- L 1f'tqs
UNITED STATES GENERAL ACCOUNTING OFFICE AM

washington, D.C. 20548
FOR RELEASE ON DELIVERY
Expected on
March 3, 1981
Statement of
Elmer B. Staats

Comptroller General of the United States

before the :
Committee on the Budget

U.S. House of Representatives 114495

on the

!Prcschnt's Program for Economic Recovery ;

- .

Mr. Chairman and Members of the Committee:

I am pleased to appear before you today to didcuss the
President's Program for Economic Recovery. The President has
proposed a multiyear plan which includes proposals for reducing
Federal spending and taxes. Specific budgetary and legislative
proposals to implement these plans are expected to be submitted

~in the very near future. Views .xprassed in this statement are
based on proposals made public to date.

Over the years, GAO has made many recommendations for changes
in programs and administrative practices to achieve savings and
to improve program effectiveness. Many of our recommendations
have been adopted as part of the Prasident's plan. We have pro-
vided your committee a report summarizing our comments on the
individual program proposals in the President's plan. We pre-

viously provided information on the program reduction aiternatives
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reportéd by the Congressional Budget Office (in our report
QPP-81-01, February 17, 198l). 1In each caii, our'commcnts cite
the individual audit and evaluation reports which form the basis
for our views. All of this information has been provided the new
Administration.

: The President's proposal is a multiyear plan which, }t it is
to be implemented, will involve many individual logislatﬁve actions
by the Congress. Acting on this plan will involve trade~offs be-
tween the need for longer term, stable commitment by the F;dcral
Government to people who voluntarily or involuntarily participate
;n ngcral programs versus the need for the Congress to "control”
the bﬁdgct in both the short-term and the long-term. There is no
magic formula for ﬁakihg these trado-offs. They must be made on

a program=-by-program basis dealing with specific groups of pecple,
specific sectors of the economy, and specific problems.

Today, I will be addressing both the overall scope of the
plan and specific aspects including matters not covered by the
President's plan which we think should have been:; areas that are
covered and to which we want to lend our support; a few aspects
~of the plan on which we have some reservations; and several admin-
istrative reforms that can help and should alsé be given attention
by the Congress.

ECONOMIC BASIS FOR THE PLAN

The stated basis for the plan is that reduced taxes, reduced
spending and a stable, slower rate of growth in the money supply
are essential for a return to more stable prices and sustained
economic growth. The obvious question is whether this program
will work? 1In other words, will there be scme improvem;nt in the
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overall performance of the economy-~a deceleration of inflation,
an acceleration in the rate of growth, a f&il in intcrest rates,
and (as a minimum) no significant increase in the rate of unem-
ployment.

As we understand it, the Administration expects the
combination of expenditure and tax cuts to result, this year, in
a substantial decrease in interest rates, a 2.1 parcontaéo point
decrease in the rate of increase of the Consumer Price Index
(CPI)==relative to what the previous Administration had fo?ecast,
the same average unemployment levels forecast by the Carter Admin-
;strgtion (7.8) but a slightly lower real rate of growth of (1.4
percent vs. 1.7 pgrccnt). In 1982 and beyond, the Administration
expects very rapid rates of growth of tﬂe GNP, marked decreases in
the rate of increase of the CPI and interest rates, and a slow
decrease in the overall unemployment rate.

In order to focus on key aspects of the Administration's
scenario, we simulated the effacts of the plan using two large
private econometric models of the national economy-~-~Data Resources
Incorporated and Wharton. In summary both models show a pattern
~of rising output, declining inflation, and falling unemployment
from 1982 through 1985 which is qualitatively similar to the Admin-
istration's assumptions. However, both predict less growth, more
unemployment, and more inflation than is anticipated by the Admin-
istration.

With regard to the Administration’'s overall plan, I continue
to believe that if tax reductions are to be enacted, they should
be accompanied by substantial constraints on expenditures in order
to minimize the risk of a further acceleration of infl#ﬁion.
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AREAS NOT COVERED IN THE PRESIDENT'S PLAN

Turning to the specifics of the plan,.i wish to call the
Committee's attention to several general areas which receive little
or no attention in the President's program--tax expenditures, the
ind‘xing of Federal programs, audit findings and debt collection,
and several programmatic items. I am convinced these areas repre-
sent missed opportunities which warrant further examination by the
Congress in its efforts to reduce spending, taxes, and the deficit.

