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USING TAXPAYERS’ DOLLARS MOST
EFFICIENTLY: PERSPECTIVES ON
PERFORMANCE BUDGETING

THURSDAY, SEPTEMBER 20, 2007

HOUSE OF REPRESENTATIVES,
COMMITTEE ON THE BUDGET,
Washington, DC.

The committee met, pursuant to call, at 10:07 a.m. in room 210,
Cannon House Office Building, Hon. John Spratt [chairman of the
committee] presiding.

Present: Representatives Spratt, Edwards, Cooper, Becerra,
Blumenauer, Berry, Boyd, Scott, Etheridge, Bishop, Ryan,
Conaway, Porter, Alexander, and Smith.

Chairman SPRATT. Good morning and welcome to our hearing on
performance budgeting. We have an excellent panel of government
witnesses who have thought long and hard about this subject, per-
formance budgeting. I thank them for their participation today.

Given the daunting budgetary that face us, we need more than
ever to put the taxpayers’ dollars to the wisest possible use. Earlier
this year, the committee heard from government witnesses about
efforts to combat waste, fraud and abuse in health care, retirement
and tax collection.

Our budget this year made provision for additional funding to
provide for what we call “program integrity” in these areas. And
those program integrity funds are included in the appropriation
bills that the House passed.

Today we turn our attention to another aspect of stewardship.
Our question today is whether or not there are ways that we can
improve the tools we use to measure government performance and
effectiveness to see that we are getting the most bang for our
bucks.

Performance budgeting is not a new concept. It has been under-
taken by nearly every administration for the past 50 years. The
most recent comprehensive initiative was the Government Perform-
ance Results Act of 1993 which is aimed at creating a framework
to align performance objectives and program activities.

While the goals of the GPRA are similar to other efforts, it dif-
fers from its predecessors in one key respect. The basis for the
GPRA review is statutory, explicitly linked to the budget process,
and congressional involvement is mandated.

During the current administration, OMB has embarked on the
development of the rating system known as Program Assessment
Rating Tool, or PART. While similar in some respects to the goals
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of GPRA, PART has been used mostly to assist in the executive
branch budget formulation. There is a wide range of views about
PART. Criticism has been raised about its effectiveness, the subjec-
tivity. And some of those perspectives will be explored today. And
from OMB, GAO and CBO we have an extraordinary range of ex-
pertise.

But before turning to our witnesses, I want to yield to the Rank-
ing Member, Mr. Ryan for any opening statements he may care to
make.

Mr. Ryan.

Mr. RYAN. Thank you, Chairman, and I thank you for having
this hearing. This is a very well-timed hearing and I look forward
to our witnesses’ testimony.

Clearly, constituents want Congress to ensure that they are run-
ning their government and spending their tax dollars as effectively
and as efficiently as possible. But Congress has long struggled to
define that goal, let alone even achieve it. There is simply no for-
mula on how Congress’ spending decisions are made. Policy pref-
erences, parochial interests, both inside and outside of government,
and even emotional ties, all factor into the mix. And it is notori-
ously difficult to come to a consensus as to which programs we
think are working well and which are not. It is therefore critical
that Congress has an objective means for measuring agency per-
formance.

Today we are here to discuss several of the tools Congress has
been provided to help us towards that end. And in particular, the
Government Performance and Results Act and the administration’s
Program Assessment Rating Tool, or PART, are two good tools.
Clearly there is not always going to be a direct correspondence be-
tween how well an agency performs and the amount of funding it
receives.

That said, let us look at this year’s PART assessment of the
worst performing programs that appears to show that there is a
complete disconnect between program performance and House-
passed funding levels.

If you could pull up chart one, please.

Consider what has happened with our worst performing pro-
grams. OMB’s recent PART analysis reviewed over 1,000 programs,
3 percent of which received a rating of ineffective, or the worst pos-
sible rating that they provide. The President’s budget requested
lower funding levels for these programs. But as this chart shows,
the House actually gave them considerably more than the Presi-
dent requested. Again, there is not always going to be a direct cor-
respondence between performance and funding levels, but it does
seem that Congress is failing to take advantage of the tools we
have available to guide funding decisions, at least partially, on ac-
tual agency performance.

So I think today’s review of these assessment tools and how Con-
gress might better utilize them is a particularly useful and con-
structive use of this committee’s time. And I thank the Chairman
for having this hearing.

Chairman SPRATT. Mr. Ryan, we will go with Mr. Johnson first,
the Deputy Director of OBM. But before we do, we have got a cou-
ple of housekeeping details. First of all, we have a request for
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unanimous consent for two witnesses, the statements of Mr. Barry
Anderson, whom we all know, head of Budgeting and Public Ex-
penditures at OECD, and Paul Posner, Director of the Public Ad-
ministration program at George Mason. I want to take this oppor-
tunity quickly to thank both of them for their contributions to the
hearing. We had asked them to submit testimony to gain a boarder
spectrum of views about the subject from some of those who have
thought long and hard about it. Their observations will be part of
the record and will be food for thought as we deal with this matter.
[The prepared statement of Mr. Anderson follows:]

PREPARED STATEMENT OF BARRY ANDERSON, ORGANIZATION FOR ECONOMIC
COOPERATION AND DEVELOPMENT (OECD)

Mr. Chairman and Members of the Committee: Thank you for giving me the op-
portunity to testify on the use of performance information in budgeting. I know this
Committee has had an interest in the performance of Federal programs for a num-
ber of years, as I have discussed the subject many times with members and staff
during my tenure as the Deputy Director of the Congressional Budget Office be-
tween 1999-2003. However, I am in a much different role now than I was then: I
am currently Head of the Budgeting and Public Expenditures Division of the Orga-
nization of Economic Cooperation and Development (OECD) located in Paris. And
I have been asked to submit written testimony on the international use of perform-
ance information in budgeting.

OECD countries—and other countries around the world—are under pressure to
improve public sector performance and at the same time contain expenditure
growth. As factors such as ageing populations and increasing health care and pen-
sion costs add to budgetary pressures, citizens are demanding that governments be
made more accountable for what they achieve with taxpayers’ money. An important
step in this process is to gather objective information about public sector perform-
ance.! Performance information enables governments to measure progress towards
achieving their policy and programme goals and provides details on what initiatives
are working and those that are not. The central aim is to improve decision making
by providing politicians and civil servants with better quality and more concrete in-
formation on the performance of agencies and programmes. In addition, this infor-
mation can enhance transparency to the public and the legislature.

The introduction of performance information into the budget processes across
OECD countries is a widespread, long term and evolving process. Formal perform-
ance information is taken to refer to both performance measures (outputs and/or
outcomes) and evaluations. Consider the following:

e 75% of OECD countries include non-finance performance data in budget docu-
mentation;

e 40% of countries have been working on outputs for over 10 years;

e 35% of countries introduced a new initiative in this area in 2005.2

The 1990s witnessed an expansion of efforts by many governments to introduce
performance information into their budgets as part of a process that seeks to move
the focus of decision making in budgeting away from inputs (how much money can
I get?) towards measurable results (what can I achieve with this money?). At first
this movement led to the introduction of performance budgeting as a form of budg-
eting that directly relates funds allocated to measurable results. Performance budg-
eting has also been linked to larger reform efforts to improve expenditure control
and/or public sector efficiency and performance. Performance budgeting initiatives
tend to go hand in hand with performance management or managing for results.
These reforms are often combined with reductions in input controls and increased
flexibility for managers—in return for stronger accountability for the results—so as
to enable them to decide how to best deliver public services.

PERFORMANCE-INFORMED BUDGETING

The production of performance information is not an end in itself; quite the con-
trary, to make difference performance information has to be actually used in the de-

1Curristine, T., Z. Lonti and I. Joumard (2007) “Improving Public Sector Efficiency: Chal-
lenges and Opportunities”, OECD Journal on Budgeting, Vol. 7(1), pp. 161-201

2 Curristine, T (2005) “Performance Information in the Budget process: Results of the OECD
2005 Questionnaire”, OECD Journal on Budgeting, Vol. 5(2), pp. 87-131
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cision-making process. As countries struggled with mechanical performance budg-
eting systems that some first started with, a major issue developed on what was
the best way to use performance information in the budgetary process. However,
whatever troubles countries encountered in using performance information, no coun-
try ever stopped using the information, although some changed their techniques as
they learned what worked and what didn’t.

There are different models and approaches to using performance information. As
the use of performance information evolved, the majority of OECD countries began
to adopt performance-informed budgeting where performance information (perform-
ance measures and/or evaluations) is used along with other information on political
and fiscal priorities to inform—but not determine—budget allocations. Most impor-
tantly, it 1s only one factor in the decision-making process.? In performance-in-
formed budgeting, there is no direct or mechanical link between measures of per-
formance and funding. Performance information is used for planning and/or account-
ability purposes; that is, the Ministry of Finance (MOF) can use planned future per-
formance to inform funding decisions and use performance results to hold agencies
to account and to inform budgetary allocations. But many countries have found that
performance-informed budgeting techniques are better at incorporating performance
information into the budget process than mechanistic performance budgeting.

Below are examples of different approaches to include performance information in
budget and management processes taken by a few OECD countries.

Australia

Australia’s current performance budgeting and management framework has been
in place since the mid-1990s. These arrangements arose from the budgetary reforms
associated with the 1996 report of the National Commission of Audit and subse-
quent introduction of accrual-based outcomes and outputs policies. The current
framework develops both performance measures and evaluations.

At a national level, Australia operates under a devolved financial framework. Per-
formance management and budgeting are generally the responsibility of individual
ministers and their departments and agencies. The current system concentrates on
agency-level outcomes. Every department and agency within the general govern-
ment sector is required to identify comprehensive and explicit outcomes, outputs,
and performance measures for quantity, quality, price, and effectiveness of their ac-
tivities. They are required to report on those items and any major evaluations in
their budget plans (portfolio budget statements) and their end-of-year results (in an-
nual reports).

Expenditure and programme reviews are a central feature of the Australian budg-
et process and an area where performance information is used to inform budget de-
cisions. Until recently, the lapsing budget measure review process was the most
commonly used type of review, but the Australian government revised the review
arrangements in October 2006. The new arrangements give the MOF a greater role
in identifying and managing reviews in co-operation with departments. Senior min-
isters make decisions early in the budget process regarding which major areas of
public expenditure will be reviewed in any year. In addition, there can be major re-
views or departmental reports, which can be short-term and available for the next
budget or more for long-term.

Canada

Over the years, the Canadian federal government has implemented numerous per-
formance budgeting and management initiatives. The government currently uses
performance information throughout the planning, measuring and assessing, and re-
porting phases of expenditure management.

The federal government’s expenditure management framework is complex and
decentralised. All major departments produce strategic plans, known as reports on
plans and priorities (RPPs). These are planning documents which are submitted to
Parliament detailing the strategic outcomes and planned results of each depart-
ment. These documents also include information on resource requirements over a
three-year period. All departments report on the results in departmental perform-
ance reports (DPRs) which set out performance against commitments in the RPP.
The Treasury Board (a Cabinet committee) produces and presents to Parliament two
whole-of-government reports: RPP Overview guides parliamentarians through the
many RPPs each spring, and Canada’s Performance does the same for the depart-
mental performance reports each autumn.

In addition, all major departments and agencies have internal audit and evalua-
tion units. In 2004-2005, evaluations covered approximately 10% of departmental

30ECD (2007) , Performance Budgeting in OECD Countries, OECD Publishing, Paris.
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programme funding. The government has also sought to introduce performance in-
formation into decision making on its 750 non-statutory transfer payment pro-
grammes that are delivered through third parties and must be reviewed by the
Treasury Board at least once every five years. As the programmes come up for re-
view, departments must produce evaluations. In addition, a policy on transfer pay-
ments (June 2000) formalised the requirement for departments to develop results-
based management and accountability frameworks and risk-based audit frameworks
in support of the ongoing management and renewal of these programmes.

In 2005, the Treasury Board, in an effort to regain detailed programme-level
knowledge, adopted the Management, Resources and Results Structure (MRRS) pol-
icy. This sets explicit requirements for departments on how to collect, manage and
report financial and non-financial information at a government-wide level. These re-
sults-based structures underpin all performance planning and reporting.

After the 2006 election, the conservative government called for reform of the fed-
eral expenditure management system and greater use of performance information
in support of resource allocation and reallocation decisions. In addition to the per-
formance-based Cabinet reviews of transfer payment programmes already in place,
current plans call for the commencement of a first round of strategic programme re-
views to begin in the autumn of 2007. All available performance information—
whether from audits, evaluations, the MRRS performance frameworks, or from an-
nual assessments of departmental management performance—will support these re-
views.

Netherlands

In 2001, the Netherlands introduced a more policy-oriented budget structure. The
Policy Budgets and Policy Accountability reform aimed to provide Parliament with
a more transparent budget document and clearer information about the results of
government actions. This reform was an initiative of the Lower House of the Dutch
Parliament.

In addition, since 1995 the Netherlands has developed a system of interdepart-
mental policy reviews. Policy reviews are proposed by the MOF and approved by the
Cabinet and the respective line ministries. A list of proposed reviews is included in
the September budget memorandum. These reviews are conducted by small working
groups including representatives from the relevant line ministries, the MOF, and
external experts. All reports are published and submitted to Parliament. Initially
these reviews concentrated on efficiency with a mandatory 20% saving; however, as
the economic situation improved the mandatory cut was abolished and the reviews
focused more on institutional reform.

United Kingdom

The United Kingdom first introduced the comprehensive spending review in 1998
and repeated the exercise in 2000, 2002, 2004 and 2007. This biennial approach
aims to reallocate money to key priorities and to improve the efficiency and delivery
of public services. After a review of existing departmental spending, each depart-
ment develops a three-year spending plan and a public service agreement (PSA).
The Treasury negotiates with ministries regarding their key performance targets for
the next three-year period and these targets are included in their public service
agreements. PSAs contain measurable targets for a whole range of government ob-
jectives. The current agreements mainly focus on outcome targets, although there
are still a few output targets. In addition to the PSA, each department produces a
technical note stating how the targets will be measured and a delivery plan explain-
ing how it plans to achieve the targets. The technical note is published but the de-
livery plan is not.

The PSA also states who is responsible for the delivery of the targets—usually the
relevant secretary of state. In contrast to Australia, Denmark, and Sweden, this is
a top-down, centrally-driven performance system. The development and evolution of
the PSA framework has been led by the Treasury. All performance agreements and
ministerial targets are agreed with the Treasury. Performance information is dis-
cussed as part of the spending review negotiations between the Treasury and min-
istries, although there is no automatic link between results and resource allocation.

In the United Kingdom, key objectives and targets are integrated into the deci-
sion-making process at a high political level. There is a special cabinet sub-
committee on public services and public expenditure, which is chaired by the Chan-
cellor of the Exchequer. This committee discusses progress against targets and key
strategic objectives and challenges.
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THE BENEFITS AND CHALLENGES OF THE USE OF PERFORMANCE INFORMATION IN THE
BUDGET PROCESS

Countries have reported a number of benefits from the use of performance infor-
mation:

o It generates a sharper focus on results within the government.

e It provides more and better information on government goals and priorities, and
on how different programmes contribute to achieve these goals.

e It encourages a greater emphasis on planning—especially when part of a me-
dium term expenditure framework—and acts as a signalling device that provides
key actors with details on what is working and what is not.

e It improves transparency by providing more and better information to par-
liaments and to the public. (Twenty-four out of 30 OECD countries provide informa-
tion on performance results to the public.)

e It has the potential to improve the management of programmes and efficiency.

Advocates claim that the provision of objective performance information facilitates
better decision making for the efficient use of resources, programme management,
central resource allocation, and expenditure prioritisation. In sum, supporters claim
that the use of performance information in budgetary decision-making can con-
tribute to budgetary goals of improving productive efficiency, allocative efficiency,
and even aggregate fiscal discipline.

Despite these reported benefits, OECD countries continue to face a number of
challenges with the development and use of performance information in the budget
process including:

e how to improve the use of performance information in budgetary decision-mak-
ing;

e how and if performance information should be related to resources;

e how to improve the measurement of activities;

e how to improve the quality of information; and

e how to get politicians to use performance information in decision making.

Country experiences have shown that the existence of a procedure to integrate
performance information into the budget process is a necessary but not sufficient
condition to ensure its use. Other factors influencing use include the quality of the
information, the institutional capacity of the MOF and the spending ministries, and
the political and economic environment.

OECD GUIDELINES ON DESIGING AND DEVELOPING BUDGET SYSTEMS THAT USE
PERFORMANCE INFORMATION

Despite these challenges, countries are not discarding the use of performance in-
formation, but continue to evolve new approaches to using the information. The
OECD has developed general guidelines for countries as they adopt and evolve ini-
tiatives to improve the use of performance information in budgeting processes. Some
important factors to consider in this respect are:

e There is no one model of performance budgeting; countries need to adapt their
approach to the relevant political and institutional context.

e A whole-of-government planning and reporting framework is important.

e Performance information should be integrated into the budget process.

e Designing government-wide systems that automatically link performance re-
sults to resource allocation should be avoided. Such automatic linkages distort in-
centives, ignore the underlying causes of poor performance, and require a very high
quality of performance informaiton that is rarely available.

e Meaningful and accountable performance information requires reliable output
and outcome data that are continuously updated.

e Timely and straightforward assessments of performance information should be
carried out independently of the spending departments and be supported by exter-
nal expertise.

e The support of political and administrative leaders is vital for implementation.

e The staff and resource capacity of the ministry of finance and spending min-
istries is critical.

o Reform approaches need to be adapted to evolving circumstances.

e It is important to develop incentives to motivate politicians and civil servants
to change their behaviour. Regardless of the type of performance information (eval-
uations or performance measures), consideration needs to be given to whether and
how it will be used by decision makers. It is a matter not just of process, but also
of having the right incentives to motivate decision makers to use the information.
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CONCLUSIONS

Previous incarnations of performance budgeting in many countries began with ex-
pectations that were unrealistic, thus ensuring disillusionment when the predicted
results failed to materialise. It is important from the outset to manage expectations
in terms of the length of time it takes for the reforms to produce results. There are
no quick fixes. A long-term approach and patience are necessary as countries go
down this road. Some countries estimated that it took 3-5 years to establish a gov-
ernment-wide performance measurement framework. There can be expectations that
performance budgeting will create an environment of rational decision-making and
will enable governments to financially reward good performance and punish bad.
While this may be a simple and appealing idea, it does not take account of the fact
that budgetary decision-making takes place in a political context, or that the issues
and context surrounding budget decisions are complex. In most cases such an ap-
proach is not desirable. The more realistic expectation is that countries will engage
in performance-informed budgeting.

In the governments of OECD member countries, a great deal of the annual budget
process remains incremental and inputs still play a key role. Results information
will never completely replace inputs. There is a trend towards reforms that are,
however, slowly shifting the thinking of decision makers at all levels—politicians,
the MOF, spending departments and agencies, and the general public—towards a
greater focus on results, and there is a clearer understanding of the need to see pub-
lic policy and government actions in terms of achieving results. Despite the chal-
lenges encountered, countries are continuing to move forward with reforms to im-
prove the use of performance information in budgetary decision-making. As long as
citizens demand results from their governments for their tax dollars, there will be
a continuing need for performance information.

In addition, before we proceed to testimony, we welcome—I have
got it, I would like to ask unanimous consent that all members be
allowed to submit an opening statement for the record at this
point.

Without objection, so ordered.

[The prepared statement of Mr. Smith follows:]

PREPARED STATEMENT OF HON. ADRIAN SMITH, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF NEBRASKA

Good morning and thank you, Chairman. I am so pleased we are holding this
hearing today.

We have an obligation to exercise accountability and fiscal responsibility in gov-
ernment spending. As this Committee plans for future federal budgets, the ideas
and information expressed to us today are of utmost importance.

While we address the many fiscal challenges we face, we must assess the value
of the information available to us. This hearing will give us the opportunity to ex-
plore “performance-based budgeting.” The models and results of “performance-based
budgeting” could serve as a valuable tool for setting our spending priorities. Too
often in Congress, we debate, vote on, and pass—and in some cases regrettably so—
legislation about which we have no measure of its efficacy. And Mr. Chairman, that
just has to change.

Financial discipline is one of my greatest concerns. By serving on this Committee,
my goal is to add fiscal restraint to the budget process. Congress must promote poli-
cies which will make government programs better, more efficient, and more sustain-
able for the long-term. Commonsense tells us this can only be achieved with an ac-
countability system in place. Adding accountability to the budget process will com-
bat waste, fraud, and abuse while we work to control the growth in government and
restrain spending.

I appreciate the Committee for holding this hearing as an important step to meet-
ing our goals.

Chairman, I look forward to continuing to work with you, and I thank you for
your time.

Chairman SPRATT. Let me welcome my witnesses this morning
and say that if you have prepared written statements, we will treat
your witness statements as made part of the record. You can sum-
marize them as you please, but the floor is yours.
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STATEMENTS OF CLAY JOHNSON III, DEPUTY DIRECTOR FOR
MANAGEMENT, OFFICE OF MANAGEMENT AND BUDGET;
DAVID M. WALKER, COMPTROLLER GENERAL OF THE
UNITED STATES, U.S. GOVERNMENT ACCOUNTABILITY OF-
FICE; AND PETER R. ORSZAG, DIRECTOR, CONGRESSIONAL
BUDGET OFFICE

Chairman SPRATT. We will proceed first with Mr. Johnson.
Thank you very much for coming. We look forward to your testi-
mony.

STATEMENT OF CLAY JOHNSON III

Mr. JOHNSON. Chairman Spratt, Ranking Member Ryan, mem-
bers of the committee, thank you for having me. We all want the
Federal Government to be effective. We want to spend money on
programs that work. We want not to spend money or waste money
on programs that don’t work or can’t be made to work. And we
want to get what we pay for. We all want to be held accountable
for this. We are here to do this work. In fact, I think we should
all publicly declare that we want to be held accountable for this.

To do this, to deliver on this, for every Federal program we must
have clear outcome goals and we must know how we are per-
forming relative to those goals. We can’t manage programs unless
we know what we are trying to manage to.

Today, every Federal program, and therefore every Federal agen-
cy, has better outcome goals and more information about its per-
formance than ever before. It is very good information. It is not
perfect, nor will it ever be perfect. Performance information, by its
very nature, we will get smarter and smarter about—as we learn
more and more about programs and develop ways to capture rel-
evant performance information. But this information is very, very
good. It is subjective, it is consistent with the information we have
for like programs. It is appealable by those who disagree with it,
and it is reviewed for accuracy and quality on a regular basis.

