Americans are uninsured and millions more
are underinsured or fear they might lose
coverage if they develop a serious medical
condition, lose their job, or change
employers.

The Congress has asked us to review
approaches developed in American
communities and foreign countries that
might help explain the root causes of our
health care problems and suggest possible
solutions. We have examined the
experiences of Canada, France, Germany,
and Japan as well as U.S. federal programs
and state and community initiatives. If the
United States is to broaden access and
contain health spending, there is a need to
consider adopting features common to
successful systems that we have observed in
other countries and within our own borders.

A reformed U.S. system must also build on
the strengths of the nation’s current health
care system. A strong research
establishment, the continuing development
of technology, and the capacity to evolve
more efficient service delivery mechanisms
are among the strengths of the U.S. health
care system that should be preserved.
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Access to Health Insurance for the
Uninsured

Universal access to health insurance is an
achievable goal. Countries like Canada,
France, and Germany provide high-quality
health care to all their citizens, yet spend a
considerably smaller share of their nations’
resources on health. Within our own
borders, Hawaii is the state with the largest
share of its population covered by health
insurance. Rochester, New York, counts

7.1 percent of its population under the age of
65 as uninsured compared with a national
average of about 15 percent. Yet both Hawaii
and Rochester have achieved enviable
records in terms of health cost containment
and the level of insurance premiums.

Universal access to health insurance is not
free. Estimates for providing the 34 million
persons who are uninsured with health
insurance range from $12 billion to

$27 billion annually. These costs are not the
only factor that has made it difficult to
achieve universal access to health insurance
in the United States. Universal access would
also entail major changes in the role of
government, the structure of the health
finance system, and the financial
responsibilities of individuals and
employers. An employer mandate would
compel businesses to provide or finance
insurance for their employees and may add
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Uninsured

new costs and responsibilities for many
small firms. A Canadian-style system would
involve a substantial increase in the share of
health care costs financed through the tax
mechanism.

The United States is considering a
commitment to universal coverage not only
because of the needs of the 34 million
uninsured but also because such coverage
can contribute to both short- and long-term
strategies for cost containment. Universal
coverage contributes to lowering
administrative costs for providers by
relieving them of the burden of assessing
insurance status before treatment and by
limiting losses associated with bad debt.
Changes in these two areas would be
especially beneficial for institutions such as
teaching hospitals and public hospitals in
large cities that currently serve large
numbers of uninsured patients. Universal
coverage also contributes to system
efficiency by reducing the need for the
uninsured to use more expensive treatment
settings such as the hospital emergency
room because they are not covered for
treatment in less expensive settings.
Moreover, adequate coverage for preventive
and primary care for chronic conditions can
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Uninsured

help avoid more costly and serious
treatments in the future.

Universal health insurance coverage is not
ensured in all of the comprehensive reform
proposals, although all proposals seek to
make significant inroads to reducing the
uninsured population. National health
insurance plans that cover all citizens
explicitly solve the problem of the
uninsured. Proposals that rely on the
existing employer-based insurance model
require development of complementary
programs to cover the uninsured who are
not employed and any employed persons or
family members who remain uninsured
under the employer-based plans.

For example, Hawaii's mandate that
employers provide insurance coverage does
not require that health insurance coverage
be provided to part-time workers or to
family members of insured workers. To
address these gaps in coverage and to
include the unemployed who are not eligible
for Medicaid, Hawaii developed a
supplemental state-sponsored insurance
plan to extend coverage to these groups. The
state estimates that it has reduced the
number of uninsured to about 2 percent of
its population.
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Private Health Insurance Market
Reforms

About three-fourths of uninsured Americans
are workers or their dependents, and just
over one-half of uninsured workers are
employed by firms with fewer than 25
employees. Some underwriting and rating
practices in the private insurance industry
have made obtaining affordable health
insurance difficult or impossible under
several conditions: when an insured worker
dependent family member, or coworker in
the same risk pool develops an expensive
medical condition; when a worker changes
jobs; or when a firm changes insurance
carriers. If comprehensive reform is based
on the current employer-based private
insurance system, reforms of insurance
practices that affect people in these
situations are essential.

b

Two broad types of health insurance reforms
would be needed—those designed to
improve availability and those designed to
improve affordability. Reforms related to
availability guarantee that insurance will be
available to all eligible members of employee
groups through

- guaranteed issue of policies to all employer
groups and their eligible members,
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Private Health Insurance Market
Reforms

guaranteed renewal of policies that eliminate
or restrict the capacity of insurers to cancel
policies because of medical history or to
introduce new policy exclusions at the time
of renewal, and

guaranteed continuity of coverage when
employers change insurers, employees
change jobs, or insurers become insolvent or
discontinue offering health insurance.