Tax expendituras

The 1974 Congressicnal Budget and Impoundment Control Act
defines tax expenditures as “# * * revenue losses attributable to
pfoviiions of the chcral tax laws which allow a special exclusion,
exemption, or deduétion from gross incoﬁh or which provide a
special credit, a preferential rate of tax, or a deferral of tax
liability." They are certainly used to pursue publiic policy ob-
jectives and should, in most cases, be viewed as alternatives to
budget ocutlays. It is estimated that in 1982 this loss in tax
revenue will amount to $62.3 billion. While many of these tax ex-
penditures help to implement important public policy goals, I can
_'only drgn that.;hn Administraticn and Congress subject tax expen-
ditures to the same careful scrutiny afforded direct expenditures.

Limit the indexing of program benefits

The President's plan deals in only a minor way with the
indexing of Federal spending (automatic adjustment for cost of
living changes). We strongly believe the Congress should change
the procedures for making cost of living adjustments.

Explicitly indexed programs now account for fully 30 percent
of Federal budget outlays. These outlays, of coursae, afe driven
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by inflation and, by adding to the deficit, contribute to infla-

cion.

The Administration's confidence that it can bring inflation

under control by other means does not, in my mind, diminish the

need to deal directly with indexation.

" We have just issued a report on entitlements and indexing

which I will provide to your committee. In that report we describe

the growth in these programs and suggest several approacﬁes for

limiting that growth. In particular, there are three options for

altering present indexing practices that we believe merit early

consideration:

l. Give the President and the Congress the discretion to

modify the amount of the index through the budget bprocess.
The Prcsid;nt could be authcrizea to recommend a specific
percentage adjustment to benefit levels that would take
effect unless the Congress acted to change ‘it. This is the
same procedure now used to adjust Federal white collar pay.
This alternative has the advantage of returning some flex-
ibility to the cost of living increases. Clearly any re-
duction in indexation could adversely affect the lives of
truly nycdy recipients. One way of overcoming this problem
is to authorize the President to use differential rates of
indexation at different benefit levels. This approach
would require decisions by the President and the Congress
each year based on budgetary considerations.

Limit the adjustment to the level of the average increase

in worker pay or the CPI, whichever is less. This alterna-

tive moves away from the exclusive use of a price index.
The argument for making such a change is based on egquity
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considerations. While, at present, income from indexed
entitlement programs is protected aé#inst inflation. not
all entitlement programs are indexed and wage earners}
income and pensions are certainly not protected. Thus,

in periods of rapid inflation and slow productivity growth,
the present formulas redistribute income in favor Pf the
indexed groups--and increase the burden on wage cirncrs.
Switching to this alternative would have wage sarners and
entitlement recipients share equally in the burdons‘imposod
by falling real incomes.

Two arguments have been advanced in opposition to this
approach. .First, during periods of high inflation, bene-
fits would not be fully protocto& against inflation.
Second, if we are able to return to greater price level
stability and higher productivity growth we ‘would normally
see wages increasing at a faster rate than the CPI. Under
this proposal, increases for those receiving entitlements
would be limited to the amount of the cost of living
increases.

Substitute for the present CPI an index judged more

efficient in measuring changes in the cost of living of

those receiving entitlements or make adjustments in the

index to compensate for its alleged statistical deficien-

cies. Proponents argue that if such measures could be
found, adopting them would preserve the benefits inherent
in automatic adjustment processes, without incurring the
social costs associated with overcompensating program re-
ceipients. If there were, at present, agreemonﬁ'on how
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best to adjust the present CPI so that it more accurately
measured changes in the cost of liéing, iuch chang-s_should
be adopted whether or not the CPI is used to index entitle-
ment programs. Unfortunately, there is, at present, no
consensus on how best to make such changes, nor is there
agreement on what cost of living index, other thap the CPI,
should be used to adjust entitlements during infiationary
pericds.