And by the way, Chairman Spratt, let me add that it is not sepa-
rate and apart from GPRA. It is very consistent with GPRA. 1t is
a more refined way of dealing with—in our opinion, dealing with
program performance. It is more information with which to com-
ment and report on how programs are performing. But it is not
something totally different. Because we have this information, we
can now, and only now, link managers’ evaluations to the perform-
ance of the programs. We can more formally focus every manager
and employee on the desired outcomes of the program they work
on, which means we can more purposefully and intelligently pursue
the goal of greater effectiveness.

In fact, we are going to talk here about the use of this informa-
tion in the budgeting process. But I believe the most important,
most valuable use of this quality goal and performance information
is to help managers and employees cause programs to be more ef-
fective.

But in addition to helping programs be more effective, we can
also use this information to make smarter budget appropriation de-
cisions, which is the subject of this hearing. We can, for instance,
invest more in programs known to be effective and less in those
that are known not to work. We can decide not to create and fund
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new programs that duplicate existing programs, especially if they
are not known to work. We can decide to increase funding for a less
effective program only if its managers have a plan to fix it. And
we can look at our spending by key indicator or strategic goal or
desired outcome, across all agencies, to more intelligently debate
relative spending levels and how to invest effectively and efficiently
to accomplish our goal.

None of this is possible without good goals and good information
about how we are performing relative to those goals. This is not
something that is nice to have; this is something that we must
have for you all to do your work and for us to do our work to drive
behavior and performance in the executive branch.

I look forward to working with you and answering any questions
you have at the end of this hearing. Thank you very much for hav-
ing me here.

Chairman SPRATT. Thank you, Mr. Johnson.

[The prepared statement of Clay Johnson follows:]

PREPARED STATEMENT OF HON. CLAY JOHNSON III, DEPUTY DIRECTOR FOR
MANAGEMENT, OFFICE OF MANAGEMENT AND BUDGET (OMB)

Since and even before enactment of the Government Performance and Results Act
(GPRA) in 1993, Congress and the Executive Branch have been trying to discern
just what we’re getting for the tax dollars we spend and how to get even more. The
first step is to have good information about what works and what doesn’t.

GPRA implementation in the 90’s laid a strong foundation for strategic and per-
formance planning in the Federal Government. It required agencies to set goals and
report on whether they were achieving them. This was the beginning of a candid
assessment of government’s performance, but any connection with the budget was
remote. At the time, the Government Accountability Office (GAO) found that, al-
though most agencies (30 of 35 reviewed) defined some type of relationship between
the program activities of their proposed budgets and the performance goals in their
annual performance plans, most plans did not explain how spending on the program
would help it achieve performance goals.! More importantly, managers reported to
GAO that their agencies were not well-positioned to answer the question of whether
their programs produced real results.2

With that constructive criticism in mind, the Administration developed a tool—
the Program Assessment Rating Tool—to assess performance at the program level
and use the information to identify ways to help programs improve. Using the per-
formance goals and information developed to implement GPRA, agencies and OMB
assessed the available evidence and asked of every program:

e Is its purpose clear and is it well-designed to achieve that purpose?

e Does it have clear, outcome-oriented long-term and annual goals with aggres-
sive targets?

o Is it well managed?

e Does it achieve its goals?

Over the last six years, agencies and OMB have assessed more than 1000 pro-
grams that total $2.6 trillion in spending. These assessments show that 78 percent
of the programs assessed are considered “performing.” Fifty percent of programs re-
ceived the impressive ratings of Effective or Moderately Effective. Only 3 percent
were demonstrably Ineffective.

Is the information valid and reliable? Yes. The questions asked are those a rea-
sonable person would ask to assess a program’s performance. There are clear, writ-
ten rules that guide what evidence is required to get a “yes” answer to a PART
question.3 Agencies and OMB agree on the right answer based on the available evi-

1Government Accountability Office, “Performance Budgeting: Initial Experiences Under the
Results Act in Linking Plans with Budgets.” GAO/AIMD/GGD-99-67 (April 1999).

2Government Accountability Office, “The Government Performance and Results Act: 1997
Governmentwide Implementation Will be Uneven.” GAO/GGD-97-109 (June 1997).

3 Office of Management and Budget, “Guidance for Completing 2007 PARTSs.” Program Assess-
ment Rating Tool Guidance No. 2007-02 (www.omb.gov/part/fy2007/2007—guidance—final.pdf)
(January 29, 2007).
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dence. Then all PART questions are reviewed by experts in the PART process to en-
sure they are consistent with the rules. Agencies then have an opportunity to appeal
questions to a high-level appeals board of a selection of agency chief operating offi-
cers. All of these factors contribute to the validity and reliability of PART informa-
tion. We will continue every year to improve the quality of program goals, the con-
sistency of PART answers, and the accuracy of performance information.

As part of our ongoing effort to ensure PARTSs reflect the most accurate picture
of a program’s performance, agencies and OMB over the next several months will
systematically review all of the assessments to ensure the program goals are clear
and outcome-oriented; the performance information is valid; and the program im-
provement plans are aggressive.

GPRA required public planning and reporting. PART results, the evidence on
which they are based, the results each program achieves, and the amount of money
spent and requested for each program, are all posted on ExpectMore.gov. We must
continue to be candid about how well (or not) programs are performing and what
we are doing to improve if we want to hold programs and agencies accountable for
achieving outcomes that matter to the American people.

We want to incorporate performance information into budget justifications so Con-
gress finds that it is a valuable factor in the decision-making process. Finding the
best way to do this remains a challenge. The report accompanying the FY 2008 Fi-
nancial Services and General Government Appropriations Bill criticized agency
budget justifications for being “filled with references to the [PART], drowning in ple-
onasm, and yet still devoid of useful information.”4 [’'m sure the Members of the
Committee know this, but I had to consult the dictionary to find that pleonasm
means “the use of more words than are necessary to express an idea; redundancy.”]
But the Labor, Health and Human Services Appropriations Bill cites the Depart-
ment of Education’s Budget Justification as a model.5 Education’s budget justifica-
tion integrates performance information in three different ways:

e A separate 25-page Performance Budget tab displaying budgets, programs, and
key performance measures by strategic plan goal,

e A detailed discussion of performance information—both GPRA and evaluation—
in each program justification; and

e References to performance information and PART in the program account nar-
ratives.

Education’s budget staff has briefed every agency on its justification, and OMB
has encouraged others to emulate it, provided they consult with appropriators first.
In an effort to encourage greater use of performance information in Congressional
decision-making and address a helpful recommendation from GAO, agencies now
also brief their House and Senate appropriations and authorizing committees each
year on completed and planned PART assessments.

Of course, it was never our goal, nor should it ever be, to make decisions mechani-
cally based on performance information. It is not true that a program’s budget
should be cut just because it is not currently achieving results. Such a program may
require additional resources in order to improve. Likewise, just because a program
is achieving results does not mean it warrants an increase in funding. Such a pro-
gram may have outlived its usefulness.

In some cases, poor performance has been the basis for a request for additional
resources. For instance, the National Park Service Facilities Maintenance was un-
able to demonstrate results when it was first assessed in 2002. The program then
began using a facility condition index to assess the state of its facilities and
prioritize investment decisions for addressing identified deficiencies. Use of the
index also helped the program provide a better justification for additional resources.
This program has received funding increases and is steadily improving the quality
of its facilities. Additional funding for the Earned Income Tax Compliance Program
was proposed to improve its efforts to reduce improper payments. Improper Pay-
ments in this program are estimated at between 23 and 28 percent of total program
payments.

Our ultimate goal is to make programs work better. We believe that making infor-
mation about a program’s performance more of a factor in all deliberations about
the program will help it and other programs become more effective.

We have more information about what works and what doesn’t today than ever
before and we are always working diligently to improve its quality. Performance in-

4United States House of Representatives Committee on Appropriations, Report Accompanying
the FY 2008 Financial Services and General Government Appropriations Bill, House Report 110-
207 (June 2007).

5The Departments of Labor, Health and Human Services, and Education FY Appropriations
Act for FY 2006, Public Law 109-149, Section 107.
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formation for both agencies and programs is available to the public on
ExpectMore.gov. We can and must make greater use of this information in our delib-
erations about programs, including funding and other issues affecting program per-
formance. I look forward to working with Congress, especially Members of this Com-
mittee, to find ways we can be ever smarter about spending the taxpayers’ money.

Chairman SPRATT. Now, General David Walker, the Comptroller

General of the United States.

STATEMENT OF DAVID M. WALKER

Mr. WALKER. Thank you, Chairman Spratt, Ranking Member
Ryan. I am pleased to be here today to discuss performance budg-
eting as a way to help the government meet the pressing chal-
lenges of the 21st century by prompting a much needed and long
overdue review of Federal activities and programs.

The Federal Government is in a period of profound transition. It
faces a range of challenges and opportunities that can enhance per-
formance, ensure accountability and better position the Nation for
the future. A number of overarching trends, including the Nation’s
long-term fiscal imbalance, drive the need to reexamine what the
Federal Government does, how the Federal Government does busi-
ness, and who does the Federal Government’s business.

The term “performance budgeting” encompasses a range of ap-
proaches, activities and processes, but they all have one idea in
common and that is more explicitly linking resources to results.
And in all candor, the Federal Government does an extremely poor
job of that. As it holds promise, this is a means for facilitating reex-
amination of the government.

Through the President’s management agenda and its related ini-
tiatives with the Office of Management Budget’s Program Assess-
ment Rating Tool, the administration has taken steps in the right
direction by calling attention to successes and needed improve-
ments in Federal management and performance.

As we previously noted, PART itself has certain strengths and
weaknesses. The weaknesses need to be addressed and the
strengths need to be capitalized on. Whatever approach is taken in
the future, however, in our view it will be important not only to
look at programs on activities that run through the spending side
of the budget, but also to look at those policies that run through
the tax side of the budget. Any reexamination or performance
budgeting effort that fails to include tax expenditures in the review
of Federal activities and policies and whether or not they are
achieving their intended goals will fall short of its full potential
and will fall short of our Nation’s needs.

As I have previously testified before this committee, known de-
mographic trends and rising health care costs are major drivers to
our Nation’s large and growing structural deficits. And I am going
to take you through three quick graphics, two of which are in your
material. The first one is not.

First graphic, please.
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This represents the long-run fiscal situation for the Federal Gov-
ernment based upon CBO’s baseline extended, or, in my view, a
more realistic alternative simulation which assumes no reform of
Social Security and Medicare; discretionary spending growing by
the rate of the economy; and historical tax levels over the long
term. Reality may be somewhat in between, but either one is unac-
ceptable.

Next please.
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The next one is on page 11 of my testimony. It shows you what
has happened since 1982 in constant dollars with regard to manda-
tory spending, which is the green line, which is growing out of con-
trol, represents 62 percent of the Federal budget last year. That is
on auto pilot. The blue line, which is discretionary spending, which
Congress has responsibility for dealing with every year, and the
red line which represents the sum of tax expenditures or the rev-
enue losses associated with them. And as you will see, the tax ex-
penditures in some years exceed discretionary spending and yet
they are not in the financial statements, they are not part of the
budget process, they are not part of the appropriations process.
They are off the radar screen. And it is important that they be on
the radar screen because they cost money and they may or may not
be working.

Next, please.
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It is important to keep in mind that these involve $800-plus bil-
lion in the aggregate. Health care alone is close to $200 billion for
2006. Now, these are based upon Treasury estimates after the end
of 2006. And in this particular case, we unbundled the defined con-
tribution plans from the defined benefit plans. So If you add those
together, you will see that the pension tax preferences would be
number two to health care on that basis. But the bottom line is
these numbers are just too big to be off the radar screen.

Accordingly, to reexamine the base of all major Federal spending
and tax programs, policies, and activities by reviewing the results
and testing their continued relevance and relative priority for our
changing society is important, and the sooner we start doing it, the
better. Reexamination is not a one-time activity. It must be a con-
tinuing process and we should expect even the initial round to take
several years.

We could accomplish more if the intent of the Government Per-
formance and Result Act, which was to develop a comprehensive
governmentwide performance plan, was fully implemented. We
think more needs to be done in that regard. But in doing it, we
need to move beyond programs by programs and agency by agency
to looking more horizontally and to also considering tax pref-
erences.

I think it is also important to keep in mind that the United
States is one of few major industrialized nations without a set of
key national outcome-based indicators. What do I mean by that?
Economic, safety, security, social, and environmental outcome-
based indicators in order to be able to assess which programs and
policies are working and which aren’t working. How do we stand
as a Nation? How are we trending? And how do we compare to oth-
ers?
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And when you look at some statistics published by the OECD, of
which the United States is one of 30 member countries, on a port-
folio of indicators, the United States ranks 16 out of 28 on outcome-
based indicators. As a certified public accountant, I can tell you
that is below average.

We can and we must do better. And I think performance budg-
eting is a way that can help us see the way forward and make
some very tough choices.

In summary, performance budgeting is one means that can help
us be able to put our Nation on a more prudent, sustainable fiscal
path, to separate the wheat from the chaff with regard to which
programs and policies are working and which aren’t, and make
sure we are targeting our resources and preferences to accomplish
the best greater good in a way that does not undercut the economy.
But I cannot stress enough that performance budgeting cannot be
merely an executive branch action. The legislative branch has to be
a key partner in this effort. And for performance budgeting to
work, the information must be not only useful, it must be used.
And if it is not, it is a waste of time.

Thank you, Mr. Chairman.

Chairman SPRATT. Thank you, General Walker.

[The prepared statement of David M. Walker follows:]
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21°" CENTURY CHALLENGES

How Performance Budgeting Can Help

What GAO Found

Reexamining the base of all major existing federal spending and tax programs,
policies, and activities by reviewing their results and testing their continued
relevance and relative priority for our changing society is an important step in
the process of assuring fiscal responsibility and facilitating national renewal.
Reexamination can arm decision makers with better information on both
individual program results and entire portfolios of programs and tools—
encompassing a wide range of discretionary, entitlement, tax, and regulatory
approaches—addressing common goals.

GPRA provided a foundation for strengthening government performance and
accountability. The President’s Management Agenda and the Program
Assessment Rating Tool (PART)—OMB’s framework for assessing federal
program performance—continue to build on GPRA’s foundation. Properly
done, these and future efforts—along with a set of Key National Indicators
(KNI)—could provide a strong basis to support the needed review,
reassessment, and reprioritization process.

Moving forward, for performance budgeting and program reviews to hold
appeal beyond the executive branch and actually have an impact on
legislation, congressional buy-in on what to measure and how to present this
information is critical. In addition, tax expenditures result in forgone revenue
that in some years has approximated the size of total discretionary spending.
Yet relatively little is known about the effectiveness of these provisions, which
are often aimed at policy goals similar to those of federal spending programs.
To date, PART has generally not been applied to tax expenditures. GAO
continues to urge as a next step a more comprehensive and consistent
approach to evaluating all programs relevant to common goals. This would
require assessing the performance of all programs related to a particular
goal—including tax expenditures—using a common framework.

Figure 1: Federal Income Tax Expenditures Reported by Treasury Doubled from 1974 to 2006
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Mr. Chairman and Members of the Committee:

T am pleased to be here today to discuss performance budgeting as a way
to help government meet the pressing challenges of the 21* Century by
prompting review of federal activities and programs. The federal
government is in a period of profound transition and faces an array of
challenges and opportunities to enhance performance, ensure
accountability, and better position the nation for the future. A number of
overarching trends—including the nation’s long-term fiscal imbalance—
drive the need to reexamine what the federal government does, how it
does it, and who does it. The term “performance budgeting” encompasses
a range of approaches, activities, and processes but they all have in
common the idea of more explicitly linking resources to results. As such it
holds promise as a means for facilitating a reexamination effort.
Reexamination can enhance the government’s capacity to assess
competing claims for federal dollars by arming decision makers with
better information both on the results of individual programs as well as on
entire portfolios of programs and tools—encompassing a wide range of
discretionary, entitlement, tax, and regulatory approaches—addressing
common goals.

Through the President’s Management Agenda (PMA) and its related
initiatives, including the Office of Management and Budget's (OMB)
Program Assessment Rating Tool' (PART), the Administration has taken
steps in the right direction by calling attention to successes and needed
improvements in federal management and performance. As we have
previously reported,® PART itself has certain weaknesses we believe
should be addressed and several strengths on which future efforts should

' OMB describes PART as a diagnostic tool meant to provide a consistent approach to
assessing federal programs as part of the executive budget formulation process. It applies
25 questions to all “programs” under four broad topics: (1) program purpose and design, (2)
strategic planning, (3) program management, and (4) program results (i.e., whether a
program is meeting its long-term and annual goals) as well as additional questions that are
specific to one of seven mechanisms or approaches used to deliver the program. There is
no standard definition for the term “program.” OMB defined the unit of analysis (program)
as (1) an activity or set of activities clearly recognized as a program by the public, OMB,
and/or Congress; (2) having a discrete level of funding clearly associated with it; and (3)
corresponding to the level at which budget decisions are made.

* GAO, Performance Budgeting: Observations on the Use of OMB's Program Assessment
Fating Tool for the Fiscal Year 2004 Budget, G4(3-04-174 (Washington, D.C.: Jan. 30, 2004)
and Performance Budgeting: PART Focuses Attention on Prograin Performance, but More
Can Be Done to Engage Congress, GAQH & (Washington, D.C.: Oct. 28, 2005).

Page 1 GAO-07-1194T
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build. Whatever approach is taken in the future, however, it will be
important to include not only those programs and activities run through
the spending side of the budget but also those run through the tax side.
Any reexamination or performance budgeting effort that fails to include
tax expenditures in the review of federal activities and whether they are
achieving their intended policy goals will fall short of its potential.

In my testimony today I will focus on three main points:

The extent of our long-term fiscal and governance challenges necessitates
a thorough reexamination of government programs and spending;
Performance budgeting can help accomplish the goal of reexamination;
and

Congressional support and comprehensive crosscutting program
assessments are critical to reexamination.

In addition, I offer some ideas for moving forward.

This testimony draws upon our wide-ranging work on the use of
performance information in government—including the Government
Performance and Results Act of 1993’ (GPRA), PART, agency coordination
and collaboration, tax expenditures, and key national indicator (KNT)
systems. We conducted our work for this statement during August and
September 2007 in accordance with generally accepted government
auditing standards.

Long-Term Fiscal
Challenge Provides
Context and Impetus
for Reexamining
Federal Programs

As I have previously testified before this committee,* known demographic
trends and rising health care costs are major drivers of the nation’s large
and growing structural deficits. The nation cannot ignore this fiscal
pressure: it is not a matter of whether the nation deals with the fiscal gap,
but how and when. Although it is the “big three”—Medicare and Medicaid
and to a lesser extent, Social Security—that drive this phenomenon on the
spending side, other federal spending cannot be ignored. Difficult as it may
seem to deal with these long-term challenges, policymakers must not only
address these entitlement programs but also reexamine other budgetary
priorities in light of the changing needs of this nation in the 21" century. It

* Pub. L. No. 103-62 (1993).

! GAO, Long-Term Budget Outlook: Deficits Mailter—Saving Our Future Requires Tough
Choices Today, GAQG-37-389T (Washington, D.C.: Jan. 23, 2007).

Page 2 GAO-07-1194T
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will be necessary to work on several fronts at once. In fact, our history
suggests that aZ/major spending and revenue programs and policies need
to be subject to periodic reviews and that exempting major areas can
undermine the credibility and support for the entire process.”

These challenges would be difficult enough if all we had to do is figure out
how to fund existing commitments. But as the nation continues to change
in fundamental ways, a wide range of emerging needs and demands—for
example, evolving defense and homeland security policies, increasing
global interdependence, and advances in science and technology—can be
expected to compete for a share of the budget. Whether national security,
transportation, education, or public health, a growing population will
generate new claims for federal actions on both the spending and tax sides
of the budget. Many of our programs were designed decades ago to
address earlier challenges. Outmoded commitments and operations
constitute an encumbrance on the future that can erode the capacity of the
nation to better align its government with the needs and demands of a
changing world and society.

Accordingly, reexamining the base of all major existing federal spending
and tax programs, policies, and activities by reviewing their results and
testing their continued relevance and relative priority for our changing
society is an important step in the process of assuring fiscal responsibility
and facilitating national renewal. A periodic reexamination offers the
prospect of addressing emerging needs by weeding out programs and
policies that are redundant, outdated, or ineffective. Those programs and
policies that remain relevant often could be updated and modernized by
improving their targeting and efficiency through such actions as
redesigning allocation and cost-sharing provisions, consolidating facilities
and programs, and streamlining and reengineering operations and
processes.

We recognize that taking a hard look at existing programs and carefully
reconsidering their goals and financing are challenging tasks, as making
decisions about reforming programs and activities creates winners and
losers. Furthermore, given the wide range of programs and issues covered,
the process of rethinking government programs and activities may take a

® For more information on reexamination of federal programs, see GAO, 21st Century
Challenges: Reexamining the Base of the Federal Government, GAQ-05-352T (Washington,
D. “ebruary 2005) and Areas for O jght for the 110th Congress,

R (Washington, D.C.: Nov. 17, 2006).

GAOL
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generation to unfold. We are convinced, however, that reexamining the
base offers compelling opportunities to both redress our current and
projected fiscal imbalance while better positioning government to meet,
the new challenges and opportunities of this new century.

Performance
Budgeting Can Help
Facilitate
Reexamination

Performance budgeting can help enhance the government’s capacity to
assess competing claims in the budget by arming budgetary decision
makers with better information on the results of both individual programs
as well as entire portfolios of policies, tools, and programs designed to
address common outcomes. It is useful to start with a review of the
current landscape. The management and performance reforms enacted by
Congress in the past 15 years have provided some new ways to gain insight
into the financial, program, and management performance of federal
agencies and activities. With GPRA as its centerpiece, the statutory and
management framework laid out in the 1990s provided a foundation for
strengthening government performance and accountability. As our work
as shown,” GPRA has succeeded in expanding the supply of performance
information and promoting institutionalization of a culture of performance
as well as providing a solid foundation for more recent budget and
performance initiatives.