Because insurance may be available but still
priced out of the reach of small businesses,
affordability also needs to be addressed
through

restricting factors used in setting rates, such
as health status and previous claims
experience, and

limiting the range of premiums a single
insurer can charge for customers with
different risk characteristics.

These types of reforms are needed to ensure
that private insurance products are available
to everyone under employer-mandated
coverage plans. However, such reforms can
be a double-edged sword. While they would
increase availability and reduce insurance
premiums for higher-risk groups that have
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Reforms

been excluded from the market, the reforms
would generate higher premiums for those
currently insured in lower-risk groups who
would share in the costs of the extended
coverage.

The net effect of insurance market reforms
alone on reducing the ranks of the uninsured
is unclear. States have introduced a number
of these reforms in the last few years. Early
experience suggests that such reforms have
had a modest effect on reducing the ranks of
the uninsured when coupled with limited
subsidy programs and state assistance to
risk pooling.
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Health Care Cost Containment

The call for control of health care costs is
now heard throughout U.S. society.
Expanding insurance coverage to the
uninsured would make cost control more
urgent, but even without that additional
spending, the upward sweep of health care
costs is threatening the financial position of
businesses, individuals, and governments.

Cost control entails some force that
disciplines the decisions of consumers and
providers. As a result, cost control means
that some segments of society will receive
less. Providers (such as physicians and
hospitals) will have lower revenues than if
present trends continue. Consumers may
face less choice among providers, and the
rate of improvement in medical technology
may slow.

Nonetheless, cost control is imperative.
Without it, the problem of the uninsured will
likely worsen as the unchecked rise in the
cost of insurance puts it out of the reach of
more and more people. Moreover, lack of
cost control will aggravate the budgetary
squeeze on the federal and state
governments. How to control costs with the
fewest adverse effects on the population is
the challenge.
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Among the many proposals for achieving
cost discipline in U.S. health care, two broad
strategies are currently most prominent:
managed competition and direct controls.
Both would use government regulation,
although in quite different ways. The two
strategies differ in the extent to which they
rely on market forces and in the extent to
which they have been tested in practice.
Managed competition would give regulation
a competition-enhancing slant by
establishing a complex set of rules within
which competition can occur. After
restructuring the marketplace, the
government would play umpire for insurers,
providers, and beneficiaries while letting
competition exert discipline and rein in
health care costs. The second strategy, direct
controls, would require public (or
quasi-public) authorities to set health care
prices, limit overall spending, and regulate
the spread of new technology.

The strategy of managed competition is
evolving, and its various proponents
sometimes define it in different ways.
Nonetheless, they agree on blending federal
regulation with incentives and private
initiative to create a cost-conscious
discipline for hospitals and physicians. Also,
current proposals assume heavy reliance on
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managed care health plans, such as health
maintenance organizations (HMO) and
preferred provider organizations (PP0), that
try to encourage efficiency by placing
providers at risk for health costs, using
administrative processes to attempt to
control services, or both.

In designing a practical system of managed
competition, two questions are pivotal:

- First, can rates for health care plans be set
so that insurers are not rewarded for
“cream-skimming”?

Under current arrangements, a company
offering health insurance makes more
money by attracting people who are
healthier than average and by not insuring
bad health risks. Whether a system of
managed competition could prevent
cream-skimming—which would undermine
the system—is much debated. Our work on
Medicare’s rate-setting for HMOs illustrates
the difficulty of the task.

. Second, would managed competition

achieve cost savings at the expense of
quality?
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To prevent this, the proponents of managed
competition stress the need to create new
sources of information about the quality of
health care. How quickly such information
could be generated and how consumers
would use it are, however, open questions.
Our work on HMOs for Medicare enrollees
shows that quality assurance is needed to
avoid abuses due to cost-cutting.

The strategy of managed competition is
appealing to many. The Netherlands, for
example, is in the early stages of
implementing a particular version of the
strategy. But evaluating the likely
effectiveness of managed competition is
hampered by lack of a real test, abroad or
within an American state, in which a system
of managed competition could be observed.
Some research on states with relatively
strong competition among HMOs and other
managed care providers is mildly
encouraging. Nonetheless, these states have
not implemented managed competition, so it
is difficult to draw conclusions from them
about how much a managed competition
system would flatten the trend in costs.

The alternative approach, direct controls,
uses fee schedules and other price controls,
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spending targets and caps (sometimes called
“global budgets”), and controls on the
dispersal of new technology. Our analysis of
these controls also reveals both strengths
and weaknesses.