Despite drawbacks, some limitation on the present indexing
system is absolutely essantial. Any of these three indexing op-
tions would enable the Congress to gain additional control over
the g?owth of this segment of the budget. We favor the first op-
tion because it woﬁld permit the Prosid;nt to recommend and the
Congress to consider the cost of living increases as part of the
budget process.

Action on audit findings and debt collection

In addition to the two general areas I just discussed, there
are many other opportunities to reduce spending and improve Govern-
ment efficiency and econocmy that the Administration--to the best
~ of our knowledge--has not addressed. Two areas--acting on the
findings and recommendations of Pederal auditors, and collecting
debts ocwed the Government--could save the Federal Government bil-
lions of dollars.

Between $3 and $4 billion could be collected by the Federal
Government on the basis of the findings of various Federal auditors
that recipients of Federal funds either misused them or did not
use them at all. Why hasn't the money been recovered? Federal
departﬁonts and agencies are not sufficiently aggressi§é in trying
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to act on the auditors' findings to recoup the funds. We have made
repeated recommendations to OMB to help impfbvo tﬁia situation.
Total expenditures questioned by agency auditors continue to in-
crease--from $4.3 billion in 1978 to $14.3 billion in 1980.
.Poscibly as much as §$6 billion in delinquent accounts and

loans receivable could be collected by the Government. W@y hasn't
the Government done so, thus reducing very significantly the Feder-
al budget deficit? Again because top management officials haven't
given debt collection a sufficiently high priority. Agencies are
more interested in delivering services and disbursing funds than
ig collecting amounts owed them. Additional legislation now being
considered in the Congress would help by permitting Federal agen-
cies to use more offoctive commercial pr;cticos to collect debts.

An additional $3 billion in delinquent tax accounts could be
collected by IRS as part of its usual collection process if it
could focus more on this effort and adequate audit staff author-
ized.
Programmatic changes

In addition to the items mentioned above, chapter 3 of our
report dealing with the President's budget proposals, issued today,
identifies 29 specific cost savings proposals not included in the
President's package to date. Adoption of these proposals would
reduce Federal expenditures and increase revenues by many billions
of dollars.

Two examples of the spocific cost savings proposals contained
in chapter 3 of our report are:

--repeal of the Davis-Bacon Act wage requirements; and

--revising the Social Security benefit formula to |
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‘eliminato the advantageous rate of the return enjoyed
by short-term workers.

In our April 1979 report to the Congress (HRD=-79-18), we
stated that the Davis-Bacon Act should be repealed because (1) sig-
nifieant changes in economic conditions and other factors occurring
since passage of the Act make the Act unnecsssary, (2) the Depart-
ment of Labor has not developed an effective program to i;suo and
maintain current and accurate wage determinations; and (3) the Act
results in unnecessary construction costs of several hundrd& mil-
lion dollars annually and has an inflationary effect on the economy
as a whole. ‘

with respect to the Social Security benefit formula, we found
that benefits intcnﬁod for low wage workérs were being enjoyed by
high wage earners who work for only short periods in employment
coverad by Social Security. These short-term workers have contri-
buted a relatively small amount of Social Security tax because they
had little work in covered employment. They receive, however, a
higher return on their contributions than the average wage earner
because of the benefit formula used to attain the program's objec-
- tive. According to Social Security Administration actuaries,
eliminating the short-term worker advantage could save from S$1ll to
$15 billion over the next ducadc..

AREAS GAQ SUPPORTS

Now I will turn to several parts of the President's plan
that we support. These include reform of regulations, extension of
user charges, reform of the Federal Financing Bank, reduction of
defense costs, greater use of block grants, and reform of unem-

ployment programs.



Regulation

The Administration has committed itself to careful review of
Federal regulatory policy with the aim of clininating‘unnoccbsary
regulations. We support this objective. Federal regqulations have
majér effects on private capital formation, productivity, and eco-
nomic growth. In the past decade the scope of Federal regulation
has dramatically increased. Regulatory reform offers a major op-
portunity to enhance productivity and faster economic growth.