As I have previously said,” PMA and its related initiatives, including PART,
demonstrate the Administration’s commitment to improving federal
management and performance. Properly done, performance assessment
and performance budgeting information produced by GPRA and PART
could provide a strong basis to support the needed review, reassessment,
and reprioritization process. By calling attention to successes and needed
improvements, the focus that these initiatives bring is certainly a step in
the right direction toward providing the kind of information needed for
effective reexamination, and our work shows that progress has been made
in several important areas over the past several years. For example, we
have reported that the PART process continues to aid OMB’s oversight of
agencies and encourage improvements in executive budget formulation
and agency program management. The PART has helped to structure and
discipline OMB's use of performance information for internal program

" GAO, Results-Oriented Government: GPRA Has Established a Solid Foundation for
Achieving Greater Results, GAO (4-3% (Washington, D.C.: Mar. 10, 2004).

i GAO, 21" Century C Performance ing Could Help Promote Necessary
Reexamination, GAO-05-T02T (Washington, D.C.: June 2005).

Page 4 GAO-07-1194T
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analysis and budget review, and made its use of this information more
transparent. Many agency officials told us that the PART helped to create
or strengthen an evaluation culture within agencies by providing external
motivation for program review and focused attention on performance
measurement and its importance in daily prograin management. Some
officials said that the PART and the PMA helped them move away from
“analysis by anecdote” and refocused their attention on the impact their
programs have, instead of largely on output measures. Others echoed a
similar sentiment—one indicated that the PART scores helped to create “a
new sense of urgency” about performance measures and completing the
changes to performance systems that were already under way.

Congressional
Support and
Comprehensive,
Crosscutting Program
Assessments Are
Critical to
Reexamination

Even the best performance data are insufficient to achieve real
improvements in management and program results unless they are used by
decision makers and managers alike to inform policy and management
decisions. Key stakeholder outreach and involvement in developing
performance information is critical to encouraging the use of such
information in both performance budgeting and reexamination efforts.
Moreover, little is known about the performance of tax expenditures,
which are often aimed at policy goals similar to those of federal spending
programs, such as those intended to encourage economic development in
disadvantaged areas, finance postsecondary education, and stimulate
research and development. Yet tax expenditures and their relative
contributions toward achieving federal missions and goals are often less
visible than spending programs, which are subject to more systematic
review.

Lack of Congressional
“Buy-in” and Participation
Limits the Potential of
Performance Budgeting
Efforts

In order for performance budgeting and program reviews to hold appeal
beyond the executive branch, and to actually have an impact on
legislation, garnering congressional buy-in on what to measure and how to
present this information is critical. Without congressional involvement and
buy-in, these efforts are unlikely to play a major role in the authorization,
appropriations, and oversight processes. Although congressional support
is critical to sustain any major management initiative, Congress’s
constitutional role in setting national priorities and allocating the
resources to achieve those priorities makes it especially important for
performance budgeting and reexamination efforts. Lack of consensus by a
community of interested parties on goals and measures and the way that
they are presented can detract from the credibility of performance
information and, subsequently, its use. Fifty years of past executive branch
efforts to link resources with results have shown that any successful effort

Page § GAO-07-1194T
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must involve Congress as a full partner. We have previously reported that
past performance budgeting initiatives faltered in large part because they
intentionally attempted to develop performance plans and measures in
isolation from the congressional authorization, appropriations, and
oversight processes.®

Some tension about the amount of stakeholder involvement in the internal
deliberations surrounding the development of measures used in budget
formulation and the broader consultations more common to the GPRA
strategic planning process is inevitable. Compared to the relatively open-
ended GPRA process, any budget formulation process is likely to seem
closed. However, if performance information—and budget
recommendations based on such information—is to hold appeal beyond
the executive branch, congressional understanding and acceptance will be
critical. Moreover, any performance budgeting effort that does not involve
Congress will be limited in its ability to function as a tool to
comprehensively reexamine the entire scope of federal spending, as a
major player will be left out of the effort.

Performance Budgeting
and Reexamination
Require a Crosscutting
Perspective

Existing performance budgeting initiatives provide a foundation for a
baseline review of federal policies, programs, functions, and activities.
Building on this foundation, several changes are in order to support the
type of reexamination needed. For example, PART focuses on individual
programs, but key outcome-oriented performance goals—ranging from
low-income housing to food safety to counterterrorism—are addressed by
a wide range of discretionary, entitlement, tax, and regulatory approaches
that cut across a number of agencies, levels of government, and sectors.
PART's program-by-program approach fits with OMB’s agency-by-agency
budget reviews, but it is not well-suited to addressing crosscutting issues
or to looking at broad program areas in which several programs or
program types address a common goal. The evaluation of programs in
isolation may be revealing, but a broader perspective is necessary for an
effective overall reexamination effort. It is often critical to understand
how each program fits with a broader portfolio of programs, tools, and
strategies to accomplish federal missions and goals.

¥ GAOQ, Performance Budgeting: Past Initiatives Offer Insights for GPRA Implementation,
GAQ/ATMD-27-46 (Washington, D.C.: Mar. 27, 1997).
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Such an analysis is necessary to capture whether and how a program
complements and supports other related programs, policies, and tools, or
whether it actually works at. cross-purposes to such other initiatives. OMB
has reported on a few crosscutting assessments’ in recent budget requests.
We would urge as a next step a more comprehensive and consistent
approach to evaluating all programs relevant to common goals. Such an
approach would require assessing the performance of all programs related
to a particular goal—including tax expenditures and regulatory
programs—using a common framework.

Our federal tax system includes hundreds of billions of dollars of forgone
revenue annually. In some years, total tax expenditures have
approximated the size of total discretionary spending. Yet relatively little
is known about the effectiveness of tax incentives in achieving the
objectives intended by Congress." PART, OMB’s current framework for
assessing the performance of federal programs, has generally not been
applied to tax expenditures.

Tax Expenditures Have
Doubled in Number and
Represent a Substantial
Federal Commitment

Tax preferences—which are legally known as tax expenditures—result in
forgone revenue for the federal government due to preferential provisions
in the tax code, such as exemptions and exclusions from taxation,
deductions, credits, deferral of tax liability, and preferential tax rates.
Excluding tax expenditures from program reviews is especially
problematic because tax expenditures represent such a substantial
investment in such a wide range of policy goals. Whether gauged in
absolute numbers, by revenues forgone, or in comparison to federal
spending, tax expenditures have been substantial over the last three

“In addition, OMB recently announced two new PMA initiatives aimed at improving the
performance of federal credit programs and health information quality and transparency
across the major relevant federal agencies.

¥ For more information on tax expenditures, see GAO, Government Performance and
Acc ility: Tax £ i a Subs ial Federal C and Need
{0 Be Reexamined, GAO-) J (Washington, D.C.: Sept. 23, 2005).
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decades." Between fiscal years 1974 and 2006, tax expenditures doubled in
number from 67 to 161, as shown in figure 1. While some were dropped
over the period, considerably more were added.

Figure 1: Federal Income Tax Expenditures Reported by Treasury Doubled from 1974 to 2006
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Soutce: GAQ analysis of Office of Management and Budget (OME) budget 1epots on tax
expenditures, fiscal years 1976-2008.

Note: The number of tax expenditures reflects all provisions reported by Treasury, including those
enacted but effective for future fiscal years. Fluctuations in the trend lines from year to year may
reflect changes in Treasury’s methodology.

" Summing the individual tax preference estimates is usetul for gauging the general
magnitude of the federal revenue involved, but it does not take into account possible
interactions between individual provisions. Despite the limitations in summing separate
revenue loss estimates, these are the best available data to measure the value of tax
expenditures and make comparisons to other spending programs. Summing the estimates
provides perspective on the use of tax expenditures as a policy tool and represents a useful
gauge of the general magnitude of government subsidies carried out through the tax code.
The estimates also can be used to compare tax expenditures to federal spending overall
and by budget function. Other researchers also have summed tax expenditure estimates to
help gain perspective on the use of this policy tool and examine trends in the aggregate
growth of tax expenditure estimates over time.

Page 8 GAO-07-1194T
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Tax expenditures span almost all federal mission areas, but their relative
size differs across budget functions. As figure 2 shows, the sum of revenue
loss estimates was greater than federal spending in these budget functions:
energy, commerce and housing credit, and general government. For
example, the $42.4 billion in outlays for the Department of Housing and
Urban Development in fiscal year 2006 are far surpassed by the estimated
revenue losses of $68.3 billion from the mortgage interest deduction (the
second largest tax expenditure for that year). Moreover, as figure 3
indicates, revenue losses due to tax expenditures exceeded discretionary
spending for half of the last decade.

Page 9 GAO-07-1194T



27

Figure 2: Tax Preference Revenue Loss Sums Compared with Federal Outlays by
Budget Function, Fiscal Year 2006
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Figure 3: Federal Tax i Di i y Spending for Half of the Last Decade
Dollars in billions (in 2006 doliars)
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Note: Summing tax expenditure estimates does not take into account interactions between individual
provisions. Outlays associated with refundable tax credits are included in mandatory spending.

Much of the revenue loss due to individual income tax expenditures is
attributable to a small number of large tax expenditures. The six tax
expenditures shown in figure 4—each with an annual revenue loss
estimated at $40 billion or more—accounted for about 44 percent of the
sum of revenue losses for all tax expenditures for fiscal year 2006.

Page 11 GAO-07-1194T
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Figure 4: Revenue Loss Estimates for the Largest Tax Expenditures Reported for
Fiscal Year 2006

Revenue loss estimates (dollars in billions)
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*The value of employer-provided health insurance is excluded from Medicare and Social Security
payroll taxes. Some researchers have estimated that payroll tax revenue losses amounted to more
than half of the income tax revenue losses in 2004, and we use this estimate for 2006. The research
we are aware of dealt only with health care, tharefore the 50 percent figure may not apply to other
items that are excluded from otherwise applicable income and payroll taxes.

Tax expenditure estimates reflect federal income tax revenue forgone and
do not account for provisions that exclude certain earnings from payroll
taxes. As a result, this understates the total revenue forgone by the federal
government for some of the largest tax exclusions. If payroll tax revenue
losses were 50 percent of the $125 billion in income tax revenue loss
estimated by the Department of the Treasury, the combined revenue loss
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30

Tax Expenditures Receive
Little Scrutiny

associated with the exclusion of employer contributions for health
insurance premiums would be $187.5 billion in 2006."

So far, OMB has used PART to review tax expenditures in only a few
cases, such as the Earned Income Tax Credit (EITC) compliance initiative,
the New Markets Tax Credit, and the Health Care Tax administration.
Generally, these reviews assessed how well Treasury and IRS administer
the tax expenditures rather than the efficacy of the tax expenditures
themselves. Since tax expenditures represent a significant investment of
resources and in some program areas tax expenditures may be the main
tool used to deliver services, this is a significant gap. For example, in the
fiscal year 2006 budget request, OMB reported on a crosscutting PART
assessment for Community and Economic Development (CED) programs.
The CED crosscut examined the performance of 18 of the 35 federal
community and economic development programs that were identified by
OMB and that account for the majority of the $16.2 billion OMB estimates
is spent annually in this area. Although OMB identified three tax
expenditures in the CED portfolio, it did not assess all of them with the
PART instrument even though Treasury’s estimate of their combined
“cost” was nearly $1.4 billion, or about 57 percent of Treasury’s revenue
loss estimates for community development.

Periodic review and reexamination of programs—including tax
expenditures—is important to identify and mitigate against mission
fragmentation, overlap, and conflict, as well as service gaps. In the same
way that federal spending programs can work at cross purposes, tax
expenditures meant to address certain policy challenges may exacerbate
other key private sector and public policy challenges. For example, the
income tax exclusion of employer-paid health insurance premiums
reduces the after-tax cost of insurance for the beneficiary. However, the
exclusion offers no benefit to workers whose employers do not offer
health benefits or who purchase their own insurance. Further, this tax
benefit also leads people to obtain more comprehensive coverage than
they would otherwise and could increase the demand for health care to

' Some researchers have estimated that payroll tax revenue losses amount to more than
half of the income tax revenue losses. See John Sheils and Randall Haught, “The Cost of
Tax-Exempt Health Benefits in 2004,” Health Affairs (Feb. 25, 2004); and Leonard E
Burman and Jonathan Gruber, “Tax Credits for Health Insurance,” Tax Policy Center
Discussion Paper No. 19 (Washington, D.C.: The Tax Policy Center, June 2005). This work
dealt only with health care. Payroll tax revenue losses for certain other tax expenditures,
such as pensions, could differ.
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the extent that it shields those insured from the full costs of health care,
complicating efforts to moderate health care spending. The exclusion also
tends to favor higher-income workers more likely to have employer-
sponsored coverage. Another example is higher education: students
seeking federal grants and loans are penalized for having saved funds to
pay for their education although the Internal Revenue Code encourages
saving by exempting individuals from federal income taxation on interest
income used to pay for postsecondary education.

If well designed and effectively implemented, tax expenditures can be an
effective tool and appropriate to further some federal goals and objectives.
Moreover, sometimes it may be cheaper and simpler to subsidize through
the tax code than by setting up a separate program using a different tool.
For example, the incremental administrative and compliance costs to
deliver the tax credit for child and dependent care expenses may be
relatively low compared to the costs of setting up a separate system for
processing child care applications and sending vouchers to those eligible.
However, tax expenditures may not always be efficient, effective, or
equitable; consequently, information on these attributes can help
policymakers make more informed decisions about resource allocation
and the most effective or least costly methods to deliver federal support.

Regular review could also provide needed scrutiny of certain expenditures
that have few controls. With some exceptions, tax expenditures generally
are not subject to reauthorization and therefore lack the opportunity for
regular review. Moreover, many tax expenditures—like mandatory
spending programs—are governed by eligibility rules and benefit formulas,
meaning funds are spent as required to provide benefits to those who are
eligible and wish to participate. Thus, because they are not as visible in the
budget as discretionary spending programs, tax expenditures run the risk
of simply being a form of “back-door spending” embedded in the tax code
and are effectively “fully funded” before any discretionary spending is
considered.

Page 14 GAO-07-1194T
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FFuture Performance
Budgeting Efforts
Must Continue to
Build on Lessons
Learned in Order to
Facilitate Effective
Reexamination

The federal government is in a period of profound transition and faces an
array of challenges and opportunities to enhance performance, ensure
accountability, and better position the nation for the future. In our
February 2005 report on 21% century challenges,” we outlined a number of
approaches that could facilitate a reexamination effort. Agencies and OMB
will need to continue to focus on ensuring that the growing supply of
performance information is credible, useful, reliable, and used both in day-
to-day program management and in formulating budget requests that focus
on outcomes that can be achieved with resources requested. Further, the
executive branch can help promote demand for and acceptance of
performance information by developing goals and measures relevant to
the large and diverse community of stakeholders in the federal budget and
planning processes and presenting this information in a way that is
tailored to the needs of congressional stakeholders. Engaging Congress
early in the process may help target reviews with an eye toward those
areas most likely to be on the agenda of Congress, thereby better ensuring
the use of performance assessments in resource allocation processes
throughout government. Lastly, taking a comprehensive and crosscutting
approach to program assessment by more strategically selecting programs
and policy areas for review—regardless of the agency in which programs
are housed, and inclusive of all tools (e.g., grant, credit, regulatory
programs, and especially tax expenditures) that bring resources to bear on
a particular program or policy area—will provide robust, rich information
about the performance of all tools aimed at federal and national
challenges. Moving forward will require actions by both the executive
branch and the Congress. Let me elaborate.

Executive Branch Actions

Although recent OMB efforts to assess programs in a crosscutting fashion
represent progress, to provide the kind of information that can be of
assistance in reexamining the base of government, we encourage a more
extensive and consistent approach to evaluating all programs relevant to
common goals. We recommended in 1994 and again in 2005 that OMB
design and implement a structure for conducting reviews of tax
expenditures’ performance. Our recommendation is consistent with
language in the Senate Committee on Government Affairs’ Report on
GPRA, which specified that the Director of OMB was to establish an
appropriate framework for periodic analyses of the effects of tax
expenditures in achieving performance goals. To significantly increase the
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oversight and analysis of tax expenditures, the committee report also
called for a schedule for periodic tax expenditure evaluations.

Although incorporating tax expenditures into crosscutting reviews
presents significant analytical challenges, we do not believe such
challenges are insurmountable. Moreover, assessing the performance of
tax expenditures is critically important given that many function as
entitlement programs—although perhaps with even less transparency—
and do not compete overtly in the annual budget process. Presenting tax
expenditures alongside outlays is a first step in providing the public and
policymakers with a more useful and accurate picture of the extent of
federal support and activities. In fact, in the tax expenditure chapter in
Analytical Perspectives, OMB has in the past included a section outlining
possible performance measures developed by Treasury, which could be
used to present information about the performance of tax expenditures.
Although this overview was initially introduced in the 1997 budget and
expanded in the 1999 budget, no performance information is actually
displayed. OMB states that the measure examples provided are
“illustrative” in nature, acknowledges that the performance measure
discussion “although broad, is nonetheless incomplete,” and notes that
many tax expenditures are not explicitly cited.

One of the key impediments to moving forward in conducting reviews of
tax expenditures’ performance is the continuing lack of clarity about the
roles of OMB, Treasury, IRS, and departments or agencies with
responsibility for related spending programs. Designing a structure and
approach for including tax expenditures in performance reviews will be
challenging, but it is important. Ideally, reviews would look at federal
involvement in a given policy area across related agencies and tools,
which means a decision would have to be made as to which tax
expenditures and which spending programs are relevant. The review
would need to involve the departments or agencies with related spending
programs, Treasury, and OMB. It might make sense for OMB and Treasury
to conduct some case studies of the proposed review structure to identify
(1) successful methods agencies devise for reviewing tax expenditures’
performance, (2) how best to report the results of these reviews, and

(3) how to ensure that adequate resources are available for such reviews.
This type of effort can both strengthen the budget process itself and
provide a valuable tool to facilitate a fundamental reexamination of the
base of government.

Reexamination is not a one-time activity. It must be a continuing process
and we should expect even the initial round to take several years. The
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process could be helped by the governmentwide performance plan
required by GPRA, as well as a governmentwide strategic plan and a set of
KNIs. GPRA requires the President to include in his annual budget
submission a federal government performance plan. Congress intended
that this plan provide a “single cohesive picture of the annual performance
goals for the fiscal year.” The governmentwide performance plan could
help Congress and the executive branch address critical federal
performance and management issues, including redundancy and other
inefficiencies in how we do business. It could also provide a framework
for any restructuring efforts. Unfortunately, this provision has not been
fully implemented. Instead, OMB has used the President’s budget to
present high-level information about agencies and certain program
performance issues. The agency-by-agency focus of the budget does not
provide the integrated perspective of government performance envisioned
by GPRA.

In addition, we have previously said that a governmentwide strategic plan
could provide a framework to identify long-term goals and strategies to
address issues that cut across federal agencies.” Such a plan for the
federal government, supported by key national outcome-based indicators
and a fully developed governmentwide performance plan to assess the
government’s performance, position, and progress, could be a valuable
tool for governmentwide reexamination of existing programs, as well as
proposals for new programs. Developing a strategic plan can help clarify
priorities and unify stakeholders in the pursuit of shared goals and is
therefore an important first step in articulating the role, goals, and
objectives of the federal government. A governmentwide strategic plan can
potentially provide a cohesive perspective on the long-term goals of the
federal government and provide a much needed basis for fully integrating,
rather than merely coordinating, a wide array of federal activities. The
development of a set of KNIs could both be used as a basis to inform the
development of governmentwide strategic and annual performance plans
as well as link to and provide supporting information for outcome-oriented
goals and objectives in agency-level strategic and annual performance
plans. Successful strategic planning requires the involvement of key
stakeholders and thus could serve as a mechanism for building consensus.
Further, it could provide a vehicle for the President to articulate long-term
goals and a road map for achieving them. In addition, a strategic plan can

Y GA0-0138.
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provide a more comprehensive framework for considering organizational
changes and making resource decisions.

Fully implemented, governmentwide strategic and performance plans—if
developed in consultation with Congress—could also provide a framework
for congressional authorization, appropriation, and oversight processes.

Congressional Actions

Congress of course has a number of regular opportunities to provide its
perspective on specific performance issues and performance goals. When
you create a new spending program or tax provision, you have the
opportunity to say what you expect that program or incentive to achieve—
and to direct that performance be tracked. I believe Congress should be
clear about what performance information it wants and should expect that
information to be provided. For discretionary spending programs, the
annual appropriations process provides an opportunity to ask about the
performance of an individual program and/or a group of programs within
the same agency or within the jurisdiction of the appropriations
subcommittee. When Congress considers the reauthorization of a program,
it should have information on that program’s performance—and on how
that performance compares with other tools addressing the same or
similar objectives. Reauthorization can—and should—be informed by
performance information and evaluations.

Discretionary spending programs may be looked at in the annual
appropriations process or when they are up for reauthorization. Although
somne entitlement programs require reauthorization and so offer up
opportunities for evaluation and reexamination, others do not. With few
exceptions, programs run through the tax code—tax expenditures—
generally are not subject to reauthorization; as a result no review or
evaluation of their effectiveness is triggered. For many mandatory
spending programs and tax expenditures, congressionally initiated
oversight may be the vehicle for evaluation. I would suggest that Congress
specify the kind of performance information it would like for these
programs and use that in crosscutting reviews.

The institutional challenge before you is to find a way to broaden your
assessment beyond individual programs or agencies or even conmnittee
Jjurisdiction. It is not uncommon for multiple tools or programs—
administered through more than one agency—to address a similar goal or
national priority. Although this may make sense, it also complicates the
task of evaluation, oversight, and reexamination.
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We have previously suggested that Congress consider the need to develop
a more systematic vehicle for communicating its top performance
concerns and priorities; develop a more structured oversight agenda to
prompt a more coordinated congressional perspective on crosscutting
performance issues; and use this agenda to inform its authorization,
appropriations, and oversight processes. Just as the executive branch
needs a vehicle to coordinate and address programs and challenges that
span multiple departments and agencies, Congress might need to develop
structures and processes that better afford a coordinated approach to
overseeing agencies and tools where jurisdiction crosses congressional
committees.

In the past we have also suggested that one possible approach could
involve developing a congressional performance resolution identifying the
key oversight and performance goals that Congress wishes to set for its
own committees and for the government as a whole. Such a resolution
could be developed by modifying the current Congressional Budget
Resolution, which is already organized by budget function. I note that this
year your Committee took the first step by including in this year’s Budget
Resolution a directive that Committee “Views and Estimates” reports
include recommendations for improved governmental performance based
on “committee performance reviews of programs within their jurisdiction.”
I hope this Committee remains interested and continues to urge and
support the other Committees in this effort.

You may also wish to consider what kind of structures will facilitate cross-
cutting reviews. If a performance resolution or some other mechanism
specifies areas for reexamination in any given year, what structure will
enable you to look across agencies and at both programs run through the
spending side of the budget and those run through the tax side?
Challenging as this task may be, I believe it is critical to the successful
assertion of Congress’ role in setting the goals and objectives to be
achieved with the programs it establishes and the resources it provides.