Direct controls have been employed in many
different settings and have been
implemented in a variety of ways. For
example, direct controls are used
systemwide in countries with many insurers
(such as Germany) and with a single insurer
(Canada). In the United States, direct
controls are used at the federal level
(Medicare uses a fee schedule and has
introduced a spending target for physicians’
services), at the state level (Maryland sets
hospital rates), and at the local level
(Rochester, New York, has used global
budgets for hospitals).

In addition, direct controls have, with
different degrees of success, restrained
health care costs. Our studies of American
and foreign health care provide evidence on
the effectiveness, in particular, of spending
controls and price controls. Thus, we found
that the cost containment strategy used in
Rochester, New York—which included
global budgets—seemed to have slowed the
rise in hospital costs. For France and

Page 16 GAO/OCG-93-8TR Health Care Reform




Health Care Cost Containment

Germany, our analysis showed that targets
and caps slowed the rate of spending
increases compared with what would have
happened without these policies. Our
analysis also confirmed that the strength of
enforcement is important: In Germany,
spending caps have replaced targets, which
were more weakly enforced, and the caps
have proved more effective in limiting
spending.

Direct controls on prices also have been
relatively effective in containing costs. As
our analysis showed, U.S. states that have
set rates for hospital services to which all
insurers in the state must adhere have
slowed the growth in their per capita health
spending. In addition, Medicare, which uses
a variant of price controls in reimbursing
hospitals, has slowed the rise in its costs for
hospital services. Other countries’
experience with price controls is generally
consistent with these findings for the United
States.

Direct controls are not a panacea, however.
Even viewed just in terms of cost
containment, they do not eliminate all
spending pressures. Moreover, direct
controls can hamper efficiency and retard
innovation. Budgeting procedures may not
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reward efficient providers and insurers and
may not penalize inefficient ones. Spending
caps and targets may freeze the prevailing
system of delivering health care and
discourage innovations like managed care.
Budgets may adapt too slowly to changes in
technology, the demographic mix of
patients, and methods of delivering care.
Price controls can slow or block a needed
shift of resources, say from one specialty to
another, when demand or supply conditions
change. To some extent these difficulties can
be mitigated, but still they must be weighed
when the choice of a spending control
strategy is made.

In sum, neither managed competition nor
direct controls is without drawbacks.
Indeed, some analysts and policymakers are
crafting proposals that combine the
market-oriented advantages of managed
competition with the extra cost discipline of
direct controls—specifically, a cap on
overall health spending. These hybrid plans
are too sketchy as yet for observers to
determine whether the two strategies can be
blended, or how effective such a hybrid
system might be.

Page 18 GAO/OCG-93-8TR Health Care Reform




Administrative Simplification

In the United States, nearly 6 percent of total
health expenditures in 1989 were accounted
for by the administration of government
health programs and private insurers. In
sharp contrast, Canada spends about
one-fifth as much proportionately on these
insurance overhead functions. In addition,
U.S. providers spend billions of dollars each
year for billing and other administrative
activities directly attributable to our system
of financing health care. Providers in
Canada, Germany, France, and Japan incur
lower costs, in part because they deal with a
more unified payment mechanism. While
considerable debate continues about the
precise magnitude of the potential savings in
administrative overhead and providers’
administrative burdens associated with
specific reform proposals, there is general
agreement that significant savings can be
achieved in this area.

Administrative expenses for private
insurance plans average about 12 percent,
but they can be as high as 40 percent of
claims costs for individual and small group
plans. When multiple insurers market a
range of plans differing in scope of coverage,
the result is significant overhead costs to
cover claims processing and marketing.
While a wide range of insurers and plans
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may create greater consumer choice and
greater responsiveness to consumers’ needs,
this wide range is part of the reason for
higher administrative costs. Physicians,
hospitals, and other providers must expend
resources on billing and administrative
procedures to deal with the fragmented
payment system.

Almost all reform proposals attempt to
achieve cost savings by reducing
administrative costs through one or more of
the following approaches:

combining large numbers of employers into
large insurance-buying cooperatives to
achieve administrative economies,

defining a single or limited number of basic
insurance plans to reduce marketing costs
and the burden on providers,

developing standardized claims forms and
billing procedures for all insurance plans and
providers,

eliminating insurance underwriting activities,

eliminating deductibles and copayments to
eliminate the need for providers to issue bills,
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using more inclusive methods for
reimbursing providers, such as global
budgets, and

- using a single payer with uniform payment
rules and procedures in each market area.