Important steps have already been taken by the Congress and
the executive agencies to improve resgulatory practices. 1In some
cases where regulations have outlived their usefulness, the regula-
ﬁions.hav. been lifted. Dersgulation of airlines, trucking, rail-
roads, and the fin;ncial industry are e£ampl¢s. At the same time,
steps have been taken to oversee the regulatory process. In the
previous Administration, the Regulatory Analysis Review Group and
the Council on Wage and Price Stability established procedures to
review and comment on proposed regulations. Experiments are under-
way to test alternative methods of achieving regulatory goals. An
example is the Environmental Protaction Agency's "bubble concept,”
in which air pollution standards are Qet.fcr an area rather than
for each source of pollution within the area. This practice gives
private decisionmakers the opportunity to find the most efficient
method to achieve the goal set by the regqulator without sacrificing
the ultimate objectives of the regulation. These examples suggest
the direction in which further attempt at regulatory reform might
go.

Existing regulations should be reviewed periodically to
determine whether they still meet a real social need, #hd whether
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alternative and more efficient methods exist to achieve the gocals
for which they were established. In some cases it will be found
that the costs of regulation outweigh its benefits or ﬁhat cohpoti—
tion can be relied upon to achieve what previously required Federal
rules. In these cases, deregulation is appropriate. In other
cases, regulatory alternatives can be devised to enable the regula-
tory agency to achieve its objectives in a more cost-effactive
fashion.

User charges

One of the Administration’'s budget criteria is the recovery
of “clearly allocable costs from users,” for which a number of user
fee proposals are made. We agree with the principle that those who
benefit frum publiciy-provided goods and services should, as far as
feasible, bear the associated costs. GAO believes that there are
other areas, such as Federal water, where user fees'could be suc-
cessfully applied in addition to those cited by the Administration.

It is both equitable and efficient that, in many cases, those
who receive clearly identifiable benefits from the Government pay
for those benefits. The Government often subsidizes beneficiaries
of its activities by simply not charging the market value of the
goods or services it bestows on them, regardless of the costs it
actually incurs. Unless scome public purpose is achieved by this
subsidization (e.g., equity considerations may call for the subsi-
dization of low income individuals), it should be eliminated, if
possible. OQur position on this and other aspects of user charge
policy is discussed in our report, “The Congress Should Consider
Exploring Opportunities to Expand and Improve The Application of
User Charges by Federal Agencies"” (PAD-80-25, March 28,'1980).
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federal rfinancing Bank reform

The Director of OMB has testified that reform of the
Federal Financing Bank (FFB) is needed. We totally agree.

. GAO has consistently opposed the off-budget status of the
FFB #a well as other questionable budget practices which combine
to‘produce an inadequate and incomplete picture of Federal :credit
assistance activity. The current relationship between Federal
credit agencies and the FFB causes misleading chanées in the. Fed-
eral budget totals, and creates incentives for the inappropriate
use of Federal credit assistance.

Most notable among the questionable budget practices are the
budgot ﬁreatmont accorded certificates of beneficial ownership,
FFB purchases of agency assets, and FFB acquisition of federally
guaranteed loans. The combined effect of these practices resulted
in a cgmulativc net understatement of Federal outlayi.that totaled
$62 billion at the end of fiscal year 1980. When the transactions
between the Federal Financing Bank and off-budget agencies are
taken into account the figure pncomcs $64 billion.

The Federal Financing Bank now holds about $64 billion worth
"of_certificatcs of beneficial ownership (CBC's) issued mainly by
i the Farmers Home Administration. Though these iﬁ#trumonts are
; debt securities and represent debt transactions, they are defined
3 legislatively as asset sales. Therafore, proceeds from sale of
? CBO's to the PFB are treated as an offset to tho agency's lcan out-
lays. This practice should be eliminated by removing language in
the relevant agencies authorizing statutes which specifically de-

fines CBO transactions ags asset sales.

12



Federal Financing Bank purchases of Govgrnmcnt-quarantéod
loans is another troublesome consequence of.its off-budgct status.
This practice results in conversion of guaranteed loans into'direct
loans which are not recorded as outlays. It also reduces or elimi-
nates sharing of risk, creates the potential for oversubsidization
of -program beneficiaries, and encourages the use of crodig assis~
tance when this device may not be appropriate. '

The most serious problems would be avoided by (1) including
the FFB's receipts and disbursements in the budget totals, and (2)

assuring correct budget treatment of the sale of CBO's.