Concluding
Observations

Much is at stake in the development of a collaborative performance
budgeting and reexamination process. This is an opportune time for the
executive branch and Congress to consider and discuss how agencies and
committees can best take advantage of and leverage the new information
and perspectives coming from the reform agenda under way in the
executive branch. Through PMA and its related initiatives, including
PART, the Administration has taken important steps in the right direction
by calling attention to successes and needed improvements in federal
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management and performance. Some program improvements can come
solely through executive branch action, but for any performance
budgeting or reexamination effort to meet its full potential the
assessments it generates must also be meaningful to and used by Congress
and other stakeholders. I cannot stress this point enough—to make a
difference, performance information must be useful and used. Hence T
believe it is important for Congress to develop structures and processes
that are flexible, adaptable, and inclusive of various perspectives to
conduct successful performance reviews on those issues that cross
Jjurisdictional boundaries. GAO stands ready to assist Congress in
addressing the much needed baseline review of existing federal programs,
policies, functions, and activities.

Mr. Chairman, this concludes my prepared statement. I would be pleased
to answer any questions you or the other Members of the committee may
have at this time.

For future information on this testimony, please contact Michael Brostek,
at (202) 512-9110 or brostekm@gao.gov or Susan J. Irving at (202) 512-9142
or irvings@gao.gov. Contact points for our Offices of Congressional
Relations and Public Affairs may be found on the last page of this
testimony. Individuals making key contributions to this testimony were
Jacqueline M. Nowicki, Assistant Director; Elizabeth Curda; Edward
Nannenhorn; Amy Rosewarne; and MaryLynn Sergent.
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Chairman SPRATT. And now the Director of the Congressional
Budget Office, Peter Orszag.

STATEMENT OF PETER R. ORSZAG

Mr. ORrszAG. Thank you very much, Mr. Spratt, Mr. Ryan and
other members of the committee. Both economic and common sense
suggest that a program’s budget should be linked to its effective-
ness in achieving its objectives. The concept of performance-based
budgeting, though, has been applied mostly to discretionary spend-
ing, which represents less than 40 percent of overall Federal ex-
penditures. So, like Mr. Walker, my written testimony extends the
concept of performance budgeting to two parts of the Federal budg-
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et that have not been examined as closely from that perspective:
health insurance and tax expenditures.

In both cases, the amount of Federal funds at stake is substan-
tial, and important questions exist about the cost effectiveness of
those expenditures.

First with regard to health care, as I have said over and over
again, rising health care costs represent the central fiscal challenge
facing the Nation. My written testimony includes the chart that I
have always used before this committee, but just for a change of
pace I won’t actually put it up.

If health care costs continue to grow at the same rate over the
next four decades as they did over the past four decades, Medicare
and Medicaid would rise from under 5 percent of the economy
today, to 20 percent by 2050; yet very little analysis is undertaken
of whether that spending is generating corresponding gains in the
health of enrollees, which presumably is the ultimate objective of
the programs.

Many treatments improve enrollees’ health, and the benefits sug-
gest that health spending, on average, improves health outcomes.
But in many cases, such spending is not cost effective and in many
cases it may not even improve health. One reason is that relatively
little rigorous evidence is available about which treatments work
best for which patients, or whether the benefits of more expensive
therapies warrant their additional costs.

Although estimates vary, some experts believe that less than half
of all medical care is based on or supported by firm evidence about
its effectiveness. Much of the research that has been done about
Medicare spending and its impact on health has focused on the tra-
ditional fee-for-service portion of the program that serves the vast
majority of its enrollees. But the concepts behind performance
budgeting could also be applied to the Medicare Advantage compo-
nent of the program. The data currently collected, however, are not
sufficient to do so.

Medicaid spending has also received relatively less attention.
Like with Medicare, Medicaid spending at the State level varies
substantially, even among enrollees who have qualified for the pro-
gram, for the same reason. More research on the source of vari-
ation in the program’s costs and its impact on enrollees’ health is
warranted.

In sum, we are spending a substantial amount of money on
health care. It is the central long-term fiscal challenge facing the
Nation, and yet we are doing too little to examine what we are get-
ting in return.

The second area of the Federal budget that is often not examined
from a performance budgeting perspective involves tax expendi-
tures. Mr. Walker already laid out some of the amounts involved
and they are obviously very significant. In each of the major cases,
the reduction and receipts gives the appearance of a reduced im-
pact on the Federal budget and on the economy. Indeed, most pres-
entations of the budget omit any mention of tax expenditures. But
tax preferences are effectively equivalent to collecting taxes at ordi-
nary tax rates on the full potential tax base and then subsidizing
the preferred behavior through outlays. Because selective tax re-
ductions operate as expenditures for specific economic activities,
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their effectiveness can and should be evaluated in the same way
as is done for spending programs.

Given the size of many tax expenditures, it is striking that they
are subjected to little analysis of their effectiveness in achieving
their objectives. In many cases, the specific outcome of the tax ex-
penditure that is desired is unclear, and may even conflict with ob-
jectives of other policies. In a number of instances where the policy
goal is clearer and not in conflict with other policies, the tax incen-
tives do not appear to yield their desired effect in a cost-effective
manner. For example, significant empirical questions exist about
whether tax preferences for certain kinds of saving vehicles such
as IRAs and 401(k)s have significantly boosted private savings or
merely subsidized saving that would have occurred in the absence
of those incentives.

In addition, many tax expenditures are structured in a relatively
inefficient way. In particular, most tax expenditures are delivered
in the form of a deduction or exclusion, which links the size of the
tax expenditure or the value thereof to one’s marginal tax bracket.
However, unless one believes that there is a differential response
by income category or broader social benefits that vary by income
category when people do respond, from an economic efficiency per-
spective, it does not make sense to vary the subsidy rate per dollar
of activity in any manner, either up the income distribution or
down the income distribution. So from an economic efficiency per-
spective, unless you have evidence to the contrary that there is dif-
ferential response rates, the most efficient approach to delivering
a subsidy through the Tax Code is a uniform credit that does not
vary with the household’s income. My written testimony discusses
that at more length.

I would also note that perhaps the most prominent example of
a tax expenditure that appears to be inefficient is the exclusion for
employer-provided health insurance, and my written testimony dis-
cusses that issue in more detail also.

To sum up, the growth of health care spending is the central
long-term fiscal challenge facing the Nation, and existing tax ex-
penditures entail a substantial reduction in the Nation’s tax base.
In both cases, Federal policy would be improved by applying prin-
ciples of performance budgeting, evaluating whether the benefits
derived warrant the resources provided. Thank you very much.

Chairman SPRATT. Thank you very much, Dr. Orszag.

[The prepared statement of Peter R. Orszag follows:]
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Chairman Spratt, Ranking Member Ryan, and Members of the Committee, thank
you for inviting me to testify today on performance budgeting. It is difficult to
argue with the proposition that a program’s budget should be linked to its effec-
tiveness in achieving its objectives. But the concept of performance-based budget-
ing has been applied mostly to discretionary spending programs, which represent
less than 40 percent of federal spending. That effort has taken many forms over the
years, with the most recent version being the Program Assessment Rating Tool
(PART).

Rather than assessing those past and ongoing efforts, my testimony extends the
concept of performance budgeting to two other parts of the federal budget that
have not been examined as decply using that perspective: health insurance pro-
grams {(and the health care costs that they cover) and tax expenditures. In both
cases, the amount of federal funds at stake is substantial, and important questions
exist about the cost-effectiveness of those expenditures.

m Health Care Costs. Rising health care costs represent the central fiscal chal-
lenge facing the country. Currently, net federal spending on Medicare and
Medicaid totals about $360 billion; it accounts for about 20 percent of federal
outlays and about 5 pereent of gross domestic product (GDP). If spending per
enrollee continued growing at the same average rate as it has grown over the
past 40 years, federal costs for those two programs would amount to about
20 percent of GDIP by 2050 (see Figure 1). Yet very little analysis is undertaken
of whether that spending is generating corresponding gains in the health of
enrollees, which presumably is the ultimate objective of those programs. To the
extent that those programs arc paying for services that make little or no contri-
bution to health, opportunities exist to improve their etficiency.

m ‘Tax Expenditures. lax expenditures comprise various exceptions to the gen-
eral tax rules—such as the income tax deduction that is allowed for interest paid
on home mortgages—and total several hundred billion dollars per year. Those
exceptions are often designed to encourage the tax-favored activities (such as
home ownership). Tax expenditures may appear to reflect a reduced impact of
[ederal policies on taxpayers, but they are effeclively equivalent o collecting
taxes at ordinary rates on the full potential tax base and then subsidizing the
preferred behavior through outlays. Because selective tax reductions are like
expenditures for specific economic activities, they can and should be evaluated
in the same way as spending programs are. Applying performance budgeting to
tax expenditurcs would therefore involve assessing whether they were achicv-
ing their purposes and whether they were doing so in a cost-cffective manncr.

In examining those two components of federal spending from a performance-
budgeting perspective, four themes emerge:

B A substantial share of Medicare spending—and of health spending for the coun-
try as a whole—does not seem to be improving the health of enrollees. Average
costs in Medicare vary significantly from one region of the country to another,
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Figure 1.

Total Federal Spending for Medicare and Medicaid
Under Various Assumptions About the Health Cost
Growth Differential

(Percentage of gross domestic product)
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Source: Congressianal Budget Office.

Note: The health cost growth differential refers to the number of percentage points by which the
growth of annual health care spending per beneficiary is assumed to exceed the growth of
nominal gross domestic product per capita, after an adjustment for the growth and aging of
the Medicare and Medicaid populations.

but the additional spending and use of services that occur in the higher-cost
regions do not appear to yield improvements in life expectancy or other avail-
able measures of health. Some researchers have concluded that about 30 percent
of the money spent on health care services is not contributing to better health—
an estimate that could probably be applied to the Medicaid program and to the
whole health sector. Capturing those potential savings, however, is a substantial
challenge.

m Many of the special preferences in the tax code do not appear to be cost-
cffective in achicving their objectives. In some cascs, tax expenditures appear to
be in conflict with the purposes of other tax expenditures or explicit spending
programs. In many more cases, preferences could be redesigned to reduce their
costs substantially with minimal or no impact on the degree to which they were
achieving their objectives.
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m Both federal health insurance programs and tax expenditures could be subject to
performance budgeting. The executive branch and the Congress generally
engage in various forms of effectiveness reviews through their annual budget-
ing processes, but performance budgceting secks to make that considcration
more systematic and more consistent among programs. Assessing the eftective-
ness ol any [ederal program in a more precise and systematic manner, however,
is a complex undertaking, both because of disagreements about the goals of
such programs and difficulties in measuring their impact accurately.

m Even with a systematic and well-designed assessment of performance, deter-
mining what specific policy steps to take as a result may be difficult. Unlike dis-
cretionary appropriations, the costs of lederal health programs and tax expendi-
tures are not set directly by policymakers but, instead, depend greatly on the
actions of individuals and firms. The effects of any reforms aimed at improving
performance thus depend on the responses to the policy changes. Despite those
caveats. applying the concepts behind performance budgeting to health insur-
ance programs and tax expenditures provides a useful framework for assessing
those two major components of the federal budget.

Federal Health Insurance Programs

The Medicare and Medicaid programs currently provide health insurance coverage
to nearly 100 million people.' Both of those programs are relatively effective in
achieving the goal of providing insurance to their eligible populations: elderly
people, disabled individuals, and poor mothers and their children. Prior to the
advent ol Medicare, most elderly Americans lacked meaningful health insurance,
and belore Medicaid came inlo existence, low-income, disabled, and instituiional-
ized people generally faced significant difficulty finding afTordable health insur-
ance on the private market.” (Those programs also have the effect of transferring
resources to enrollecs who would otherwisc have purchascd their own insurance or
paid for their own care.)

1. The Congressional Budget Office estimates that average enrollment in Medicare is about 43
million people in 2007 and that about 62 million individuals will be enrolled in Medicaid at
some point during the year {(some of whom will be enrolled for only part of the year); several
million people (the “dually eligible™} are enrolled in both programs simultaneously. ‘The [ederal
government also [unds a number of other health insurance programs, including the State
Childrens TTealth Tnsurance Program, the Federal Employees TTealth Benefits program, the
TRICARE program for members of the armed services, and the health care programs of the
Departient of Veterans Affairs—but spending on those programs is small relative to outlays
for Medicare and Medicaid.

2. Some enrollees in Medicaid and the State Children’s Health Insurance Program (SCHLP) would
be able (o obtain private coverage il those public programs did not exist, but the majority of
current cnrollces would probably be uninsured in the absence of the programs. For further dis-
cussion of that issue with regard to SCHIP, see Congressional Budget Office, 7/e Stare Chil-
dren’s Health Insurance Program (May 2007)
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Whether the services that are financed by Medicare and Medicaid are always
achieving the more fundamental goal of improving the health of enrollees is less
clear, however. Indeed, concerns about the degree to which health care spending
produces better health outcomes are not limited to public health care programs;
they arise more generally in the health sector. Although many treatments improve
enrollees’ health, and the benefits from health spending probably exceed the costs,
on average, cvidence suggests that much spending is not cost-cffective—and in
many cases does not even improve health.”

One reason is that relatively little rigorous evidence is available about which treat-
ments work best for which patients or whether the benefits of more-expensive
therapics warrant their additional costs. As a result, decisions about what treat-
ments Lo use often depend on the experience and judgment of the individual physi-
cians involved, as well as on anecdotal evidence and conjecture. Tn many cases,
thal basis may be suflicient, but in other cases, that approach is not adequate to
select the most effective choice of treatment. Although estimates vary, some
experts believe that less than half of all medical care is based on or supported by
firm evidence about its effectiveness.

Geographic Variation in Health Care Spending

Partly as a resull of limited evidence about their absolute or comparative effective-
ness, the use of certain treatments and the types of care provided can vary widely
from one area of the country Lo another. For example, even afler adjusting (or dif-
ferences in age, sex, and race, researchers at Dartmouth College found about a
fourfold variation in the share of Medicare beneficiaries receiving a coronary
artery bypass graft; those differences were not correlated with rates of heart attacks
in each region.* Geographic differences in the types of care provided can remain
substantial even among patients who turn out to be in their last six months of life.
(That analytic approach has been used in an effort to control for differences in the
prevalence and severity of illness, on the grounds that large groups of patients who
are nearing death are likely to have comparable health problems regardless of
where they live.) For example, patients in the final six months of their life spend
nearly 20 days in the hospital, on average, in the highest-use areas of the country,
compared with an average of about six hospital days in the lowest-use areas; the

3. Sce David M. Cutler, Your Money or Your Life: Strong Medicine for America’s Health Care
System (New York: Oxford University Press, 2004).

4. Sce John E. Wennberg, Elliot S. Fisher. and Jonathan S. Skinncr, “Geography and the Debaltc
Over Medicare Reform,” Health Affitirs, Web Exclusive (February 13, 2002), pp. w96—w97.
The analysis divided the country into about 300 “hospital referral regions,” which reflect where
Medicare enrollees typically receive hospital care. In 2003, bypass surgery rates ranged from
about 2 10 3 per 1,000 Medicare enrollees in the lowes(-use regions (o about 9 to 10 per 1,000 in
the highest-use regions. Although higher rates of bypass surgery could reflect higher rates ol
heart attacks, higher surgery rates could also prevent some heart attacks—a lactor ihat could
help explain the lack of correlation between those two measures.
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Figure 2.

Medicare Spending per Capita in the United States, by

Hospital Referral Region, 2003
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Source: Dartmouth Atlas Project, The Dartmouth Atlas of Health Care.
Note: Numbers in parentheses refer 1o the number of hospital referral regions with per capita
spending in each range.

average number of visits Lo physicians in that period also varies by a factor of
5
three.”

Those variations in the use of care correspond to substantial differences in Medi-
care spending per enrollee in different parts of the country, even after adjustments
arc madc to account for differences in the age, scx, and racc of cnrollces in differ-
cnt arcas (sce Figure 2). In 2003, average costs ranged from about $4.500 per
cnrollee in the arcas with the lowest spending to nearly $12,000 in arcas with the
highest spending. Some of those differences in spending reflect varying rates of
illness as well as differences in the prices that Medicare pays for the same service,
which are adjusted on the basis of local costs for labor and equipment in the health
sector. But according to the Dartmouth researchers, differences in illness rates

5. Bascd on data from 2000 to 2003, available from www.dartmouthatlas.org,.
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Figure 3.

Rates of Four Orthopedic Procedures Among
Medicare Enrollees, 2002 and 2003

(Standardized discharge ratio, log scale}
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Source: Dartmouth Atlas Project, 7he Dartmouth Atlas of Health Care.

Notes: In the figure, each point represents a hospital referral region; the country was divided into
about 300 such regions on the basis of where Medicare enrollees typically receive their
hospital care.

The points indicate how the rate at which the procedure is performed (per 1,000 Medicare
enrollees) in each referral region compares with the national average rate (which has been
normalized to 1.0). Differences in procedure rates were adjusted to account for differences
among regions in the age, sex, and race of enrollees and for measures of illness rates.

account for less than 30 pereent of the variation in spending, and price differences
can explain perhaps another 10 percent—meaning that more than 60 percent of the
variation results from other factors.® Other studies have found that a larger share
of the variation in spending (as much as 70 percent) can be accounted for by dif-
ferences in health status and demographic factors, but even so, the remaining
differences arc large in dollar terms.”

Some evidence suggests that the degree of geographic variation in treatment
patterns is greater when less of a consensus exists within the medical community
about the best treatment to use—further buttressing concerns that services are

6. Wennberg, Fisher, and Skinner, “Geography and the Debate Over Medicare Reform™; and 7he
Darmmouth Atlas of Health Care, 1999 (Hanover, N.H.: Dartimouth Atlas Project). pp. 22-23.

7. See David Cutler and Louise Sheiner, “The Geography of Medicare,” Amerwan Economic
Keview, vol. 89, no. 2 (May 1999), pp. 228-233.
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being paid for that may contribute little to health. For patients who have fractured
their hip, for example, the need for hospitalization is plain, and there is relatively
little variation in admission rates for Medicare beneliciaries with that diagnosis
(see Figure 3). For hip replacements and for knee replacements, more discretion is
involved, and the surgery rates vary more widely, There appears (o be even more
variation in the rates of back surgery—a treatment whose benefits have been the
subject of substantial questions. (Determining what share of any geographic varia-
tion in the use of procedures is attributable (o dilferences in the treatments that
doctors recommend and what share is attributable to differences in the prevalence
of the underlying illness is challenging, however, so the comparison of procedures
may be sensitive (o the manner in which differences in illness rates are estimated. )

The Relationship Between Spending and Health Outcomes

The implications of the observed variations in treatments and spending depend pri-
marily on their relationship to health outcomes. If life expectancy and other mea-
sures were better in the areas with higher spending, that outcome might suggest
that increased spending in the low-cost areas would yield health benefits. [low-
ever, a sludy using Medicare data showed that the higher-spending regions did not
have lower mortality rates than the lower-spending regions, even with adjustments
to control for different illness rates among patients and regions.® That study also
found that higher spending did not slow the rate at which the elderly developed
functional limitations. Furthcrmore, diffcrences in spending arc not corrclated with
simple measures of the quality of care that enrollees receive (see Figure 4).
Although more research is needed about the impact of spending differences on
morbidity and the quality of life (perhaps using more-cxtensive measures of health
outcomes), the available evidence suggests that spending in the high-cost areas
could be reduced without substantial adverse effects on the overall health of resi-
dents in thosc arcas.

Much of the research that has been done about Medicare spending and its impact
on health has focused on the traditional fee-for-service portion of the program,
which serves the vast majority of its enrollees. But the concepts behind perfor-
mance budgcting could also be applicd to the Mcdicarc Advantage program, under
which enrollees can receive their benefits through a private health insurance plan.
Currently, those plans are paid more than the costs for enrollees in the fee-for-
scrvice scctor—about 12 pereent more, on average—and most of the diffcrence is
returned to enrollees in the form of lower premiums, lower cost-sharing require-
ments, or additional benefits. Part of the rationale for the Medicare Advantage pro-
gram is that cnrollees will reccive better carc becausc it will be coordinated more
effectively; by contrast, the fee-for-service program has no explicit mechanisms
to coordinate care. Therefore, estimating the benefits of that coordination and

8. Elliot S. Fisher and others, “The Implications of Regional Variations in Medicare Spending,
Part 2: Health Qutcomes and Satisfaction with Care,” Annals of Internal Medicine, vol. 138,
no. 4 (February 18, 2003), pp. 288-298.
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Figure 4.

The Relationship Between Medicare Spending and
Quality of Care, by State, 2004

(Composite measure of quality of care)
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Source: Congressional Budget Office based on data from Department of Health and Human Ser-
vices, Agency for Healthcare Research and Quality, National Healthcare Quality Report,
2005 (December 2005), Data Tables Appendix, available at www.ahrg.gov/qual/nhgr05/
index.html, and data from the Centers for Medicare and Medicaid Services’ Continuous
Medicare History Sample.

Notes: The composite measure of the quality of care, based on Medicare bengficiaries in the
fee-for-service program who were hospitalized in 2004, conveys the percentage who
received recommended care for myocardial infarction, heart failure, or pneumonia.

Spending figures convey average amounts by state.

comparing those benefits to their costs could be useful. Unfortunately, however,
the data collected on Medicare Advantage plans are not sufficient to do so.”

An area that has received less attention is the variation in Medicaid spending and
what that variation implies about the effectiveness of the services that enrollees
receive. Medicaid spending at the state level varies substantially, even among
enrollees who have qualified for the program for the same reason. I'or example,
among clderly cnrollees, spending averaged about $11,500 in 2004 but ranged
from about $5,000 in the lowest-cost state to about $23,000 in the highest-cost

9. See the statement of Peter R. Orszag, Director, Congressional Budget Office. The Medicare
Advantage ’rogram, before the 1louse Committee on the Budget, June 28, 2007.
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state; for disabled enrollees, average costs varied to a similar degree.'® Those
variations, it should be noted, reflect not just differences in prices or the underly-
ing sickness of enrollees but also differences in eligibility rules and in the scope of
benefits provided by states. Although it is reasonable to assume that Medicaid
spending is subject to the same forces that cause spending variations in the health
care sector as a whole, more research on the sources of variation in the program’s
costs and its impact on cnrollees™ health is warranted.