Canada, for example, achieves substantial
administrative savings through a
combination of a single payer with uniform
payment rules and elimination of all
deductibles and copayments. The United
States might achieve a similar level of
administrative savings if it adopted a
Canadian-type reform, but the savings could
be largely offset by the additional use of
services associated with the elimination of
deductibles and copayments. Alternatively,
the United States could retain deductibles,
copayments, and utilization review activities.
This approach would reduce potential
administrative savings but result in greater
control over potential costs associated with
increased use of health services. If the
United States should choose a system that
depends on employer-based private
insurance, some level of administrative
savings could still be achieved through a
combination of the other approaches
described above.
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Fraud and Abuse Controls

The United States may want to invest more,
rather than less, in the administrative
resources required for detection of
fraudulent and abusive practices by health
care providers. Estimates vary widely on the
losses resulting from fraud and abuse, but
the most common is about 10 percent of
total health care spending or about $80
billion annually. Only a token amount of
administrative resources are devoted to
detection and elimination of fraudulent and
abusive practices.

Both public and private health insurance
programs are subject to fraud and abuse but
separately appear unable to combat it
successfully. Our work suggests that fraud
and abuse may be even more prevalent in
privately insured programs, in which control
efforts have not been as prominent and data
systems are more fragmented. Indeed,
federal health care programs have taken the
leadership role in prevention of such
practices. While a simpler and more uniform
payment and administrative system may
make it easier to detect potential fraud and
abuse, we believe that investing the needed
resources in designing the administrative
structure and continuing surveillance to limit
the potential for such practices is essential.
These issues are discussed more fully in our
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related report, Medicare Claims (GAO/HR-93-6,
Dec. 1992).
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Diffusion and Pricing of New Medical
Technologies

The rapid spread and increased use of new
medical technologies has been relatively
unrestrained in recent years and has given
health spending added momentum.
Technological advances have sometimes led
hospitals to participate in a medical “arms
race,” as they acquire expensive technology
and seek to keep patients and doctors from
shifting to rival hospitals.

Once declared eligible for reimbursement,
third-party payers—business, government,
and private insurers—have primarily
shouldered the financial burden of these
technological advances. However, insurers’
payment policies have not always
encouraged efficient and prudent use of
these medical services. Instead, insurers
have left themselves vulnerable to excessive
spending by giving providers incentives to be
wasteful or abusive in offering medical
services. In particular, our work has shown
that in some cases, insurers have not
adjusted payment rates to reflect the effect
of maturing technology on costs.

The challenge for policymakers is to find
ways to encourage development of new
technologies while ensuring their efficient
use. This can be accomplished through
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payment policies that reflect the costs
incurred by high-volume, efficient providers.
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Medical Malpractice Reform

Savings in addition to those stemming from
comprehensive health care reform can be
achieved through fundamental changes in
the U.S. medical malpractice system. The
United States faces higher costs for medical
malpractice insurance and associated
defensive medicine costs than other nations.

U.S. medical malpractice premiums are
estimated to be only about 1 percent of total
U.S. health care costs. There is considerably
wider variation in estimates of the potential
additional costs of defensive v
medicine—diagnostic tests and procedures
performed solely to protect physicians in the
event a malpractice claim is filed. The
American Medical Association estimated the
costs of defensive medicine at $20 billion in
1991. Moreover, physicians want relief, not
only from the financial burdens of
malpractice, but also from its emotional
burdens.

Cost reduction should not be the sole basis
for malpractice reform. Malpractice reform
also should be directed toward providing
better access to compensation for those who
are injured. Arbitration and no-fault
programs have been implemented in various
states as an alternative to a complex and
expensive court process. Many of these
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programs also incorporate local practice
guidelines that, although not an absolute
defense, provide evidence in a judicial
process that accepted medical protocols
were followed. Furthermore, hospitals and
other medical settings are adopting
risk-management programs that are
expected to improve the quality of care. We
believe these efforts should continue to be
studied and, when positive effects are
demonstrated, should be considered in
conjunction with comprehensive health care
reform.
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Observations About Health Care
Reform

Reform of U.S. financing of health insurance
and payment of health care providers is a
daunting task. U.S. health care is an $800
billion enterprise that is diverse,
complicated, and dynamic. Achieving reform
will be particularly difficult because, to
many people, reform seems to threaten a
good situation. People whose health
insurance is adequate and whose health care
is good may fear that reform will result in
diminished care or higher costs for them.
For providers as well as consumers, reform
of the health care marketplace will cause a
considerable reshuffling and generate losers
as well as winners.

Moreover, reform will not produce a
structure that is perfect. Our reviews of the
health systems of other countries shows that
after putting major reforms in place, these
countries continue to seek ways to improve
their systems. We believe that the
imperfections of any reform—and the
dynamic character of the health care
industry—make a stream of further changes
inevitable in the years ahead. However, there
may be greater risks in not undertaking
comprehensive health care reform. Without
reform, costs will continue to escalate while
a substantial number of Americans lack
access to health insurance.
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