Defense cost reductions

wWith the new Qdministration's dedication to increased defense
spending to upgrade the manning, equippi&g, and logistical support
of the armed services, the necessity for frugal management of re-
sources and operating costs has never been more impdrtant.

wQ have produced numercus reports over the past few vears
pointing to ways of reducing defense costs. While the services
have acted on some of our recommendations, they have resisted
others, notably inter-service consolidations to eliminate duplica-
tion of facilities and overhead.

While thers have been spurts of progress since the
Department of Defense was established in 1947, the time has come,
in our opinion, when these opportunities must be dealt with more
aggressively. At stake are several billion dollars a year of save
ings which are urgently needed to offset essential increases for
modernization, sustainability, and readiness. I summarized our
suggestions in a January 21, 1981, letter to Secretary Weinberger
which I am furnishing for the record. h
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We are delighted that the President's program includes certain
proposals to reduce overhead and personnel éﬁcts in fiscal year
1982 of $2.9 billion growing to $7.5 billion by 1986. This is a
commendable beginning and appears to recognize many of the items
we have dealt with in our letter. While our information is limited
ii'appears that a number of our proposals have not been addressed
in this first presentation. Thus we believe there are ad&itional
opportunities for economies in DOD over the next 5 years, particu-
larly by the consclidation of base support activities, man#gemant
of consummable supplies, iircraft depot maintenance, and traffic

- management activities.

Grant consolidation

Over the past two decades, the numb;r and variety of Federal
~assistance programs and their dollar amounts have increased at a
phenomenal rate. The number of categorical grant pfograms avail-
able to State and local governments (now about 500) has almost
tripled since 1963, while funding has increased twelvefold in that
period to the current $89 billion level.

To cope with the problems resulting from the multiplicity of
Federal assistance programs, attempts have been made to improve
coordination of program planning and administritian. However, the
large number and variety of programs serving similar objectives
and the fragmented administrative responsibilities for these pro-
grams present a virtually insurmountable barrier to effective
coordination. The key to improving the administration of Federal
domestic assistance programs lies in the legislative consolidation
of separate categorical programs serving similar object;ves into
broader categories of assistancs, and the placing of lik; programs
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in a single agency. Accordingly, we support the Administration's
consolidation initiative recognizing that tﬁ§ spcéitic implcmgnta-
tion details are not yet available. Enactment of logislatiod along
the . lines of S. 878 which passed the Senate last year would be of
great assistancs.

Incentives for improving labor markets

The plan contains a number of proposals which are intended
to improve producer, consumer, and labor market incentives. With-
out commenting on the particular form of the tax provisioni'which
are intended to encourage greatsr savings and investment, we can

agree that some relief is needed.

Effective tax rates have increased in recent years as a
result of inflation, for both individual; and businesses. Individ-
uals have been pushed into higher tax brackets as inflation has
increased their incomes, and businesses have seen tle real value
of depreciation allowances decline. Increases in the effective
rate of taxation have lowered the real return from additional work
and saving. There is statistical and historical evidence to sug-
gest that incresasing work and saving incentives by lowering tax
rates will stimulate capital formation and employment. The exact
magnitude of this effect cannot be estimated precisely.

In a similar vein, we agree with the direction of the
Administration's approach to reforming the Trade Adjustment Assis-
tance program Ey eliminating payments to people already receiving
unemployment insurance benefits. GAO has issued several reports
to the Congress in this area. The latest report, (HRD-80~11l), is-

sued on January 15, 1980, assessed the worker adjustment assistance
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srogram nation-wide and found that weekly cash payments have helped
few import-affected workers adjust to the cﬁ&ngcd economic condi-
tions during their layoff because the payments were received by
most in the form of a lump-sum payment after they had returned to
work. Many of the processing delays that caused late payments are
inherent in the design of the program. Most workers indicated that
they experienced no severe economic hardship as a result of their
layoff--which for most was not permanent--and were able to rely on
regular unemployment insurance benefits and other income soﬁrces
to meet their financial needs.
AREAS WHERE WE HAVE RESERVATIONS

There are stvgral matters that give me some concern which I
believe the COngres; needs to address as:it considers the new
Administration's program. These are executive pay, budgeting for
capital investments, productivity improvement, exports, energy.
and medical programs.