Addressing the Performance of Medicare and Medicaid

To a certain extent, both Medicare and Medicaid are already subject to evaluations
of their performance, but the question is whether or how they might benefit from a
more systematic review. Rescarch about geographic differences in spending and
other assessments of the programs’ contributions 1o health have been undertaken
without formal requirements, and the executive branch and the Congress are aware
of those analyses as they carry out their regulatory and legislative responsibilities.
In addition. both Medicare and Medicaid have been assessed by the Administra-
tion’s PART initiative.'! But those examinations have not been as rigorous as the
level and growth of spending on the programs would seem to warrant. The PART
reviews, for example, focus much of their attention on how cfficicntly the adminis-
trative functions of cach program arc carricd out, and both revicws statc that the
question of tying budget requests (o perlormance goals—which is usually a stan-
dard component of such assessments—is not applicable because Medicare and
Medicaid are mandatory programs and their “budgetary resources are not driven
by performance goals.”

One reason that tying spending in those programs to performance is difficult is that
policymakers generally have only indirect control over how much is spent. Those
programs entitle enrollees to receive coverage for specified medical services, but
decisions about which services are medically necessary are largely left to doctors
and their patients. Thus, although Medicare and Medicaid ofTficials generally
establish the prices that the programs will pay for each service, they have little
control over the quantities that are used. Efforts to improve the programs’ perfor-
mance would therefore have to change the behavior of doctors, other providers,
and patients—probably using some combination of information about what ser-
vices were most effective or most cost-effective and incentives for doctors and
patients to use those services.'” An additional challenge within Medicaid is that

10. Data on average Medicaid costs at the state level were compiled by the Henry J. Kaiser Family
Foundation and are available at www.statehealthfacts.org. Although elderly and disabled indi-
viduals represent about one-quarter of Medicaid enrollees, they account for about three-fourths
of Medicaid spending.

11. Those assessments are available at www.expeclnore.gov.

1

1N

. For additional discussion of those issues, see the statement of Peter R. Orszag, Director, Con-
gressional Budget Office, Research on the Comparative Lffectiveness of Medical Treatments:
Options for an Expanded I'ederal Role, before the Subcommittee on 1lealth of the 1louse Ways
and Means Comunittee, June 12, 2007,
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decisions about what services to cover and how much to pay for them are made
primarily by statc program administrators, subject to limits and guidelines sct in
federal legislation and regulations.

Those challenges notwithstanding, some efforts have been made to encourage
more effective use of resources in the federal health insurance programs—but
thosc cfforts to move from a fee-for-service system toward a “fee-for-valuc” sys-
tem are at a very early stage. For example, Medicare recently initiated demonstra-
tion programs to test “pay-for-performance™ approaches for hospitals and large
groups of physicians. Initial assessments indicated that the additional payments to
hospitals participating in the demonstration were not cffective in bringing about
improvements in the care they provided (perhaps because the payments were too
small), while the demonstration program involving physicians™ group practices
may not have been designed in a way to effectively identify its effects. This year,
Medicare will also make modest bonuses available to doctors who elect o report
information on certain types of care that they provide (although the payments will
not depend on their actual performance). Many states recognize the growing fiscal
burden posed by Medicaid costs, and several of them have expressed interest in
rescarch on treatments’ effectiveness. For example, more than a dozen statc Med-
icaid programs are involved in a project (affiliated with the Oregon Llealth and
Sciences University) assessing evidence about the relative safety and effectiveness
of competing drugs in the same therapeutic class.

Federal Tax Expenditures

A second area of the federal budget that is often not examined from a
performance-budgeting perspective is tax expenditures. The total size of tax
expenditures is large, but because of the interactions among them, it is analytically
problematic to sum cstimates of the individual expenditurcs—cach of which
assumes that the tax code otherwise is unchanged. Nonetheless, some idea of their
aggregate importance can be seen from estimates of the largest individual items.
‘The largest single tax expenditure is for contributions to and earnings within
cmploycer-sponsored retirement plans, which arc exempt from income taxation;
according to the Joint Committee on Taxation’s estimate, that exemption cost
$110 billion in 2007 (see Table 1). The next largest tax expenditure, costing

$100 billion, is for employer-provided health insurance—an amount that reflects
only the impact on income tax receipts. The costs of providing that insurance are
also exempt from payroll taxes, generating an additional tax expenditure estimated
to exceed $60 billion. !> Reduced tax rates on capital gains and dividends

13. See John Sheils and Randall Haught, “The Cost of Tax-Exempt Health Benefits in 2004,
Health Affairs, Web Exclusive (February 25, 2004), pp. W4-106-W4-112.
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Table 1.

The Largest Tax Expenditures and the Estimated Loss
of Revenues, 2007

Revenue Loss in 2007

Tax Expenditure (Billions of dollars)
Exclusion of Contributions to and Earnings Within Employer-Sponsored

Pension Plang 1102
Exclusion of Costs for Employer-Provided Health Insurance 997
Reduced Tax Rates on Capital Gains and Dividends 94.5
Deduction for Home Mortgage Interest 75.6
Exclusion of Capital Gains at Death 51.9
Child Tax Credit® 45.9
Earned Income Tax Credit* 428
Deduction for State and Local Income Taxes 411
Exclusion of Medicare Part A and B Benefits 349
Deduction for Charitable Contributions® 319
Exclusion of Benefits Provided by “Cafeteria” Plans® 306
Exclusion of Investment Income on Life Insurance and Annuity Contracts 26.1
Exclusion of Capital Gains on the Sale of Residences 25.2
Exclusion of Sccial Security and Railroad Retirement Benefits 241
Exclusion of Interest on State and Local Bonds 201

Source: Joint Committee on Taxation, Estimates of Federal Tax Expenditures for Fiscal Years 2006-
2010, JCS-2-06 (April 25, 2006).

a. Includes refunded amounts counted as outlays.
b. Includes contributions to health and educational institutions.

¢. Cafeteria plans are offered by employers and allow workers to choose what forms of compensa-
tion they receive. This estimate includes the tax expenditure for health insurance purchased
through cafeteria plans, which is also included in the category for employer-provided health
insurance.
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diminished tax receipts by $95 billion, and the deduction for mortgage interest
lowered federal revenues by $76 billion.'*

In each of those cases, the reduction in receipts gives the appearance of a reduced
impact on the federal budget—indeed, most presentations of the budget omit any
mention of tax expenditures. But tax preferences are effectively equivalent to col-
lecting taxes at ordinary rates on the full potential tax base and then subsidizing
the preferred behavior through outlays. The reductions are achieved either by
excluding some kinds of income from the tax base, allowing deductions for certain
activities in arriving at taxable income, applying lower-than-normal tax rates to
some kinds of income, or providing credits against tax liability for engaging in cer-
tain activities. Because selective tax reductions operate as expenditures for spe-
cific economic activities, their effectiveness can and should be evaluated in the
same way as is done for spending programs.

Performance Limitations of Current Tax Expenditures

Given the size of many tax expenditures, it is striking that they are subjected to
little analysis of their effectiveness in achieving their objectives. Indeed, in many
instances, the underlying goal of the tax preference has never been made explicit.
Superficially, it might be assumed that part of the purpose of the preference is to
provide tax relief. But the burden of taxes could be reduced by having lower tax
rates, rather than providing special treatment to certain activitics. Tax reductions
for specific activities, as opposed to a general reduction in tax rates, also affect the
incentives to engage in those activities; therefore, the underlying goal of each pref-
crence is presumably to affect outcomes such as home ownership, health insurance
coverage, charitable giving, and so on.'”

In many cascs, however, the specific outcome that is desired is unclear or appears
to conflict with the objectives of other policies. And in instances in which the goal
is both apparcnt and not in conflict with other policy mcasures, many existing tax
preferences seem to fail to achieve that goal or to be relatively inefficient in

14, As the Joint Committee on Taxation has noted, its estimates for tax expenditures may differ
trom the impact on federal revenues that would arise if'the relevant provisions of tax laws were
repealed. Tax expenditure estimates seek to estimate how much revenue is lost given the current
level of tax-favored activity—that is, assuming no changes in economic decisions by the
affected parties. For example, the estimate of the tax expenditure for excluding from income the
costs ol employer-provided health insurance assumes that those costs become taxable as
income at their current level. If that exclusion was repealed, however. people who had been
obtaining such insurance could change the amount they worked or take other steps that aftected
their taxable income—factors that would be accounted for in a revenue estimate for such a pro-
posal. For a discussion of that issue, see Joint Committee on Taxation, Estimates of Federal Tux
Expenditures for Fiscal Years 2006-2010, JCS-2-06 (April 25, 2006).

W

. Although most preferences tend to complicate taxation, some serve to simplify tax collection,
as when some kinds ol hard-to-measure income are excluded from the tax base. For example.
the exclusion of many forns of noncash income constitutes a type of lax expenditure and gener-
ates inefliciencies by favoring such income over cash compensation; at the same time, those
exclusions significantly reduce the administrative complexity of the tax code.

12
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achieving it. The following examples seek to illustrate those categories of tax
expenditures, although the distinctions between them can be blurry:

m Tax Expenditures with Objectives That May Conflict with the Objectives
of Other Policies. Various business tax expenditures appear to be in conflict
with other spending programs or tax incentives. Some production incentives in
the cnergy scctor, for instance, run counter to the intent of other expenditurcs
intended to reduce demand for energy, so the fundamental policy objective for
both sets of programs is difficult to discern.

m Tax Expenditures That May Fail to Achieve Their Objectives. In a number
of instances, the policy goal is clear and not in conflict with other policies—but
tax incentives do not appear to yield the desired effect. For example, questions
exist about whether tax preferences for certain kinds of savings vehicles, such
as individual retirement accounts, have significantly boosted private saving or
merely subsidized saving that would have occurred anyway.'® People’s deci-
sions about saving may not be affected much by tax incentives, or ceilings on
contributions to such accounts may largely limit the impact of those incentives
on total saving. Another example is the deductions for property taxes and mort-
gage interest. Although those tax expenditures are intended to help lessen the
cost of home ownership, evidence suggests that much of their value is reflected
in higher prices for homes rather than accruing to home buyers.

m Tax Expenditures That May Be Inefficient in Achieving Their Objectives.
Even in instances in which tax expenditures are likely 1o have achieved policy
goals, many do so at substantially higher costs than may be necessary. For
example, exemptions and deductions are commonly employed for purposes that
could often be more efficiently achieved with flat-rate (and potentially refund-
able) credits, as in the case of employer-provided health insurance. Tn addition,
some tax preferences would simply function better if provided in the form of
outlays, such as tax credits for low-income housing.

That final category of tax expenditures warrants further comment. As a result of
the progressive structure of the individual income tax, preferences in the form of
exemptions or deductions increase in value as income rises—because higher tax-
able income places households into higher marginal tax brackets. An income lax
deduction of $1, for example, is worth 35 cents o a taxpayer in the 35 percent
marginal tax bracket and 15 cents (o a laxpayer in the 15 percent bracket. The
consequence is that the subsidy rate provided through the tax code for that type of
preference also tends to rise with income. Yet unless taxpayers’ reaction to the

16. Sec William G. Gale and John Karl Scholz, “IRAs and Houschold Saving,” American Eco-
nomic Review, vol. 84, no. 5 (December 1994), pp. 1233-1260. For a more favorable perspec-
tive on the effects of retitement tax incentives, see James M. Poterba, Steven F. Venti, and
David A. Wise, “How Retirement Programs Increase Savings,” Journal of Economic Perspec-
rives, vol. 10, no. 4 (1996), pp. 91-112.
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Table 2.

The Distribution of Selected Individual Tax
Expenditures, by Income Class, 2005

Deductions (Millions of dollars)
State and Local Income,

Income Class Home Mortgage Charitable Sales, and Personal
(Dollars) Interest Contributions Property Taxes
Less Than 10,000 4 * 1
10,000 to 20,000 83 29 25
20,000 to 30,000 426 165 141
30,000 to 40,000 982 410 378
40,000 to 50,000 1914 711 777
50,000 to 75,000 7,545 3,000 3,300
75,000 to 100,000 8,587 3,462 4,081
100,000 to 200,000 25,081 10,301 13,387
200,000 or More 17475 17,851 _ 17,881
Total 62,097 35,930 39,969

Source: Joint Committee on Taxation.
Notes: * = less than $500,000.
Numbers may not add up to totals because of rounding.

preference or the social benefit of that response varies systematically according to
taxpayers’ income, providing differential subsidy rates is inefficient.!”

Those efficiency considerations are related to, but distinct from, concerns about
the distribution of various tax expenditures. An analysis by the Joint Committee of
‘l'axation shows that the benefits of several common high-value tax expenditures
accrue primarily to higher-income taxpayers (see Table 2). Part of the reason is
that those taxpayers have greater tax liability in the first place. They also tend to
engage in morc of the subsidized behavior. The distributional pattern, though,
results in part from the progressive nature of'the tax code and, therefore, the higher
subsidy rates provided through deductions and exclusions to higher-income tax-
payers than to lower-income taxpayers (which in turn may influence the pattern of
subsidized behavior).

Tax Credits and Economic Efficiency

TEmpirical evidence demonstrating that high-income households are particularly
responsive to tax incentives—or that their responscs gencrate disproportionate
social benelits—is lacking in most cases, raising questions about the efficiency of
providing differential subsidy rates through the tax code. In the abscnce of such

17. See Lily L. Batchelder, Fred T. Goldberg Jr., and Peter R. Orszag, “Efficiency and Tax Incen-
tives: The Case for Refundable Tax Credits,” Stanford Law Review, vol. 59, no. 1 {October
2006), pp. 23-76.
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evidence, the most economically efficient approach to subsidizing an activity
through the tax code generally involves (lat-rate credits available to all
households.

As an example, consider the current exclusion for contributions to 401(k) plans
(a vehicle for retirement savings offered through employers). The value of that
exclusion rises with taxable income because of the link to marginal tax rates. By
contrast, a 15 percent or 25 percent credit for 401(k) contributions would have the
same marginal value for all taxpayers. If the credits were refundable, they would
provide the same subsidy rate to all tax filers. Unless evidence exists that house-
holds in different marginal tax brackets are more likely to increase their saving in
response to the tax incentive, or to generate larger benefits to society if they did
increase their saving, such a flat tax incentive would generally be the most effi-
cient approach to subsidizing retirement saving.

The exemption of income from state and local bonds provides another example.
The exemption delivers different marginal benefits to different taxpaycers depend-
ing on their income bracket. As aresult, the subsidy that the exemption delivers (o
state and local governments is less than the value of revenues lost to the federal
government. Less costly means of delivering the same subsidy could be to change
the structure of the current tax expenditure from tax-exempt bonds to a variation
on tax-credit bonds (discussed further, below) or to provide dircct intcrgovernmen-
tal transfers. 1

Perhaps the most prominent example of a tax expenditure that appcars to be incffi-
cient is the exclusion for employer-provided health insurance—which allows that
form of compensation to avoid both income and payroll taxes. [or a typical
worker, those tax preferences amount to a subsidy from the government of morc
than 30 percent of the costs of health care services that are covered by employer-
sponsored insurance. By reducing the price of that insurance, the tax subsidy
encourages workers to purchase coverage through their employer and to secure
more-extensive policies, increasing the share of costs that is covered and decreas-
ing the share that is paid out of pocket. In turn, that more-extensive coverage puts
upward pressure on total spending on health care. Moreover, the value of the
exclusion is larger for households with higher income.

The potential effects of redesigning the current exclusion for employer-sponsored
health insurance are illustrated by the President’s recent proposal to replace that
exclusion (as well as most current tax deductions for health insurance premiums
and out-of-pocket costs) with a new standard deduction of $15,000 for couples
who file joint tax returns and $7,500 for single filers. Under that proposal, all tax-
payers not enrolled in Medicare who purchased qualifying insurance would be eli-
eible for the deduction, and its value would not vary with the costs of the policy

18. See the statement of Donald B. Marron, Acting Director, Congressional Budget Oflice, f:co-
nromic Issues in the Use of Tax-Preferred Bond I'inancing. before the Subcommitiee on Select
Revenue Measures of the 11ouse Conunittee on Ways and Means, March 16, 2006.

15
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that was purchased. According to the Congressional Budget Office’s (CBO’s)
estimates, by 2010 the number of people without health insurance would be about
6.8 million lower under the proposal than under current law. In addition, the fixed
deduction would cause people to buy plans with less extensive benefits, on aver-
age; as a result, benefits for insured workers would decline by roughly |5 percent
in 2010. At the same time, the Joint Committee on Taxation has estimated, the pro-
posal would increase federal revenues by more than $300 billion over 10 years."”

Compared with people who would be uninsured in 2010 under current law, those
gaining insurance coverage under the President’s proposal would have higher
income and be in relatively good health, on average. The reason is that the value of
the new deduction would be greater at higher marginal tax ratcs, which arc associ-
ated with higher income, whercas insurance premiums would be lower for people
in better health; thus, the net cost of buying health insurance would be lowest for
that group. Even so, the majority of newly insured people would come from lower-
middle- and middle-income households, mostly because the uninsured population
as a group has relatively low income. At the same time, the estimate of the net
reduction in the number of uninsured individuals masks a number of offsetting
shifts in coverage; overall, about 8.3 million people would newly gain coverage,
CBO estimates, but about 1.5 million people would lose employment-based cover-
age and would end up uninsured. Those individuals are somewhat more likely to
have lower income, as the tax deduction would be moderately less valuable to
lower-income households and thus would offset a smaller share of their policy
premiums.

As with other tax expenditures, a key issue in assessing the current tax expenditure
for health insurance and the options for replacing or redesigning it is whether the
responses of households to subsidies or the benefits of insurance coverage vary in
proportion to income. Although households with higher income are more likely to
have insurance coverage, it is not clear that those households are more responsive
to subsidies than are lower-income households; rather, that pattern may simply
reflect the larger subsidies provided to higher-income households. Nor do the
social benefils ol health insurance coverage appear to increase with income.
Because most people who currently lack insurance have relatively low income—
below 200 percent of the federal poverty level—some observers have argued that

19. For an analysis of the President’s proposal to create a standard tax deduction for health insur-
ance, see Congressional Budget Office, An Analysis of the Presidents Budgetary Proposals for
Fiscal Year 2008 (March 2007), pp. 57-62; for a morce extensive and up-to-date desceription of
the revenue estimate, see Joint Comumittee on Taxation, Estimuting the Revenue Effects of the
Administration’s Fiscal Year 2008 Proposal Providing a Standard Deduction for Health Insur-
ance: Modeling and Assumptions, JCX-17-07 (March 20, 2007). It is important to note that
because the proposal represents a significant departure from the current tax treatment of health
insurance, its estimated effects on coverage are highly uncertain. The Treasury Department esti-
mated a smaller impact on the uninsured populalion—a net reduction of between 3 million and
5 million—but also estimated a much smaller effect on federal revenues. See Departinent of the
Treasury, General Lxplanations of the Administration’s I'iscal Year 2008 Revenue Proposals
(February 2007).
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reforms of the current exclusion would reduce the number of uninsured by a larger
degrec if structured as refundable credits.

Other Options for Restructuring Tax Expenditures

Other tax expenditures have not exploited the possibilities afforded by the use of
floors and ceilings to increase their “bang for the buck™ and limit the degree to
which they subsidize activity that would have occurred anyway. For example, a
floor of | percent or 2 percent of adjusted gross income for deductible charitable
contributions would reduce the incentive to make additional contributions by only
a negligible amount while substantially reducing the loss of revenues associated
with the tax expenditure. By virtue of the fact that income calculations are funda-
mental o the tax system, that structure lends itself readily to floors and ceilings—
whereas such an approach applied to regular expenditures would significantly
complicate administration,

Some tax expenditures are inefficient by virtue of being part of the tax system—
and thus might be more efficient if converted to regular outlays. The low-income
housing credit and tax-credit bonds may provide examples. Because they are sub-
ject to ceilings, they do not administer themsclves automatically, and a scparate
institutional mechanism must be set up to allocate them. Incorporating them into
the tax code thus appears to generate little benefit in terms of efficiency or admin-
istrative simplicity. Moreover, the apparent purpose of the housing credits is to
makce housing morc affordable for low-income peoplc—but the credits go to
developers, who are more likely (o have tax liability. Similarly, tax-credit bonds
arc intended to aid local governments, but the credits go to bondholders because
local governments do not pay federal taxes. Because the tax benefits have only an
indirect effect on the activity that policymakers are trying to encourage, those
credits arc probably a more costly way to provide support than simply spending
the money as outlays.

To be sure, some expenditurcs undertaken through the tax system may be more
efficient than ones delivered directly. In particular, the tax return can be a rela-
tively eflicient mechanism for administering programs whose eligibility depends
on income because income must be computed for tax purposes. For example, the
carncd income tax credit is an income assistance program that could be structured
as outlays, but building it into the tax code probably enhances its effectiveness sig-
nificantly while reducing its administrative cost.2® But as the foregoing examples
suggest, many tax expenditures do not appear to have been evaluated sufficiently
for cost-effectiveness. Consequently, the considerations of performance budgeting
could be uscfully applicd to asscssing them, both in terms of the connection
between expenditures and outcomes and in terms of the efficiency of tax expendi-
tures and outlays.

20. The earned incotne tax credil is a refundable credit that may exceed (he amount that an individ-
ual owes in income and payroll taxes—in which case (he refundable amounts involved are
scored as outlays.
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Conclusion

To sum up, the growth of health care spending is the central long-term fiscal chal-
lenge facing the nation, and existing tax cxpenditurcs entail a substantial reduction
in the nation’s tax base. In both cases, federal policy might be improved by apply-
ing principles of performance budgeting—gauging whether the benefits derived
warrant the resources provided. Typically, performance budgeting has been
applicd to discretionary programs, where it has had a checkered history at best.%!
But Iessons drawn from thosc cfforts might be applicd to a more systematic
assessment of mandatory spending and tax expenditures.

21. Tor an analysis of the reports created by federal agencies under the Government Performance
and Results Act of 19953—and of their utility in assessing agencies’ performance and informing
the budget process—see Congressional Budget Office. Budget Options (February 2001),
Appendix A.
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Chairman SPRATT. Let me put the question to all three on our
panel. Is there some better systematic way that you can gain con-
gressional review? Is part of the problem here overkill?

For example, Director Johnson, if your information largely comes
from PART and from GPRA, and it comes with the budget—$2.8
trillion budget—it gets buried in a lot of budget detail. Do you
think it would serve the interest of greater scrutiny if the informa-
tion were prepared in some different form so it came to us in what
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was more discernible, easier to find, or otherwise it is scattered
throughout your entire budget?

Mr. JOHNSON. Yes, sir, I do. Every subcommittee is different. For
instance, the TUB committee’s budget and appropriations that deal
with the Education Department welcome a lot of performance infor-
mation. It is really the model for all of the other agencies. And yet
there are other subcommittees that state in writing that they don’t
want to be confused by my words, all this performance information.
So it is not a universal acceptance or rejection. It varies by com-
mittee, which causes to us think we have an education challenge
before us to explain to every subcommittee how this information
can help them do a better job of budgeting or appropriating.

And every year when we talk about how to put our budget to-
gether, we talk about how to present this, how to focus on desired
outcomes. The goal is not to spend $2.X billion. It is to accomplish,
A, B, C, D. By the way, the cost to accomplish that is whatever it
is. That ought to be the mindset, in our opinion. And our budgets,
in our opinion, ought to be laid out to encourage that kind of think-
ing. But some committees—some subcommittees welcome that ap-
proach, are comfortable with that approach and others are not.

Chairman SPRATT. Are you familiar with the Selected Acquisition
Report in the Department of Defense?

Mr. JOHNSON. No, sir, I am not.

Chairman SPRATT. Do you have any experience with—I am sure
you have had—accounting variation reporting systems whereby you
establish a baseline for costs, schedule, and performance and then
measure against that over time?

Mr. JOHNSON. Well, that is the kind of rigor and approach that
I—that is what I spend all of my time doing, is trying to create
that sort of mindset and approach throughout the Federal Govern-
ment.

Chairman SPRATT. Let me suggest that you take a look at the
SAR, Selected Acquisition Report, created in about 1970. And
somebody added the phrase—I think it was General Walker—if you
want it to be useful, it has got to be used. It is a classic example
of something that hasn’t been intensively used, and therefore it has
not become any more useful than it was, very much so, when it
was first introduced.

Mr. JOHNSON. Let me make one comment on that. I have every
spring for the first 4 years that I was in this job, gone out and did
focus groups with career managers and talked about goals and hav-
ing performance information and outcome goals and so forth. And
what they told me every year, no matter who I talked to, we have
always had some description of what our goal is. And sometimes
it has been quantifiable, sometimes it has been general, sometimes
it has been outcome, sometimes it has been output. But we have
never, ever been held accountable for achieving them. So that is
this—is it useful versus used, their comment to me is that this in-
formation has never been used to drive performance.

Chairman SPRATT. One of the recommendations made a long
time ago—in fact, I wrote an article in General Walker’s quarterly
about it—is that somehow or another for weapon systems in the
Pentagon,—there are about 40, I think, or about 50 that track with
the SAR. The principals here and at DOD need to sit down early
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in the life of a program when it is about to take off and go into
engineering development and establish the baselines that are perti-
nent to that particular system, things that you recognize the
vulnerabilities that need to be watched, so that you don’t have one
template that applies to 40 different systems that are very dif-
ferent and diverse.

It would seem to me that on major programs you could have the
same sort of attitude, that you would sit down with the committee
and you would agree that we are going to watch these things, we
are going to give you a periodic report on this. If there is going to
be cost growth, it could happen here, watch it early. We don’t have
any of that kind of interactive activity at all.

Mr. JOHNSON. There is information, not of the sort you want, but
what you just described is a great goal to shoot at. There is infor-
mation now—every program—the evaluation of every program—
overall evaluation and then the recent performance of that program
relative to its goals for all 1,000-plus programs; $2.8 trillion is very
public on expectmore.gov, the Web site.

What you are talking about is regular reports; here is where we
are running behind schedule, ahead of schedule, whatever, and
here is what we are doing to get back on track.

Chairman SPRATT. We would call this performance budgeting,
but part of it is just reporting anomalies that will require further
investigation should be called to our attention, like Dr. Orszag is
pointing to the fact that a coronary bypass has a fourfold variation
around the country. There needs to be an explanation of that, or
the variation of Medicare expenditure per capita ranges from 4,500
to 11- or $12,000 per person. That is maybe not really performance,
but it is the sort of thing where the executive agency says to the
Congress, you should use your oversight and investigative powers
to look into something like that.

Mr. JoHNSON. Right. We would welcome developing that and fig-
uring out how to interact with Congress to provide exception re-
porting, or as you say, anomalies, to help you all better focus on
how these programs are performing.

Chairman SPRATT. General Walker.

Mr. WALKER. Mr. Chairman, in addition to what you are talking
about, I would like to raise it up a level that I think we need to
focus on and I know you are interested in. The Federal Govern-
ment spends $2.7 trillion a year. It issues thousands of pages of
regulations a year. It forgoes revenues of $800 to $900 billion a
year in tax preferences. And for the most part, it has no idea
whether those programs, policies, and regulations are achieving the
desired outcomes or not.

And one of the things that has to happen, I believe, is the Con-
gress, which has the constitutional responsibility for appropriations
and which has this budget process which this committee is respon-
sible for, we need to get back to basics and we need to say what
type of outcomes are we trying to achieve as a Nation when legisla-
tion is authorized, reauthorized, when the budget process is gone
through, when the appropriators allocate funds and when the over-
sight committees end up conducting their oversight operations.

And that brings me back to the need for a set of key national
outcome-based indicators: economics, safety, security, social, envi-
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ronmental. Thirty-eight percent of the budget last year, as you
know, was discretionary. Sixty-two percent was on auto pilot. That
has got to be on the radar screen. We have got to analyze that too.
Furthermore, none of that counts tax expenditures. That has got to
be on the radar screen too. We haven’t done the basics. We haven’t
stepped back and said what are we trying to accomplish; are we
doing that? And as a result, what the Federal budget is today in
the government, it is an amalgamation of programs, policies, func-
tions and activities from decades, many of which may be outdated,
many of which may not be working. And given our challenges for
the 21st century, we really need to focus at that level as well as
making sure that we have, as you are saying, we are using the
stuff that is being done now, we have a consistent approach and
hopefully a streamlined and more results-oriented approach to the
current processes that are here now.

Chairman SPRATT. Dr. Orszag?

Mr. ORSZAG. Again, I think an aggregate perspective is impor-
tant. But if there were a single thing that policymakers could do
to improve from a performance basis what we are getting today
and in the future, it would be examining what we are getting in
return for our health care expenditures, including the variation
that you noted, both in Medicare and Medicaid. And since so much
of the growth in the future is going to come from increased expend-
itures in that area, if there were just one thing to do it, it would
be to make sure that we were getting value out of those dollars.
And that would be a substantial improvement relative to where we
are today.

Chairman SPRATT. Thank you all very much.

We have just had an ominous bell go off on a motion to adjourn.
So that is not a good sign.

But I am going to turn to Mr. Ryan, and let us make up as much
as we can before we have to run over and vote and come back.
Thank you, Mr. Ryan.

Mr. RYAN. Thanks, Mr. Chairman. I will try to be fairly quick be-
cause we have 13 minutes left.

Let me say for the record, I bristle at the notion or the term “tax
expenditure.” it kind of more or less assumes that this is the gov-
ernment’s money unless we benevolently expend it back to people.

Be that as it may, let us focus on the health one. And if we are
going to spend our time talking about this Nation’s fiscal chal-
lenges, we probably should spend three-fourths of our time talking
about health care.

And so what I want to ask from you—and I know Dr. Orszag and
General Walker, you spent a lot of time on this—what do you think
we ?can do to address the root cause of health inflation, number
one’

Number two, does the health exclusion, that tax expenditure con-
tribute to the problem of health inflation and is it really the pri-
mary reason which created the third-party payment system in the
first place? Which I would argue is largely the biggest contributor
towards health inflation.

And then I have a question about TRIA. And if there is time, I
wanted to ask you, Director Johnson, about how does the PART
program interact with the appropriations process? Do you come and
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talk to the appropriators and bring them through these things
work or aren’t working, and is there a connection between how we
appropriate and the analysis you are doing? So let me stick with
that. And then a quick TRIA question if I have time.

Mr. WALKER. That is a lot. First let me say with regard to the
tax preference, I think it is part of the problem. The fact that we
spend almost—the fact that we forego revenues—and by the way,
tax expenditure is the Treasury’s term. That is a generally accept-
ed term, not mine. The fact that we forego almost $200 billion a
year in tax preferences in the health care area, I think is part of
the problem because it desensitizes people to the true cost of health
care. They don’t see it on their tax return, they don’t see it on their
W-2. It is the fastest growing part of compensation expense. It is
a huge competitiveness problem for American businesses as well as
a fiscal problem for the Federal Government.

So, yes, I think it is part of the problem. Secondly, I think part
of the answer is better targeting of tax preferences and better tar-
geting of government subsidies in the area of Medicare, et cetera.
It is one thing to be eligible for a program or a preference. It is
another to differentiate based upon your income and your ability.

Thirdly, we need national evidence-based practice standards in
health care to reduce costs, to improve consistency, to enhance
quality and to dramatically reduce litigation risk. And the Federal
Government ought to pave the way through the programs that it
has direct responsibility for. We have VA health care. We have
health care that deals with civilian and military employees. We
have an ability to pave the way and to lead by example there, and
that is critically important.

Mr. RyaN. Dr. Orszag, at the end of your answer, if you could
comment on the contributing factor to the tax expenditure and
health care. We just passed a bill yesterday on TRIA, the Ter-
rorism Risk Insurance, which I think you scored at $8.4 billion, but
it left the floor with quote-unquote no score circumventing the
PAYGO process. If you can comment on whether that is going to
cost the Treasury money or not, I would appreciate that as well.

Mr. OrszAG. Okay. Why don’t I start with that? Insurance costs
money because it provides some value to the insured households
and businesses, even in the event that the thing you are insuring
against doesn’t occur. So when you insure your house against a
fire, there is some value that is being provided and some expected
cost of the insurance company, even if your house doesn’t burn
down.

And in the context of terrorism reinsurance, we all would hope
and pray that—that probability of an attack is very low, but there
is unfortunately, some probability, which is why firms want this in-
surance. And that was the basis of our score. It was consistent with
what we had done in the past. I have seen some reports that people
were surprised by our score, but it was fully in line with previous
analysis that CBO has done. The amendment that was adopted re-
duced the score to zero by removing the certainty that is essential
or integral to the provision of insurance, because the insurance will
trigger on only if there is a future active Congress. And under our
scoring, we don’t evaluate future legislative action. So it was scored
at zero, as amended.
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With regard to the employer-provided tax expenditure, tax pref-
erence for health care, there is wide agreement among economists
that that is a relatively inefficient approach to providing a subsidy
through the Tax Code for health insurance. It creates a bias for
employer-provided health care as opposed to individual. It creates
a bias for gold-plated health care relative to less generous health
care plans and creates a variety of other distortions. I think the
challenge in thinking about options to reform or replace it is that
employers are the central pooling mechanism that we have in the
United States for health care. And so if you tinker or change the
tax preference for employer-provided health insurance, what re-
places it so that we are not all in an individual market, which
doesn’t work well in the health sector?

Mr. RYAN. Director Johnson, The PART in the appropriations
process, how do we better connect the two?

Mr. JOHNSON. There is currently—I forget the exact correlation.
I think you all ran a correlation of programs that are PARTed on
a low score and what happens to their budget; does it go down?
And there is a positive correlation. There is attention being paid
whether programs work or not. More attention is paid in some com-
mittees than others, but there is a positive correlation. Every year
we send up

Mr. RYAN. In the administration’s budget?

Mr. JOHNSON. Pardon me.

Mr. RYAN. In the administration’s budget.

Mr. JOHNSON. It is not only in the budget, but money that is ac-
tually appropriated. It is not only what goes on in our budget, but
it is not true that every ineffective or results-not-demonstrated pro-
gram is recommended for a big reduction. Sometimes it is such a
priority, we need to work to make it fix, and we need to fund it
in the meantime. In some cases, we need more money to allow
them to measure the quality in our parks and so forth and so on.
So nothing automatic happens because of the current performance
of a program. Nor should it.

So there is information that—we will send up like—several years
ago it was 50, and last year it was 140 programs that we rec-
ommend for zeroing out or significant reductions. Usually a third,
40 percent, 25 percent of those are because of the way they PART-
ed. There are other reasons for the majority of those programs, why
they were recommended for a big reduction. They are duplicative;
they work, but they are duplicative, or it is not a priority or we
can’t afford it anymore or whatever. There is a variety of reasons.
Performance is not the only reason, honestly, to drive your all’s
budgeting thinking or appropriations thinking.

But right now, performance is being looked at. And it can be
looked at more and it can be looked at more consistently across all
subcommittees. But most importantly, we can do a better job using
this information to drive performance within the executive branch,
which David talks about, within the discretionary programs; and
then in the future, in the nondiscretionary programs.

Mr. RYAN. Thank you. I see we probably have time for somebody
else to ask something.

Chairman SPRATT. We are down to 6 minutes. Okay, good. If you
will bear with us, we will run and vote. We have got 6 minutes for
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this vote and then the two 5-minute votes following it. So we
should be back in about 15 minutes, barring some antics on the
floor. The committee stands in recess.

[Recess.]

Chairman SPRATT. Call the committee back to order and now rec-
ognize Mr. Edwards of Texas for 5 minutes.

Mr. EDWARDS. Thank you, Mr. Chairman. Mr. Chairman, thank
you for holding this hearing. I think while there are sometimes
partisan differences on this Budget Committee regarding what the
priorities and responsibilities of the Federal Government ought to
be, one issue in principle that ought to bring us all together is the
idea that when we are spending taxpayers’ dollars for programs,
we should work together to see that those dollars are being spent
effectively, efficiently, with clear goals in mind. And I think I can
say as a Democrat to my Democratic colleagues, I think in years
past sometimes we have tended to pass a bill based on—or funding
based on a good intention, but good intentions aren’t good enough
when it comes to spending taxpayers’ dollars. And we who believe
in government ought to be the first in line to say we are going to
be very tough on ensuring that programs are accomplishing their
goals, because if they aren’t, ultimately taxpayers will lose their
credibility in the programs themselves.

So I salute you, Mr. Chairman, for holding this important hear-
ing. I thank all of the witnesses for your input and your leadership
in this area as well.

In that spirit, Mr. Johnson, let me say one reason I took a few
more minutes to come back from our votes is I went downstairs
from the House floor to talk to the subcommittee staff that I work
with from my vantage point as Chairman this year of the Military
Construction and Appropriations Subcommittee. And I asked if
they had ever, in this year or in previous years, had ever met with
OMB staff to review the analysis that your agency has carried out
regarding the effectiveness of military construction and VA pro-
grams. And their answer was, no, not this year, and not in their
memory.

So whether that is my subcommittee’s fault or OMB’s doesn’t
really matter. But let me just say, in the spirit of my opening com-
ments, I would welcome your staff meeting with me or my staff as
we start to go to conference on the MILCON-VA bill and look at
what we can glean from that analysis.

And an example, the kind of question that is so basic to me that
still can’t get answered very well, is the VA health care system
generally a good bang for the buck? My general belief is yes, it is.
It is an outstanding system. And the conventional wisdom is that
we provide quality care for fewer dollars than the private and non-
profit and for-profit health care system. But I am not sure I could
quantify that judgment.

So by the same token, I was very involved in the new public-pri-
vate partnership program we have had in military housing. And I
think generally it has been accepted by the departments of the
agencies within the Department of Defense as an outstanding pro-
gram. But I haven’t seen any kind of economic analysis to compare
that to the old system. So I, for one, who at least chairs one appro-
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priations subcommittee, would welcome more interaction between
us on this.

Mr. JOHNSON. I will make sure that happens, sir.

Mr. EDWARDS. Thank you.

I would—Mr. Walker had brought up, Mr. Johnson, the issue of
analyzing tax preferences. Whether we call them tax expenditures
legally or tax preferences doesn’t bother me one way or the other,
but let us call them tax preferences out of respect for others. The
fact is that GAO has put out a report saying that they do represent
a huge loss of revenues based on preferences that some companies,
some groups of individuals, some industries get compared to others.
It also says that OMB has only rarely used the performance-based
analysis on tax preferences. Could you tell me what the adminis-
tration’s official position is on that issue? And should we expand
performance-based analysis to the effectiveness and efficiency and
the clarity of goals of tax preferences?

Mr. JOHNSON. I know it was the administration’s official position
to develop the PART to analyze programs, both discretionary and
nondiscretionary programs. And so the feeling about using some-
thing—using it or something like it to evaluate tax programs, it
was not no, but not yet. That is still our position. And unofficially
it sounds like it is something we ought to do, and we ought to re-
view the mechanism, or decide that that mechanism—the PART
mechanism or some version of the PART mechanism, and figure
out what we want to do.

But our position has never been that we didn’t want to do it; it
was just not yet. We wanted to focus on how programs worked, be-
cause we wanted to use that then as the basis for driving perform-
ance management, people management within programs, and cause
the Federal Government to become more purposeful about the way
they spend the money.

Mr. EDWARDS. Right. Okay. Thank you. I see my time is up, so
I will withhold my additional question. Thank you, Mr. Johnson.

Thank you, Mr. Chairman.

Chairman SPRATT. Thank you, Mr. Edwards.

Mr. Doggett is not here.

Mr. Scott of Virginia.

Mr. ScorT. Thank you, Mr. Chairman.

Mr. Walker, you indicated that—I think implied that tax expend-
itures were hidden in the budget process. Doesn’t PAYGO expose
these expenditures, at least the prospectively, if we try to pass
them in the past, in the future?

Mr. WALKER. My understanding is there is some prospective ap-
plication, but not ones that already exist, if you will. They are in
the base. And that is what I am talking about.

Mr. ScotrtT. Okay. And when we were talking about performance
measures, is that a Budget Committee function, or is it a sugges-
tion that authorizing committees on reauthorization should con-
sider, should be proactive in ascertaining whether or not the pro-
grams have been performing, and then kind of report to the Budget
Committee or to the Appropriations Committee?

Mr. WALKER. I believe that the country would benefit and the
Congress would benefit for having a set of key outcome-based indi-
cators for budgeting, authorization, reauthorization, appropriations,
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and oversight purposes. When you are considering legislation to
begin with, one of the basic questions ought to be what are you try-
ing to accomplish, and how are you going to end up measuring
whether or not it is making a difference? And so I think it crosses
all those different constitutional responsibilities.

Mr. ScotT. I serve as Chair of the Crime Subcommittee. What
kind of performance budgeting policies would you suggest for budg-
eting in the area of crime policy?

Mr. WALKER. Crime rates, the nature of violent crime. I mean,
there are issues that relate to actual outcomes. What are we doing,
you know? Those would be a couple of examples in that area.

Let me give you a couple other examples that are outside that
area: math proficiency, science proficiency, life expectancy at birth,
infant mortality, household savings rates. There are a number of
things that right now, quite frankly, we are measuring, and many
other countries are measuring, but we are not using it for purposes
of informing our decisions on spending programs, tax policies, and
regulatory actions.

Mr. ScoTT. And if the expenditure on a crime policy issue did not
lead to a reduction in crime, reduction in violence, then we ought
to reconsider making that expenditure?

Mr. WALKER. Right. You need to have more evidence in order to
be able to make informed decisions about which programs and poli-
cies are working and which aren’t, how to redirect limited re-
sources and authorities to achieve the maximum impact.

Mr. Scort. This is hard to understand, because most crime pol-
icy is slogan generated; that is, you come up with a good slogan
and you codify it, and it helps politicians get elected. What you are
suggesting is we ought to use our common sense and actually re-
duce crime. How does that help us get reelected?

Mr. WALKER. My objective, Mr. Scott, is to help the Congress
help the country, help the American people.

Mr. Scort. Could you say a word about—a lot of the testimony
is on health care, and it seems to me if you don’t have employer-
based health care, there would be no incentive—with the tax ben-
efit—there would be no incentive for the employers to actually pro-
vide the health care.

Mr. WALKER. I will let Mr. Orszag——

Mr. Scorr. We are trying to get more people insured. What
would happen if we did not have this tax expenditure?

Mr. WALKER. Let me answer that and then go to Mr. Orszag.

First, I don’t know that Mr. Orszag is talking about eliminating
any tax preference. From my standpoint, I think you have to recog-
nize that there are a variety of forces that cause employers to offer
health care, not just the tax preferences.

Mr. Scotrt. If you don’t have the tax preference, that is the ra-
tionale.

Mr. WALKER. No, no. Well, the number one benefit of preference
by employees—and I used to practice as the worldwide head of a
human capital consulting firm before I had this job—the number
one employee benefit of preference for employees is health care.
Number two is health care. Number three is health care. So the
market says employees want health care as part of their basic com-
pensation package. The tax incentives are icing on the cake, but
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they are by no means going to reduce the demand or desire of em-
ployees for health care.

And I will let Mr. Orszag——

Mr. OrszAG. Yeah, Mr. Scott, if I could just add, clearly the cur-
rent tax preference provides one incentive for employers to offer
health care. But in analyzing proposals like the administration’s
proposal to transform the current tax preference into something
else, we had to struggle with what other things, what other aspects
of the employer-provided package would still persist? And our esti-
mate suggests there would be a reduction in employer-provided
coverage, but it would still be the bulk of coverage. And the reason
is administrative cost savings from large employers being able to
pool people together, and the pooling mechanism through employ-
ers. So unless you specifically——

Mr. Scott. That you get a group rate.

Mr. ORrsZAG. You get a group rate, and you get administrative
cost savings because it is not just a group rate by pooling people
together, but you are doing it in an employment setting, where it
is easier to sign people up, and the back office kind of steps are
also easier.

Mr. Scort. Thank you, Mr. Chairman.

Chairman SPRATT. Thank you, Mr. Scott.

Mr. Boyd of Florida?

Mr. BoyD. Thank you, Mr. Chairman.

Mr. Chairman, I am very pleased that you have decided to take
on this issue in this hearing. And also it is very obvious that these
three panelists have a good grasp of the principles that would be
required to take on this monumental task.

When I was in the Florida Legislature in 1994, I chaired a com-
mittee that wrote a piece of legislation called performance-based
budgeting. That ultimately came into law, was signed by then Gov-
ernor Lawton Chiles, and now we have 13 or so years of history
of performance-based budgeting in Florida. And that has been
hailed by some, including the National Conference of State Legisla-
tures, as one of the premiere performance-based reporting and
budgeting laws and States in the country.

I would ask those of you on the panel, are you familiar with this,
and have you studied it, and is that or some other similar system
one that we can use as a model? Because this is not going to be
easy.