Exacutive pay

Having scrvcd'as the Comptroller General for 15 years, I have
come to recognize that one of the most serious problems facing the
Government is the inadequate salary levels for top Federal offi-
cials and their depressing effect on the pay rates for Senior
Career officials. I recognize that budget reductions involve fin-
ancial sacrifices for many people. For this reason the Congress
may be hesitant to support such salary increases. We must remem-
ber, however, that top Federal officials, including Members of

Congress, have been making financial sacrifices for many years.
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In my opinion, the pay situation for top Federal officials
where five levels of responsibility (some GS-15 and all GS-16,
GS-17, GS-18 and Executive Level V) receive the same pay is )
completely unacceptable, leading to lower morale and incen-
tiv;s and excessive turnover which would never be tolerated
in-private industry. .

I strongly endorse the recommendations of the CommisQion on
Executive, Legislative, and Judicial Salaries for increases.
In my opinion, the case for meaningful adjustments has cleérly
been made by the Commission and others and the need is compel-
ling. The relatively small cost will be repaid many times
over in better management of Federal programs.

I urge the Coﬁgrees to give early g;d favorable considera-

tion to the Commission's recommendations.

Infrastructure and budgeting
for capital investments

The President's proposal to stretch out and retarget
public sector capital improvement programs needs to be reviewed
most carefully. The President has identified Qater resource
projects, waste water treatment facilities, highways, mass
‘transit, and airports for change. The st?ategx of cutting
capital investment and maintenance has been practiced over and
over again by governments and businesses faced with declining
resources. Cuts that are taken without awareness of the future
consequences can slow economic growth and increase costs over
the longer term. For example, maintenance cuts particularly

contribute to this. Therefore, 1 do want to caution you that
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these proposed cuts need to be looked at in terms of a
complete capital investment strategy, including their impact
on private capital investment whera private investment depends
on the supportive role played by Federal capital investment.
Much of the infrastructure built with public funds provides
in:;astructurc needed by business. No stretch-out or re-:
taféetihg of capital investments should be undertaken without
an analysis of these long-term and cross-cutting ;ffects.
Particularly, we need to be aware of the point at which we
cannot easily recover froﬁ planned neglect.

Productivity improvement

I know you share my concern about the Nation's dismal pro-
ductivity birformancc. I have noted that the President's plan
calls for reduced tax rates to stimulate productivi;y. While
reduced tax rates should help, I believe that certain direct
Federal actions are needed to encourage national productivity
improvement. )

The Government currently plays an active role in encouraging
private sector productivity growth beyond its tax and regulatory
policy. It is astimated that the Federal Government now spends
more than $2 billion in programs directly related to productivity
improvement. These efforts, however, are unrelated and do not add
up to a productivity policy or program.

We believe that legislation is needed to provide a central
or focal point to review, guide, and coordiﬁatc the numerous
Federal policies and programs affecting productivity. This
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focal point in Government should work closely with labor and
industry to develop a national productivity program. Such
legislation is now pending in the Congress.

‘In addition to supporting productivity in the private
sector, however, we should view improved productivity in ghc
administration of Federal programs, as another way to reduce
budget costs. For example, $20 million per year is needed
to operate 1,100 Federal Payment Centers. We recently
reported that productivity improvements could save $750,000
per year in just 22 of those centers.

| Tﬁcre are several factors that are critical to accomplish-
ing this sort of prbductivity improvemoné.

Productivity measurement holds employees and managers
accountable for their performance and enables the Congress
and agency executives to more accurately determine program
efficiency and effactiveness.

Second, Federal managers must be provided incentives to
improve productivity. A major complaint of agency executives
and managers is that productivity related improvements are
often met with apathy or arbitrary budget reductions rather
than rewards.

Third, agencies must have adequate funds for making
labor saving capital investments. Capital investment,
which is a major source of productivity growth, must

be given greater attention in the budget process.
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Fourth, agencies should designate top officials with
responsibility for productivity improvomcntQQa praétice increas-
ingly followed in industry.

~ Fifth, productivity improvement must be emphasized during
budg;t preparation and in review and approval by the Congress.
Productivity is not currently an important part of the budget
process.