Mr. JOHNSON. There was a hearing 2 years ago, I think, and
Mike Conaway and Congressman Cuellar were on the panel with
me, and Congressman Cuellar was talking about the performance-
based budgeting in Texas. I am sure it wasn’t as good as it was
in Florida, but maybe it was close. And a lot of the things that he
pointed out were being done in Texas he was recommending be
done here, that they have this kind of information and that kind
of information. And the thing that came out of that hearing was
actually the kind of information he is calling for exists, it is this
performance information, but it is not used, which is—we haven’t
done a good job of communicating it, and maybe the interest level
here, or piquing the interest, tweaking the interest level up here.

As you make this comment, I was writing down we need to look
at, in our world, all the examples of performance-based budgeting
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in the States, and what are the lessons learned? How do different
States use the information to make smarter budget decisions, ap-
propriations decisions? And are there any suggestions about what
we might be doing differently at OMB or in the executive branch,
or what this committee or the appropriators might be doing dif-
ferently? I bet that we haven’t studied that to see if there are any
lessons learned as much as we should have.

Mr. Boyp. Before we go to the other panelists to answer that
question, I might add we went all over the country studying other
governmental entities—Texas was one of them—but we found lots
of our good work or good examples of good systems in cities, mu-
nicipalities, and counties.

So, Mr. Walker?

Mr. WALKER. Mr. Boyd, I am somewhat familiar with that. As
you know, I am a Florida CPA and lived in Florida a number of
years. I know that Florida was an early adopter of performance-
based budgeting. I know you had something to do with that. I know
GAO did some work in the mid-1990s which included looking at a
number of performance-based uses at State level, and Florida was
a leader at that time. We haven’t done work on it in recent years,
and, quite frankly, we would entertain a request from this com-
mittee to take a look at what is the state of performance-based
budgeting should you desire us to do that, because I think it clearly
is meritorious.

Mr. OrszZAG. The only thing I would add is my understanding,
for whatever it is worth, is that at the State level performance-
based budgeting has not been widely applied to two of the areas
that we were discussing here, in particular, for example, State
Medicaid programs and exactly what they are accomplishing or not,
and similarly SCHIP, and also tax expenditures. So they are very
useful for the areas that they are applied to, but, at least from a
Federal budget perspective, there are big pieces that are not as
analyzed.

Mr. BoyDp. It is obvious—well, I can tell you from having been
through this exercise at a lower level of government that you have
to—it is not about just having information, it is about creating a
framework or a structure in which you use that information with
definable and measurable principles or principles of measurement,
performance, duplication, waste, fraud, and—all of those things
come into play. But you have to have a structure which tells the
bureaucracy of a government that this is the way we are going to
do it, and that structure has to be in law. Obviously, that bureauc-
racy is a very, very difficult one to break through here in Wash-
ington, D.C. Are you folks optimistic that we could do that if Con-
gress and the administration put our heads to it?

Mr. JOHNSON. I am confident, primarily because we are getting
agencies to do this, to focus on results by holding them accountable
for it. What we have found is—and it would be even stronger, it
would be even more compelling if there were some congressional
reasons for doing it, if some of this was in statute. We have found
that when you sit around with agency leadership and say, here is
what we want to do, here is how we want to run the railroad, don’t
you agree; you have goals and you have performance, you report on
it quarterly or every 6 months or whatever, and you have correc-
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tive action plans and performance action plans, we want to make
this very public, don’t you agree this is a good idea? And they will
say, well, yes, but let us do it this way. Then we say, here is the
way we are going to run the railroad, and then every quarter let
us assess who is doing what they said they were going to do, and
when are we getting to the point where it is a desired level of per-
formance management?

We do that. There is no law that says this will happen, but it
is the President, starting with the President on down, that says,
this is the way we are going to do it. And so you can say, well, then
what if another President came in and it wasn’t a priority, would
you lose it? Maybe. But my sense is that the people in the agencies
understand this is good for the agencies. This is something that by
and large it will make HUD work better. It will make Interior work
better. And so it will make it a better place to work, a better place
to be a public servant. And so the employees get it. This is not
something that is bad for them. But they want to be trained how
to do it. They want to have the money to be able to do it. They
want to have the time to be able to do it.

And so I think we have—what we need to do is figure out how
to help agencies do it even more successfully going forward. It ex-
ists in the executive branch now. It is not locked in. It is not—
doesn’t permeate their entire being, but it is something they get,
it is something they are doing because we are holding them ac-
countable for doing it.

Mr. Boyp. Mr. Chairman, I know my time has run out. Are we
going to have a second round so that we may continue with——

Chairman SPRATT. Go ahead, Mr. Boyd, if you would like.

Mr. Boyp. Okay. I would ask the other panelists to respond.

Mr. WALKER. First, Mr. Boyd, you already have one law that is
called the Government Performance and Results Act. And as I
noted in my testimony, we need full implementation of that law.
We don’t believe the executive branch has fully implemented the
governmentwide performance plan. We think they need to do more
on the horizontal dimension, and they also need to consider tax
preferences, as I have noted.

Secondly, we have also recommended in my testimony that the
Congress ought to consider a congressional performance resolution.
And this committee obviously could take the lead.

I think this committee could also take the lead on looking at the
concept of key national indicators. And I think that is something
that, quite frankly, is meritorious of moving forward with a public-
private partnership to take that concept and make it a reality, as
other countries have. We have done some work on that. We are
happy to do more work on that.

I also think that this committee could also think about doing
something similar to what the Senate Budget Committee did back
early in my tenure, and that is to form some task forces on health
care, key national indicators, selected issues that you may have an
interest in to see what might be a proper way forward not just for
this committee, but for the Congress. And we would be happy to
work with you on that.

So first we have got to fully implement the existing laws, then
we need to figure out what else can be done administratively. And
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I come back to what I said earlier: Even if the information exists,
it has got to be used. There is information that exists right now
that is not being used. And that is a cultural issue; it is not a legis-
lative issue. It is the fact that people aren’t used to it, they are not
being held accountable for it, and therefore why bother?

Mr. ORSZAG. If I could just tunnel in on one area, in addition to
the comments that have already been made. With regard, for exam-
ple, to Medicare, there would be statutory changes that would be
required in order to significantly expand the information base that
we have, which is currently lacking. We simply do not have enough
information on what works and what doesn’t, what is causing the
variation in Medicare spending, what type of spending is worth it
and what is not, what works better, what works not so well. And
for Medicare to then incorporate that information into its payment
system so that we would move from a fee-for-service to a fee-for-
value, one would require statutory changes also. So in that par-
ticular area, as just one example, there are statutory changes that
would be necessary to build the information base and then to apply
the information.

Mr. JoHNSON. If I may have one more comment, a good bit of
GPRA has been implemented. Agencies do a lot of reporting about
performance. In my opinion, our opinion, the PART information
gives us more consistent, higher quality, outcome-oriented perform-
ance information with which to comply with GPRA requirements.

I think most people would agree that little change in perform-
ance has come about as a result of GPRA. It is not because—for
the programs that we are managing. It is not so much for the man-
datory, and we have got nothing going on in the tax whatever you
want to call it program. But for the discretionary programs that we
pay a lot of attention to and are trying to hold, increasingly so,
managers responsible for performing well, little attention is paid to
what is reported to Congress about performance. It is not as spe-
cific in the GPA format as it can be, and, I think, as it should be,
and when it is reported, very little attention is given to it. Very lit-
tle—there is very little, so what? This program doesn’t work. What
are you going to do to cause this program to work at an exceptional
level versus a marginal level? And this isn’t a budget issue so much
as at a congressional level, and I think we can even do a better job
at the executive branch.

One of the things that has really helped sort of set the ground-
work for change in the executive branch is 3 years ago or so, they
changed the law that allowed the Senior Executive Service, 8,000
of them, 90 percent of which are career, to be held accountable for
the performance—the performance measures—program perform-
ance measures in their performance goals. So they are not held ac-
countable for having proper competencies; they are held account-
able for the performance of their programs. And their pay increase
can be tied to their performance rating.

We could have had this law 3 years ago and not been able to
abide by it because we didn’t have the performance measures used
to evaluate a manager’s performance. Now we have performance
measures. They are not perfect, never will be, but they are very,
very good. We have the data now to increasingly every year hold
managers accountable for the performance of their programs. That
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is where real rubber meets the road is when individual executives
in programs and all of their staff are held accountable for how their
programs work. That can take place in the executive branch with
the help of some legislation, and if we work together to prevent
some legislation that would keep that from happening. There are
some interests in this town that would like that not to happen, as
you can imagine.

Mr. BoyDp. Thank you, Mr. Chairman, for your indulgence.

Chairman SPRATT. We will go next to Mr. Cooper and then Mr.
Porter of Nevada.

Mr. Cooper.

Mr. CooPER. Thank you, Mr. Chairman. I can’t think of a more
important topic than helping taxpayers get more value for their
money.

We have excellent witnesses here today. I am disappointed at
Member response. This testimony should be required reading for
all of our colleagues so that we can get more on top of these issues.

First let me focus on the Medicare discussion that Mr. Orszag
was having with Mr. Boyd. I want to commend Peter for beefing
up the CBO staff in the health care area, and I think there are
some very explosive parts of the testimony for Members who really
understand. First the map on page 5, the geographical differences
in Medicare reimbursement are stunning. Completely different pay
levels for doing exactly the same medical procedure, completely un-
justifiable, but yet it has been law for 40-plus years. And we seem
to live with those discrepancies.

But my real point is the chart on page 8, which shows the rela-
tionship between quality of care and expenditure of money on care.
There are a lot of dots on the map. I wish that CBO in the future
would put each State’s identity on those dots, and also do what I
think the Commonwealth Foundation has done, which is to draw
a trend line over those dots so that you can see the inverse rela-
tionship between money and quality. So, in other words, the more
you spend, you don’t get more quality; the more you spend, the less
quality you get, which is the opposite of what it should be. So I
hope CBO wasn’t pulling any punches in this case, but an overlay
trend line would be helpful for Members so they could see clearly
the relationship.

Mr. ORrsZAG. I would hope that I am getting known for not pull-
ing punches. So, no, that was not on purpose. We can look into the
suggestions that you made for future publications.

Mr. CooPER. Thank you.

I thought the other most explosive element of the testimony was
regarding tax expenditures, and here Comptroller Walker excels.
Most Members of this body do not realize that the Ways and
Means Committee’s pocket jurisdiction is larger than the total dis-
cretionary spending of every other committee in Congress com-
bined. Now, I am not against the Ways and Means Committee, but
that is an amazing side feature of their jurisdiction, to be able to
effectively spend $800, $900 billion a year, and that is not even
their primary portfolio.

So I would like to ask Mr. Walker what we can do to try to rein
in these expenditures in drag, basically, because they are
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masquerading as something else, and I think to a curious effect.
What should we do about this expenditure problem?

Mr. WALKER. First, we need more transparency with regard to
these tax preferences and the cost of these tax preferences. We
need to have more transparency in the financial statements. We
should have more transparency as part of the annual process the
budget goes through, you know, maybe the congressional budget
resolution that we recommended.

Secondly, we need to also subject them to an outcome-based anal-
ysis, and hopefully that the Congress can move forward with this
concept of key national indicators through a public-private partner-
ship. Then we should subject not just discretionary spending, but
mandatory spending as well as tax preferences to an analysis of
whether or not they are making an outcome-based difference.

I think whenever you are passing new legislation and reauthor-
izing existing policies and programs, you need to determine what
you are trying to accomplish on an outcome-based measure. Put it
right in the legislation and make sure, therefore, that there is a
periodic analysis of that both on the tax side and the spending side
that Congress automatically will consider as part of its normal con-
stitutional responsibilities. Tax preferences are largely off the
radar screen. You can’t manage what you don’t measure. You can’t
hold accountable what there is not adequate transparency for.

Mr. COOPER. I thank the gentleman for his response. This effec-
tively—it seems to me you are saying that as uncontrollable as
some entitlement spending is, tax expenditure spending could be
even more uncontrollable, because oftentimes we don’t even know
what it is.

There is a Bush Treasury official, I think her name was Pam
Olson, who testified before this committee a couple years ago say-
ing that tax expenditure spending is basically unmeasured and
unmeasurable, unverified and unverifiable. That should alarm any-
one who is interested in good government. And yet year in, year
out we seem to do very little about it.

I see that my time has expired, Mr. Chairman. Thank you for
this important hearing.

Chairman SPRATT. Thank you, Mr. Cooper.

Mr. Porter?

Mr. PORTER. Thank you, Mr. Chairman. I appreciate this oppor-
tunity today. And we have three of the most talented individuals
in Washington. And I say that I do respect, I appreciate your opin-
ion, and have worked closely with you for a number of years, and
I appreciate you being here. And we could choose who has talent
or not, if you would like. I know, Mr. Walker, you were just in Las
Vegas. Did you see O.J. While you were there? Anything we need
to know about

Mr. WALKER. It is amazing, you know. I was in there doing the
Fiscal Wakeup Tour the day that O.J. got arrested, and I didn’t
come across him.

Mr. PORTER. You weren’t at the Palace Station, obviously.

Mr. WALKER. Don’t know him, haven’t seen him, and don’t really
worry that I haven’t.
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Mr. PORTER. In all seriousness, we appreciate you being in Ne-
vada. And I understand it was very well received. And thank you
for your insights.

And again, thank you, Mr. Chairman.

And I guess I sometimes try to oversimplify things in trying to
compile information and put it in words that maybe our constitu-
ents can understand, but it seems to me—and this may be more
of a comment than a question, but it seems to me we need a day
of reckoning in Congress, that there is 1 day of the year when we
look at expenditures, we look at revenues, how much we have
spent, or how much we have promised to spend, and on that par-
ticular day everything comes to a point where we see how much we
don’t have. And I know we go with continuing resolutions some-
times, and there is omnibus bills, but it doesn’t seem to me, unless
I am missing something, that there is 1 day of reckoning, other
than tax day, of course, which I think should be election day, April
15th, where this Congress, this body—and I believe that we could
do it together in a bipartisan way—look at this is where we are
today, this is what we have promised, and this is what we don’t
have. Is there such a mechanism in place? Can we do that?

Mr. WALKER. I can tell you that I lead strategic planning for
auditor generals around the world, and also I am on the board of
the international organization, and some countries have such a
thing. And I think one of the things that this Congress ought to
consider is one time a year have the Director of OMB, the Comp-
troller General of the United States, and the Director of CBO re-
port to the Congress as a whole—and I am talking about not just
sending a paper, but I am talking about physically be there with
the Congress—to present an assessment of where we are, and
where we are headed, and the different perspectives. I think that
would be invaluable. And I know that happens in some countries.
Unfortunately it doesn’t happen in ours.

Mr. PORTER. I think for families we look at our budget, and at
the end of the year you look, and you look at your credit cards, and
you look at your bills and how much income you have. There is a
day with our families when we know we are short or we are doing
okay. And the same with business. We have that. At the end of the
year we reconcile our books. And I would like to work with you, if
we could make that presentation to this body at some point so that
we can see where—the American people can see where we are. I
would appreciate that.

Mr. OrszAG. I was just going to add that one of the purposes of
CBO’s budget outlook that is released in January and then in Au-
gust is to give a snapshot of both where we have been and where
we are going. And one of the purposes of the budget resolution, to
the extent it is adopted on an annual basis, is to try to take that
information into account. So I agree there is much more that can
be done.

Mr. PORTER. Be more transparent. I think you are providing the
information, but maybe we can consolidate it more concise.

Mr. ORSZAG. Yes.

Mr. PORTER. I would appreciate that.

Mr. WALKER. It is not just that, Mr. Porter. There is no question
that CBO provides a lot of valuable information, and so does GAO,
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and so does OMB. But there is a difference between sending up
electronic or print documents up here and appearing before the
body of the whole and making an oral presentation, using charts
and graphs that convey a lot of information very concisely. That is
what is missing, and that is what is needed.

Mr. PORTER. Thank you.

Thank you, Mr. Chairman.

Chairman SPRATT. Mr. Etheridge is next.

Mr. Etheridge, would you yield just for a second and let me say
a word?

Mr. ETHERIDGE. Yes.

Chairman SPRATT. This is the point I was going to make about
the SAR. I recall when it was created in the Pentagon, I was work-
ing for the Comptroller when it was created. Twelve years later,
when I came back here, came into Congress, I went over and start-
ed pulling out SARs just to see how they looked. They looked the
same way they had 12 years ago. They weren’t more useful because
they hadn’t been used.

One of the things that happens when you engage and use a docu-
ment is it becomes better and better adapted to its intended pur-
poses. When it sits on the shelf, nobody uses the end product, it
just gives you the same old output every year.

Mr. Etheridge.

Mr. ETHERIDGE. Thank you, Mr. Chairman, and thank you for
the hearing.

Let me thank each of you for being here. And I won’t elaborate
on the accolades, because we are honored to have you here. Let me
just make a couple of points and ask a question.

I served as a State legislator before I came here, and chaired the
Appropriations Committee, and then served 8 years as State super-
intendent and ran one of the largest budgets in our State. And
what you say is true. But the real challenge gets below really that,
as you well know. And let me just give an example, and then I am
going to ask my question, because I do think that performance-
based budgeting really holds some potential, really maximum po-
tential, for public agencies if it is used and used properly.

For example, let me just give you one example, that we are
underfunding education right now, in my view, if we are really
going to continue to be a strong country. And if we are pairing it
off against other things, I think that is dangerous. The administra-
tion sent a budget up cutting education by 1.5 billion, eliminating
44 various agencies. Sounds like a great idea if you don’t know the
difference, but when you start looking at it, it was a tool that was
called Program Assessment Rating Tool. Sounds good. Makes
sense. However, when you find out that, number one, none of the
public participants were in it, none of the stakeholders were con-
sulted, they just reached in and parceled them out, threw them up
on the table, and the problem you have with that is the folks in
the field are dealing with training the next generation of workers,
and they don’t have input.

That is not a very good performance-based process, in my view,
having worked with it. People need to be engaged and believe it is
fair. And we are getting close to a reckoning day. So I think you
are absolutely right.
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So let me ask you a question. And I do want to applaud the work
that each of you are doing and thank you for it. It is very impor-
tant to our work. To develop options, though, for policymakers to
address the looming train wreck that you have been talking about,
and I think it is one we have got to deal with on the budgets, on
the horizons, in a variety of ways, and I want to thank Chairman
Spratt for calling this meeting, let me just ask each one of you for
one suggestion, just one, and you have given us a whole bunch, but
just one that we could use to accomplish that purpose. Just one.
Whoever wants to start first. Mr. Johnson?

Mr. JOHNSON. I think that this committee or Congress or the ad-
ministration should publicly declare that they want to be held ac-
countable for the government working well and better every year
in a demonstrable, quantifiable degree.

Mr. ETHERIDGE. That is more like a policy statement. Okay.

Mr. JOHNSON. Just that commitment will drive behavior, will
drive a level of transparency that doesn’t exist now. It will drive
an attention to performance or nonperformance that doesn’t exist
now. And it will drive real-life things happening unlike that are
happening now.

Mr. ETHERIDGE. Very good. Thank you.

Mr. Walker?

Mr. WALKER. I testified before that with regard to our fiscal chal-
lenge, the best thing you can do is to reimpose tough statutory
budget controls on both sides of the ledger, dealing not just with
discretionary spending, but also mandatory reconsideration triggers
for mandatory spending, and also to put tax preferences as part of
that radar screen. You have to do that.

Now, as far as performance budgeting, I would say moving to-
wards an annual congressional performance-based budget resolu-
tion—now, it is going to take you—you are going to have to do
some work to get there, because you are right, there is a lot of de-
bate about, well, which indicators do you want to use in order to
assess performance? But agreeing that there is a desire to move to
some type of annual congressional performance-based budget reso-
lution and then putting in place mechanisms to make that a reality
over time.

Mr. ETHERIDGE. Starts that dialogue.

Mr. OrszZAG. I would say if there is one step that, looking out
over the future, you wanted—and you wanted to adopt a perspec-
tive to get more for your money from the Federal budget, it is in
health care. And perhaps the most single auspicious thing that
could be done if you wanted to move in that direction is to vastly
expand the amount of comparative effectiveness research that is
done; that is, examining what works and what doesn’t through reg-
istries, through trials, et cetera, and then tying financial incentives
and other incentives to the results of that research.

Mr. ETHERIDGE. Thank you. Thank all three of you.

Thank you, Mr. Chairman. I yield back.

Chairman SPRATT. Thank you, Mr. Etheridge.

Mr. Becerra?

Mr. BECERRA. Thank you, Mr. Chairman, and thank you to the
witnesses for your testimony.
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I am not sure if you explored this earlier or not, but I am inter-
ested in hearing your thoughts about the expenditure side. And,
Comptroller General Walker, let me start with you and ask have
you all done any analysis of the charitable deduction expenditure
and whether or not we as a Nation are getting the value of that
lost revenue in returned programming and services for Americans
through that charitable deduction?

Mr. WALKER. We have done some work with regard to tax pref-
erences in general. I do not recall any particular work that has fo-
cused specifically with regard to the charitable deduction and the
value for money implication, but I will check and provide for the
record a specific answer.

[The information follows:]

Mr. BECERRA. Let me offer any of the witnesses if they have any
comment with regard to any work that may have been done to ana-
lyze that particular expenditure, the charitable deduction, and its
value to America.

Mr. ORszAG. There has been some academic work done. I will
have to check on whether CBO has published work. The academic
work has raised some interesting possibilities. So, for example,
there is a recent study that shows a match for a charitable con-
tribution may be more effective in eliciting charitable contributions
than money back in your pocket, which is basically what a tax—
the current tax preference does. So you give a dollar to a charity
and there is a matching contribution, that, according to one study,
generated more activity than you give a dollar to the charity and
you get something back in your pocket in exchange.

Mr. BECERRA. Dr. Orszag, I am actually interested in the output
side of that transaction, where we then determine how that charity
uses the money. I would like to find out if anyone has analyzed
how those organizations that receive that charitable deduction em-
ploy those dollars that they get as a result of taxpayers having less
money to have to pay into the Treasury. Money forgone, my under-
standing, it is about $32 billion that the Treasury forgoes because
people make these charitable deductions to these nonprofit organi-
zations. And I am interested in finding out, for example, if we are
getting our dollars’ worth. I know there are a lot of poor people in
this country. I am wondering how many of those charitable con-
tributions end up helping people who are poor, end up helping peo-
ple who have no health care.

Mr. WALKER. You are raising a very interesting point. First,
there is audit authority and evaluation authority that we have, for
example, when you are dealing with Federal grants. All right. So
they are on the radar screen, because they go through the appro-
priations process and the budget process. But tax preferences don’t.
That is not Federal money. It is forgone Federal revenues. And
therefore, you would even have an issue of whether or not we
would have the audit authority, you know, with regard to a tax
preference. That is not Federal money. It is forgone revenues.

Mr. BECERRA. Let me ask and see if any of you wish to volunteer
an opinion on whether or not we are making the best investment
of tax dollars or forgone tax dollars by providing this particular tax
expenditure, the charitable deduction.
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Mr. ORSzAG. Let me just say there are a variety of tax pref-
erences associated with the nonprofit and charitable sector, not just
the contribution one that you noted, but also the fact that they do
not pay tax on their net revenue.

Mr. BECERRA. Correct.

Mr. ORszAG. And there have been questions that have been
raised about the degree to which some of those entities are per-
forming services and doing things that are quasi-commercial in na-
ture. And the dividing line between a purely charitable activity and
a quasi-commercial activity has become blurred. CBO has done
some work on that in the past and will be doing more in the future.
And I guess I would leave it at that, that there have been ques-
tions raised about that line.

And then you are raising another issue, which is even within the
charitable—you know, even within that more clearly charitable set
of activities, how effective are they in actually achieving their ob-
jectives?

Mr. BECERRA. Right.

Mr. ORSZAG. Again, I think that is something that we don’t have
good answers on.

Mr. BECERRA. General?

Mr. WALKER. A few comments real quick. First, there is some-
thing called UBTI, unrelated business taxable income. And, for ex-
ample, AARP pays a lot of money on—a lot of tax on that, because
they make a lot of money with regard to their insurance programs.
Furthermore, we have done work at GAO for the Senate on the
issue of not-for-profit entities, for example, hospitals, and whether
or not there is a meaningful difference at the type of services that
they are providing versus for-profit hospitals, because obviously
they are gaining a benefit through tax-exempt status, and presum-
ably there should be a public welfare gain from that.

Mr. BECERRA. And, Mr. Chairman, I see my time has expired. If
I could just explore one final question.

Is there something, General Walker, that we could do to perhaps
expand that examination? Because I think it is a legitimate con-
cern to find out if there is a difference between what a not-for-prof-
it hospital is providing to the public versus a for-profit hospital,
and whether or not there is a reason to give a not-for-profit hos-
pital a tax advantage over a for-profit hospital in the work that
they do in a community.

I also think there is a reason to explore whether or not many
foundations are doing the work that we expect of them, especially
family foundations are doing the work we expect of them to provide
the general welfare of the public for the forgone taxes that they
would otherwise pay. Is there something there that you think
would be worth exploring by the GAO?

Mr. WALKER. First, let me do two things. One, I will provide back
to your office information on what we have done and what we are
doing with regard to not-for-profit hospitals. Secondly, I also want
to think about whether or not there may be additional authorities
that we might need in order to be able to do evaluations in situa-
tions where the Federal Government is forgoing billions of dollars
of revenue and has a legitimate interest in trying to understand
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what public good is being obtained from that. There may be some
need to look at our access authority and our audit authority here.

Mr. BECERRA. I look forward to hearing back from you on that.

Mr. Chairman, I thank you very much. Yield back.

Chairman SPRATT. Thank you, Mr. Becerra.

Mr. Ryan, do you have any further questions?

Mr. RYAN. No.

Chairman SPRATT. Let me say to our witnesses today, Director
Johnson, General Walker, Director Orszag, thank you very much
for your time, and more than that for your insightful advice on a
topic that we clearly need to pay more attention to.

I also—earlier on I recognized the contribution of Dr. Posner, and
Barry Anderson as well. Dr. Posner is here.

[The prepared statement of Mr. Posner follows:]

Prepared Statement of Paul L. Posner, Director, Public Administration
Program, George Mason University

Mr. Chairman and Members of the Committee, I appreciate this opportunity to
share my perspectives on the prospects for performance budgeting in general and
the Program Assessment Rating Tool (PART) process in particular. In brief, per-
formance informed budgeting has become institutionalized at the federal level
through two successive Administrations. The use of performance data to inform
budget decisions can potentially improve the decision making process and the out-
comes of government by ensuring that performance goals and results are taken seri-
ously at all levels. The benefits of strengthening the link between resources and re-
sults suggest that some form of performance budgeting is here to stay—it would not
be surprising if the next Administration continued this agenda with initiatives of
its own. While we should never expect to “depoliticize” the inherently political proc-
ess of budgeting, performance information provides valuable new perspectives that
can help transform the kind of debate—budget options can be compared not just
based on their potential costs but on their relative contribution to policy outcomes
we care about as a nation.

In rethinking how to design the next round of performance budgeting, the PART
process of this Administration will form an important foundation. Now that nearly
all programs in the budget have been covered by at least one PART review, policy-
makers have an opportunity to create a process to better inform the difficult budg-
etary tradeoffs the nation will be facing in the years to come. Rather than engaging
in yet another round of reviews revisiting the same programs, it is time to build
on the base of measures and assessments developed under both GPRA and PART
to do broader- based and more selective assessments of broad program areas. Such
assessments should review the relative contribution of multiple programs to over-
arching program goals, e.g. improving food safety, or providing for low income hous-
ing, and should include all major tools of government used by the federal govern-
ment to reach those broad outcomes, including tax expenditures. The assessments
should also be performed in an open and inclusive manner that ensures the engage-
ment of significant stakeholders and the Congress itself. While PART served the
President’s interests, a revised assessment process could achieve greater credibility
and support if it were more open and inclusive. Enhancing the prospects for Con-
gressional attention to performance issues is vital if we are to promote this agenda
for the future.

THE SURPRISING STAYING POWER OF PERFORMANCE BUDGETING

Performance based reforms have had a long history in the United States at all
levels of government. Often led by state and local initiatives, public administrators
at all levels have become gripped by waves of performance reforms intended to im-
prove performance and enhance public confidence in government. Ushered in with
great expectations, reforms such as Planning-Programing-Budgeting, Zero Based
Budgeting, and Total Quality Management, achieved significant improvements but
are widely acknowledged to have fallen well short of their mark in institutionalizing
a sustainable focus on performance within government over the longer term. This
checkered history of reforms encouraged a certain amount of cynicism about the effi-
cacy of performance management to achieve lasting success in government.
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One lesson learned from these past initiatives is that the ultimate success of per-
formance reforms will be predicated on their integration with the most important
process engaged in by public managers every year—the budget process.1 The intro-
duction of performance goals and metrics into the budget process gained the mon-
iker of “performance budgeting” and this has become a fundamental feature of cur-
rent performance reforms at federal, state and local levels of government, as well
as in most OECD nations.2

Notwithstanding the failures of prior incarnations of performance management,
since 1993, performance management reforms in general, and performance budg-
eting in particular, has achieved a level of continuity and sustainability that is at
once both surprising and tenuous. The Government Performance and Results Act
(GPRA), passed in 1993, has ushered in a period where performance information
and justifications have become widely accepted in federal agencies, in OMB reviews
and even, sporadically, in certain committees of the Congress itself. Notably, the re-
form has not only survived through two Administrations of different parties, and
has become a vital part of the management reform strategies of both the Clinton
and Bush Administrations.

Under the GPRA, agencies were required to prepare strategic and annual per-
formance plans and reports that covered the program activities in their budgets.
While agencies had primary responsibility for preparing these plans, OMB reviewed
the plans as part of the budget process and eventually worked with agencies to inte-
grate performance plans into agency budget justifications. GAO found in its ten-year
retrospective that federal managers reported having significantly more types of per-
formance measures and that GPRA had begun to facilitate better linkage between
performance information and planning and budget decisionmaking, although more
remained to be done to promote the use of this information for resource allocation.
3 The surprising staying power of GPRA is partly due to its statutory origins, as
reformers realized that past initiatives undertaken without the support of the Con-
gress failed to transcend the terms of their executive political champions

ADMINISTRATION PERFORMANCE BUDGETING INITIATIVES

The Bush Administration built on the GPRA infrastructure to carry performance
budgeting initiatives further along the continuum. While the agencies had made
progress in developing the “supply side” of performance plans and measures under
GPRA, the demand for this information by budget decisionmakers proved to be epi-
sodic at best, particularly in the Congress. Although performance reformers hoped
that building credible performance plans would in themselves prove compelling
enough to foster their own demand, these high hopes proved to be unfounded. Some
fear that agencies may eventually lose interest in generating the supply of informa-
tion if the supply is unrequited by the demand and actual use of the information.

The Administration sought to strengthen the linkage of performance with budg-
eting. First, they included budget and performance integration (BPI) as a key initia-
tive within the President’s Management Agenda and evaluated agencies’ progress
periodically by using a scorecard published in the budget. As part of this initiative,
OMB encouraged agencies to restructure their budget presentations and underlying
account structures to better align budget resources with performance goals. Begin-
ning with the fiscal year 2005 budget, OMB required agencies to submit a “perform-
ance budget” that would integrate the annual performance plan and the congres-
sional budget justification into one document. While framed as a strategy to promote
the GPRA agenda of linking plans with budgets, this initiative was viewed by appro-
priators and some agency managers as laying down the proverbial gauntlet by elimi-
nating traditional information presentations that long served as the foundation for
congressional appropriations and oversight. 4

The Administration’s Program Assessment Rating Tool (PART) added a program
review and assessment component to performance budgeting. The PART initiative
was justified as a way to promote greater attention to the performance perspective
that was originally fostered by GPRA. Moreover, the initiative also was premised
on the need to transcend the traditional focus of budget process from one that fo-
cused disproportionate attention on incremental changes to existing programs to a
process where the base itself is periodically reexamined. Given the fiscal challenges
facing the nation both now and over the longer term, such a periodic reexamination
can be healthy for any political system.5

The PART process consists of a series of questions rating the purpose and design,
planning, management and results of each program in the budget. Programs receive
ratings based on the answers to these questions, with ratings ranging from effective
to ineffective and a separate category, results not demonstrated, when programs fail
to have sufficient information or documentation. To date, OMB has assessed the



80

ger(‘iformance of nearly 1000 programs, covering 96 percent of all programs in the
udget.

While PART can be viewed as building on GPRA, there are differences to be sure.
One observer contrasted PART and GPRA by noting that GPRA was a “passive”
strategy relying on the power of well developed plans and metrics to create their
own demand. In contrast, PART constituted a more active strategy, where perform-
ance information would form the basis for explicit judgments of a program’s effec-
tiveness that would become part of the executive budget formulation process. More-
over, while GPRA plans and metrics were largely developed by federal agencies
themselves, PART marked a new departure by placing control of performance as-
sessments in the hands of OMB. It was the President’s budget agency that designed
the process and made the final judgments on program assessments, with the active
participation of the agencies. At least in the initial years of implementation, agen-
cies were encouraged to replace GPRA goals and measures with those developed
under PART, substituting OMB’s judgment for that of the agencies.

The PART process has itself been assessed by GAO and others in the federal com-
munity. The process has institutionalized more formal and systematic program re-
views in the executive budget process and has jump started a more regular con-
versation between OMB and the agencies on the performance of their programs.
This has arguably led to a greater focus on performance as part of the budget review
process. Agencies have a more powerful incentive to improve their performance data
and measures to protect themselves in this review process in the future. Some agen-
cy officials suggest that PART has stimulated initiatives to focus on management
issues that the agency may not have addressed on its own. While funding levels
have been changed in some cases, changes to program design and management were
a more prevalent outcome of the PART process, according to the GAO.6

However, the PART process raises some vexing questions about the ability of any
process to develop the appearance of a “bottom line” rating for complex government
programs. Unlike the private sector, there is no single bottom-line for most federal
programs. Given the multiple purposes and goals reflected in most programs, OMB
staff invariably had to make judgments on how to answer yes/no questions on such
issues as whether the program was effective in reaching its goals and whether the
costs of the program were reasonable. Notwithstanding claims that PART rests on
“objective” ratings, this is often not possible in the high stakes world of federal
budgeting where multiple stakeholders have their own interpretations of seemingly
straightforward numbers. A single performance indicator, whether it is trends in
drug abuse, serious crimes or welfare caseloads, is subject to multiple interpreta-
tions about what the performance data mean and how it should be used in making
decisions. The GAO assessment of PART concluded that the experiences with the
rating tool illustrate “the inherent limitations of any tool to provide a single per-
formance answer or judgment on complex federal programs with multiple goals.”7

Moreover, the PART process used discrete budget program activities as its unit
of analysis for assessments. The assessment of detailed budgetary activities have
the advantage of more closely tying performance assessments to the budget, but at
the price of accepting the current budget structure as a given. However, there is
a tradeoff—while performance data may gain greater influence in budgeting, this
may come at the expense of the breadth and openness that characterize strategic
planning processes. The PART focus on relatively narrow budget accounts and ac-
tivities contrasts with the broader planning and goal orientation of the GRPA plan-
ning process. The key question agencies are charged with answering in their GPRA
plans and metrics is what difference does the agency and its programs make for out-
comes that matter to the various publics in a democratic society? In many cases,
whether it be low income housing, job training, food safety or child nutrition, such
outcomes are achieved from the results of a number of programs and governmental
tools, often crossing agency lines.

Finally, any assessment will invariably reflect the interests of the entity that con-
trols the process. As part of the President’s budget preparation, PART clearly must
serve the President’s interests. However, it is unlikely that the broad range of actors
whose input is critical to decisions will use performance information unless they be-
lieve it is credible and reliable and reflects a consensus about performance goals
among a community of interested parties. This consensus building process is crit-
ical—if the goals in the plans gain broad support, their use in the budget will be-
come more accepted and credible. The measures used to demonstrate progress to-
ward a goal, no matter how worthwhile, cannot appear to serve a single set of inter-
ests without potentially discouraging use of this information by others. In the case
of PART, the control of the process by OMB has arguably served to erode the sup-
port for the assessment process by such key players as Congressional appropriators
and authorizers. The absence of broad based support will limit the impact that such
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a process can have longer term on the sustained development and improvement of
linkages between performance and budgeting. I might add that most efforts to inte-
grate performance information into budgeting suffer to some degree from the ab-
sence of open collaboration with stakeholders and the Congress, reflecting the closed
nature of the budget process where deliberations are considered to be
“predecisional” and not subject to public disclosure our debate. This is true not only
for the budgetary figures and decisions themselves, but also for performance plans
and PART scores that comprise the President’s budget under both Clinton and Bush
Administrations.

WERE DO WE GO FROM HERE?

PART and GPRA established the valuable expectation that performance will in-
form budget decisions. Continuity is important—the attention devoted to perform-
ance information by both Clinton and Bush Administrations have prompted agen-
cies to take the generation of goals and measures and data more seriously. The mo-
mentum will hopefully continue. The long term budget models of GAO, CBO and
OMB have reached the consensus that the federal deficits of today are but a prelude
to the serious and unsustainable deficits of tomorrow. As the baby boom retires, the
budget challenges will become even more daunting—and the first baby boomers re-
tire next year. A performance based assessment process will help the nation update
its priorities as all programs increasingly compete for increasingly limited resources.
The question is—how do we build on the recent reforms to establish a performance
assessment process that will be sustainable and relevant over the longer term?

PART has served to continue and heighten the focus of agencies on performance
and has prompted some to redouble their efforts to more systematically evaluate
their own programs and improve the base of information upon which such evalua-
tions rest. However, now that nearly all programs have been reviewed, it is an ideal
time to rethink the assessment process. Simply continuing the current process
through yet another round of assessments would not constitute the best use of
scarce analytic resources in the agencies and the budget community. The completion
of the cycle of PART reviews, instead, should provide the occasion to refocus the at-
tention of the budget community on a broader, yet more targeted assessment proc-
ess that would be more inclusive and open than PART has proved to be. The process
I have in mind would refocus assessments on the broader outcomes that individual
federal programs are attempting to influence together, building on the results of
both GPRA planning and individual PART reviews.

The experiences of other nations can be examined to help us rethink our own
process. Other nations, too, have undertaken comprehensive reexamination efforts.
New Zealand, Australia, Canada, and the Netherlands, for example, have undergone
performance-based budgeting and performance management reforms aimed at
reprioritizing the base of their respective budgets that spanned a number of years.
In Canada, an OECD study concluded that a program review exercise delivered
$18.8 billion in savings over three years, contributing to the achievement of the na-
tion’s deficit reduction targets in the mid 1990’s.

In the Netherlands, reconsideration reviews are conducted on both particular pro-
grams as well as broader crosscutting areas selected for each budget cycle, with par-
ticipation by working groups of central budget and departmental staff as well as ex-
ternal experts, resulting in a public report with recommendations to be considered.
According to OECD, the process has been in place since 1981 and has lead to signifi-
cant savings as well as many reforms of major policy areas. 8 In their broader cross-
cutting reviews, which they call Interdepartmental Reviews, their system is dif-
ferent than PART in several respects. First it is selective, with about 10 reviews
each year. Second, it has a broader focus as reviews address an entire policy area
or governmentwide management concern. Third the reviews are more collaborative
ilnvolving a partnership the budget office, agencies and outside researchers and aca-

emics.

Our own recent experience as well as that of other nations suggests it is time to
consider a revised assessment process within the context of continuing and enhanc-
ing the connection between performance planning and budgeting.. Such a process
should include the following elements:

e Continuing and enhancing the GPRA planning process as the foundation for the
assessment process. This process has succeeded in generating the “supply side” of
performance budgeting, producing plans and reports with progressively greater cov-
erage and credibility. Such a process can be enhanced by the implementation of a
goverrnmentwide performance plan to capture those important outcomes that are
the produce of the programs of several different agencies.
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e Continuing efforts to tie performance plans and metrics into the budget formu-
lation process in both executive and legislative stages. This should encompass
changes to budget presentations and structures to highlight the performance impli-
cations of budget decisions—an initiative begun under the Clinton Administration
and carried forward during the Bush Administration under the Budget and Per-
formance Integration. The goal of these initiatives is to change the debate to focus
more on how given levels of resources will achieve particular performance goals and
targets. Accountability should increasingly come to focus on the setting and accom-
plishment of discrete performance targets. These targets can be articulated both in
budget presentations within the executive process as well as in appropriations de-
bates and reports.

e Targeting future assessments based on such factors as the relative priorities,
costs, and risks associated with related clusters of programs and activities address-
ing common strategic and performance goals. More selective reviews would help ra-
tion scarce analytic resources as well as focus decision makers’ attention on the
most pressing policy and program issues. The Netherlands Interdepartmental Re-
views provide an illustration of a long standing assessment process that selects sev-
eral broad program areas for review each fiscal year, in a process that has been es-
tablished for over 25 years.

e Adopting a broader unit of analysis keyed to program outcomes, not budget ac-
counts. PART’s focus is overly narrow and fails to focus attention on the most im-
portant areas for governmental policymaking—the relative contribution of different
programs and tools to policy outcomes. Thus, rather than producing separate re-
views of the many different job training programs in differing budget years, a more
comprehensive review process would cover all significant programs together in one
assessment. Such a review should cover all significant governmental tools address
broader outcomes, including the more indirect tools such as tax expenditures and
regulatory programs.

e Establishing a more open process that is more independent of OMB and the
agencies. The Netherlands process entails reviews by committees often chaired by
independent experts, with participation by budget and agency officials. There are
many options to open up the assessment process here. One option that could be con-
sidered would be to anchor the process in a nonprofit organization while guided by
OMB and the Congress. While including a broader base of stakeholders, such as-
sessments must be truly independent and neutral to attain the credibility necessary
to influence budgetary decisions.

Mr. Chairman, it is vital that such a revised assessment process engage the Con-
gress. Given the strong role Congress plays in both budgeting and management
oversight, Congressional involvement will prove to be vital in reinforcing the impor-
tance of performance assessment and ensuring that such a process reflects a broader
base of values and interests. PART has served the President, but as a result was
not perceived to serve the interests of other actors in the system, most notably the
Congress. While Congress has largely ignored PART assessments and performance
budgets, such a posture risks giving the President unimpeded access to the perform-
ance high ground. As we have learned from PART and even GPRA, performance re-
views are anything but objective, and turn on highly contestable formulations of pro-
gram goals, selection of particular measures and highlighting of particular results.
Performance information would be more credible if Congress were engaged in select-
ing reviews, highlighting key differences with executive interpretations and using
their own information resources to challenge executive data.

Several alternatives might be considered to enhance Congressional involvement in
program assessment:

e A more collaborative approach could be adopted where the new President and
the Congress could reach agreement about those areas to be assessed in each budget
year. Congress could help ensure that areas that are ripe for reexamination, such
as those up for reauthorization, would get attention in the executive review process.
The resulting assessment process could have greater credibility in the process. Such
a process would require the Congress to articulate its oversight and reexamination
priorities centrally and OMB to invite Congress to help determine executive assess-
ment priorities.

e Congress could request the GAO to undertake a series of assessments of broad
program areas deemed in need of reexamination by the leadership. The agency
would engage in an evaluation synthesis, systematically examining the evidence
from other studies, including its own, of the effectiveness of federal program design
for the area in question. Such studies could, in effect, constitute Congress’ own as-
sessment process oriented to the oversight and performance priorities expressed by
its own leadership in contrast to those articulated by the President.
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e Congress could adopt its own performance assessment and review process
linked to the budget process. The Budget Committees could be the vehicle to accom-
plish this by reporting out a “congressional performance resolution” as part of the
budget resolution. Such a resolution could be the vehicle to engage the full Congress
in debate over those areas most ripe for review and assessment each year. The reso-
lution could be viewed as a requirement that committees undertake the assessments
through hearings, GAO studies and other vehicles that they deem appropriate to re-
examine the program areas identified in the resolution. This would more forcefully
place Congress in the forefront of the performance budget process. Just as the budg-
et resolution helps identify priorities for scarce resources, the performance resolu-
tion could jump start a healthy process for prioritizing those areas that most war-
rant a reexamination of goals, program design or management processes.

e Budget committees could not only spearhead such a resolution but also become
a focal point for undertaking more systematic oversight of important crosscutting
issues, perhaps in concert with other committees. Similar to a process undertaken
by the Senate Budget committee in the 1990’s, a budget committee driven oversight
process could add value to the traditional oversight conducted by other committees
by conducting assessments that both cut across current committee jurisdictions and
have significance for current and future budgets.

Mr. Chairman, this concludes my statement. I would be glad to respond to any
further inquiries by the Committee.
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Chairman SPRATT. We appreciate you coming, and we appreciate
your very methodical and clear set of proposals that you sent in
your testimony. Thank you very much indeed.

The hearing is adjourned.

[Whereupon, at 12:21 p.m., the committee was adjourned.]
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