Reduction of Export-Import Bank direct lending

GAO has reservations about the Administration's proposhl to
reduce the Eximbank's authority to make new direct loans. As the
A§min;stration indcates, the Eximbank finances a relatively small
shﬁre 6! our total exports. Where it does participate, however,
the assistance it p?ovides may well be crﬁcial in maintaining im-
portant export markets. Our major competitors frequently have
access to government subsidized export financing. PFailure on our
part to respond may have a direct effect on our international com-
petitiveness. In addition, it would make more difficult the task
of negotiating a general reduction in export subsidies. A general,
multilateral reduction of export subsidies would contribute to
more efficient patterns of international trade, but this is not
necessarily true of unilateral termination of sﬁbsidies by the U.S.,
acting alone. Accordingly, we urge the Congress to consider care-
fully the broader implication of this proposal before acting on it.

Energy programs

The Administration's proposals on energy, with their emphasis
on private market forces and the use of tax incentives to improve
the Nation's energy posture, imply a fundamental reorientation
of the Federal Government's role in energy policy and prégrams.
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While our program by program analyses of the Administration's
proposals indicate an agreement in many arcii, there are areas of
concern with ragpect to specific proposals. Even more importbnt
for congressional consideration are the fundamental energy-related
issues raised by the assumptions which underlie the Administration's
proposals. Let me briefly highlight what we see as four of the
more important issues.

First, collectively, the Administration's assumptions imply
that deregulation of oil and gas prices and accelerated Fed;ral
leasing may lead to increased domestic oil and gas production.
Whilc.highcr prices should lead to greater production than may be
otherwise available, GAO's work on resourcs limitations indicates
that the United States is not likely to éevcrsa the long-term de-
cline taking place in domestic oil and gas production since the
early 1970's. Absent effective efforts in conservation and other
energy areas, our reliance on imports could grow.

Second, many of the Administfation's proposals refer to an
acceleration of natural gas deregulation now scheduled to be essen-
tially complete by 1985. While early deregulation could result in
some increase in production from existing-fields and further en-
courage conservation, it would also substantiaily increase consumer
costs in the short term, and could cause some industrial users to
switch to alternative fuels, including oil.

Third, the administration's proposals repeatedly refer to
the Government's responsibility for long~term research and develop-
ment, without defining specifically what is meant by long term.

It will be difficult to draw this distinction, particularly as
research and development moves toward the high-cost proﬁécts needed
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o demonstrate technical feasibility on a reasonable scale. Indus-
try may not be willing to underwrite the risks where technology is
uncertain and cost effectiveness in an equally uncertain energy
world is not clear. The issue of how far the Government may want
to gé in demonstrating commercial feasibility of a particular tech-
nology can be influenced by a variety of factors, including not
only cost-effectiveness but alsc national security concerns and
institutional constraints, which private market forces may not be
willing or able to respond to in the short-term. |

Fourth, related to the third issue are the national security
arguments for Government efforts to further breakthroughs in tech-
noiogiés which are not yet cost-effactive, but which offer substan-
tial possibility fof reducing U.S. relianée on imported energy
sources. This was the principal justification for the synthetic
fuols.program, as well as for other programs to spur energy activ-
ity where private market forces and tax incentives may not yet be
adequate.

In summary, GAO's view is that a central focus on energy is
needed, either within a Department of Energy or as part of a new
Department of Energy and Natural Resourcea'designed to focus not
only on energy but also on developing lcnq-term'policies for all
fuel and non-fuel resources.

Medicaid

For some of the proposals the full range of budgetary
effects is v;ry unclear and we would suggest that the Congress
consider them most carefully.

The proposal to cap Federal support of the Medicaid program
falls in this category. Many beneficiaries of this progfam are
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2lso served by the Medicare program~-the so called "dual beneficia-
ries." It is possible that with pressure to hold down costs under
Medicaid, States will have strong incentives to utilize available
ways to legitimately shift costs to the Medicare program where they
would be financed through the Medicare trust funds. Our more de-
tailed comments on the Administration plan include a discussion of
how this might occur.

In addition, given the present system of third party payments
which characterize the health care system, attempts to limi£ public
sector payments will lead either to the curtailment of health ser-
vices to the affected part of the population or to attempts by
hoalth'cara providers to recoup their costs by increasing charges
to patients who are’privat-ly insured. .

ADMINISTRATIVE REFORMS

Numerous administrative reforms have been recommended by our
office which I believe should be given early attention. These
are: budget reform including personnel cost controls, congressional
oversight, and Government organization and operation.

—

Budget concepts and
procsdures

We believe that Congress should take saveral staps, including
establishing a budget study group or commission, to help strengthen
the budget process. Several recent developments have placed strains
on the capacity of existing budget concepts and procedures to serve
the budget information and control needs of the Congress, the execu-
tive branch, and the public.

Legislation has been enacted removing important Federal

programs from the budget, resulting in incomplete budget coverage
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and totals that do not reflect the true level of Federal activities.
Furthermore, the growth in the "relatively uhéontréllablc“ portion
of the budget and the increasing importance of new or ihdirect kinds
of Federal activities with economic consequences--notably direct
and guaranteed loans, special tax preferences, and regulations--have
created new budget control and information problems. In a?dition.
tﬁe-budgot process itself has been encumbered with complicitcd pro-
cedures, paperwork, and measurements that make it difficult for the
Congress to understand the budget, assess program results, and set
national spending priorities.
Thc basic objectives of further budget reform actions should
be to:
--place most oét-budget Federal acti&ites back onto the budget;
--provide control over short-term and long-term budget levels;
~-strengthen program and policy level accountability:
-=-gstreamline the process in order to reduce paperwork and
superficial reviows'and increase the time for careful
analyses and informed debate:; and
-=increase the reliability, consistency, and comparability of
budget figures.
We have described the specific actions we believe are needed
in a report now being issued, which we will provide to your
committee.

Hiring freezes and personnel ceilings

We need to f£find a better way to limit personnel costs in the
Federal Government than the imposition of rigid personnel ceilings
and hiring freezes. In study after study, the GAO has concluded
that such measures are an inefficient way to achieve redhctions in
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sersonnel costs. These devices create regidities and flexibil-
ities which make it much more difficult for'ﬁanagefs to operate
programs and there are many ways in which the objectives of these
devices can be bypassed.

'In GAQ's opinion, there is a more effective and less wasteful
method for accomplishing the objective, namely to place liyitations
on cost of personal services, including personal services obtained
by contract. Managers would have an opportunity to have much more
flexibility and the savings objectives could be accomplished in a
more effective manner.

Congressional oversight

The Congress needs a more systematic way of overseeing and
reconsidering Goverﬁment policies and prégrams. To be workable,
an oversight process should require the Congress to set its own
oversight agenda for at least two Congresses ahead and it should
cover all programs including tax expenditures. Only by having
full coverage and adequate lead time can the Congress carry out
needed analyses and reconsideration of groups of inter-related
spending, credit, regulation and tax policies and programs. We
worked closely with the House Rules Committee during the last
Congress on development of a workable approach which is now re-
flected in H.R. 58. Our views are summarized in a forthcoming

report which we will provide to you.

Government organization and
operations

Chairman Bolling and Chairman Roth have proposed the
establishment of a commission to study ways of improving the ef-

fectiveness of the Faderal Government. I believe this subject
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needs to be addressed by a broadly based, high-level group that can
build the support and consensus needed to make and fully implement
substantive changes in Government organization and operations. I
detailed my views on this proposal in a letter to Chairman Brooks

last year which I will provide to your committee.

. (2211222222222 2ll2dl s

In summary, the President has presented a multiyear'plan for
achieving substantial reductions in the Federal budget through many
individual items requiring congressional action. We agree'Qith
many of these proposals. Indeed, many of them are identical to
rocommcndat%ons which we, ourselves, have made. Others give us
sbmo éoncorn either because of the details of the proposal or be-
cause some of the ﬁroader implications df the proposal do not appear
to have been fully considered. Finally, we believe there are other
areas, such as the review of tax expenditures, reform of indexation,
aggressive collection of debts and followup on audit findings, where
we believe the Administration has not fully exploited the available
opportunities to reduce the budget deficit.

That concludes my statement. My colleagues and I would be

pleased to answer any questions you may have.
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