














Little Hoover Commission: Performance-Based Budgeting

People in government are always counting something or churning
out some statistical report. But most of this counting is focused
on inputs: how much js spent, how many people are served,
what service each person received. Very seldom does it focus on
outcornes, on results.

This is true jn part because measuring is so difficult. Measuring
profit in business is fairly straightforward. Measuring results in
government is not. Normally it takes years to develop adequate
measures,; an agency's first attempt often falls woefully short.
/it may measure only outputs, not outcomes. [t may define
outcomes too narrowly, driving employees to concentrate on only
a few of the results the organization actually wants to achieve.
It may develop so many measures that employees can't tell what
to concentrate on.%?

The following sections of this finding discuss the types of measurements
that are needed for performance-based budgeting to work, summarize
the difficulties that may arise as departments seek to identify the correct
measurements and highlight the value that adequate measuring brings
to government programs. Boxes on the following pages give examples
of measurements and targets being used by different levels of
government, including three of the four California pilot project
departments.

Definitions

Experts on performance-based budgeting generally use four terms to
define different types of measurements:

n Inputs are the elements that go into a program. They include the
number of staff, the amount of supplies, the hours worked, etc.
Typically, traditional budgeting defines allocations by inputs.

| Outputs are the volume of work produced. This includes things
like how many applications are processed, how many hours of
service are delivered and how many miles of road are repaired.
Although not part of traditional budgeting usually, these factors
are often easily counted and the information may be supplied to
policy makers outside of the budget document.

| Outcomes are a higher-level of assessment that looks at the
quality or effectiveness of what is produced. Included are
questions like did the training result in a person obtaining a
permanent job, did the service help the disadvantaged person live
independently longer than he would have otherwise, and did the
creation of summer recreation programs reduce juvenile crime.

| Efficiency measures tell what the cost per unit of output or the
cost to achieve a specific outcome is. Even when a program is
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Measuring Up

having the desired outcome, it is desirable that it stiil improve its
performance by increasing efficiency and lowering cost.®®

Although outcomes are the key focus of budget reform enthusiasts,
there is some level of academic debate about what needs to be
measured -- and the answer appears to be a mix of each type of data.
Critics of input-measuring systems argue that service providers become
caught up in the processes of a program rather than in what is actually
provided to people. But those who question the outcome-only approach
to measuring worry that process will be completely ignored in the rush
to count positive outcomes, which may result in more difficult cases
being ignored. A report on the best way to provide job training identified
a middle ground:

A third view is that neither of . . ]
these two approaches works well United Kingdom Commitments
alone. Advocates of this position
argue that outcome-based Under the Citizen's Charter, the United Kingdom has been committed to
accountability is the single most a 10-year program to improve government service since 1991. The
important mechanism for government regularly publishes an update on what it has promised,
improving quality and efficiency in what has been accomplished and what future steps will be taken.
service delivery, but that higher Excerpts of some of the promises and achievements:
level outcomes cannot be ] i
achieved without a concurrent Promised o Achlueved
emphasis on promoting 80.5% next-day mail delivery ' . 91.9%
continuous improvement in the 96% qf customers to bg served in 5 minutes 96%
way all service delivery and Benefits Agency to ach.|eve an 85%.
support processes are carried out customer sansfactmn_ ra}mg . 82%

Inland Revenue to see callers within 15 minutes 93%
throu.g hout the_ system.  They Inland Revenue to answer letters within 28 days 99%
urge /mp/erp.en ting outcome—based Customs and Excise to reply to written requests
accountability systems in which within 10 days 90%
there are real consequences for Prosecution witnesses should be called to testify
poor performance and using more within two hours 42%
traditional input-driven processes Witness expenses to be paid within 5-10 days 79%
to promote the adoption of Weather forecasters to achieve 83% accuracy
continuous quality improvement in 24-hour forecasts 84%
processes.%* Search and Rescue to respond promptly 95%

of the time 95%

A mixture of types of
measurements is evident in most
of the jurisdictions using performance measuring. The United Kingdom,
for instance, publishes a varied list of goals and accomplishments that
include outputs, outcomes and efficiency measures.

Regardless of what is being measured, it is important to carefully design
the instrument that is used. California's Legislative Analyst identified
five key ingredients for designing performance measures that will work
well:

Measures need to focus on outcomes, not process.
Measures must be relevant to the performance being measured.
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Measures should be customized to fit specific programs.

Multiple measures should be developed to capture the complexity
of programs.

Measures must be reliable -- that is, produce accurate and

verifiable information.®®

The Texas list for what makes a good measure also covers relevance,
reliability and ability to capture complexity -- and adds "cost effective:”
The data must be of sufficient value to justify the cost of producing and
tracking it. A Texas report added:

Performance measures can

neither resolve program Oregon's Benchmarks

difficulties nor ensure program

success, but can indicate whether Each two years, Oregon updates its set of benchmarks, a well-defined
either condition is occurring. list of what the state wants to accomplish to provide a high quality of
They cannot account for the life for its citizens. State departments are expected to gear their
impact of all factors affecting efforts toward making the benchmark targets a reality. Among the 272
program outcomes but do reflect benchmarks set by the state are:

the composite effects of external

and internal influences.®® 1992 2000 2010

Pregnancy per 1,000 females 10-17  19.3 8.0 8.0

. . Babies born drug-free nla 99% 100%
The neutrality of measurements is . o 0 X
. ! Teens drug-free previous month 80% 88% 98%
most evident in Oregon ) o .
Bench X blicati hat | Child care facilities meeting
enchmarks, a publication that is basic standards 23%  100%  100%

nationally acknowledged as a Oregonians with economic

leader in setting standards and access to health care 85%  100%  100%
measurement criteria. The Oregonians living where air

document contains no strategies meets fed standards 50%  100%  100%
for  achieving  goals, no Homeowners spending less

prescription for changing the than 30% on housing 49%  84%  92%
conditions described, no reasons Reincarceration rate for parolees

for the existence of the problems within 3 years of release 41% 20% 15%
guantified. Instead, it is a Hate crimes per 100,000 people 19.2 2 0
compilation of data about existing 11th graders proficient in

conditions and targets for what math, reading 66% nla 99%
government programs should Areas where wild salmon and

achieve in a variety of quality-of- steelhead are increasing 25% 88% 100%
life areas. Oregon's state % who think Oregon is doing a

good job providing service ~ 32% 75% 90%

departments are expected to
design their programs and their
own accountability measurements
around the expectations set in Oregon Benchmarks. The benchmarks are
derived from community meetings and policy maker input by a
permanent state commission,

As many managers have discovered, the difficult part is not setting
targets but in knowing what data to capture to achieve relevant
measures. A Florida analyst writes:
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Developing good performance measures that actually assess
whether a program is achieving the desired outcome is difficult
in any environment, but is even more demanding in the public
sector where many activities are not susceptible to quantification.
There is also a danger that the adoption of a performance
measurement system will provide agencies with the perverse
incentive of measuring those activities that the agency can easily

achieve while neglecting
measurement of
meaningful activities that

promote the agency's
mission.  Agency staff
may  also resist a

performance measurement
system due to fear that
the system will hold them
accountable for outcomes
that are beyond their
ability to control or subject
only to limited control.®’

These are not the only hurdles to
building a performance-based
system. Some of the stumbling
blocks include difficulty in
deciding what to measure,
unintended consequences from
picking certain measures, at what
level standards should be set and
how many measurements are
needed.

Difficult Decisions

t is easy to count the number

of employees working on a
program, the amount of paper
they use annually and the volume
of applications they process
{inputs). It is not much more
difficult to determine the number
of people they provide service to
and the number of hours spent in
providing service  (outputs).

California Department of Parks
and Recreation

The Department of Parks and Recreation has set up a hierarchy of
goals (customer service, resource preservation, financial responsibility
and organizational efficiency), each with its own set of strategies and
measurements. Some examples:

Goal: Customer Service
Strategy: Establish high-quality visitor facilities
Indicator of Success: Maintain 318 miles of surface roads at
a rating of 70 on the repairs index
95.96 Target: Maintain 918 miles of surface roads at a
rating of 61.7 on the repairs index under proposed funding

level
Equipment $ 250,000
Catl 950,000
Catll 2,200,000
TOTAL $3,400,000

Goal: Resource preservation
Strategy: Protect resources from threats
Indicator of Success: Reintraduction of fire into natural
ecological processes
95-96 Target: Prescribed burning will be applied to 3,500
acres of parklands and a cost-per-acre baseline structure for
future outcome measures will be developed

Goal: Financial Responsibility
Strategy: Establish revenue generating opportunities
Indicator of Success: Increase revenue from leases
95.96 Target: Generate an increase of 3% on gross sales
from 94-95 total of $52.35 million for an additional $1.5
million in revenue from leases

However, if a program is narrow in function but has broad policy goals
it may be difficult to determine how to measure the outcome. For
instance, providing eligible families with vouchers to pay security
deposits on rental units is a specific function with the broad policy goal
of reducing homelessness. But the outcome of the program may not be
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clear until the family has avoided homelessness for an undetermined
length of time.

The problem of what to measure becomes more difficult with programs
that defy quantification. Government programs that involve research
often vyield results sporadically or only over long periods of time.
Emergency readiness programs, such as the Office of Emergency
Services, may show low measures of achievement except when the
need arises for the specific services. The consulting firm Price
Waterhouse says it is important to avoid thinking that:

If it can't be counted, then it doesn't count. Due to the complex
nature of many programs

and organizations,

developing  quantitative Department of Consumer Affairs

performance measures is

challenging, if not The Department of Consumer Affairs has created a grid that addresses

impossible. An over- four functions - licensing, consumer information, mediation and

emphasis on quantification enforcement -- with three sets of measurements. The measurements

often drives out important are speed/volume, quality and cost. An excerpt from the grid:

qualitative measures of

effectiveness.®® Licensing

Speed/Volume Average time to process new license

Osborne and Gaebler agree in Average time_tu prgcess renewal
Reinventing Government that Quality Customer satisfaction

Percent of applicants denied license
Exam pass rate

Cost Average cost to process new license
Average cost to process renewal

some valuable results are
impossible to quantify.  They
advocate doing both quantitative
and qualitative analysis, adding
that over-reliance on numbers

Mediation
may prompt employees to Speed/Volume Average time to mediate complaint
"game” the numbers.  Price Number of complaints received
Waterhouse puts it bluntly: If the Complaints referred to enforcement
numbers do not look good, there Quality Customer satisfaction
may be a tendency to simply % of cases resulting in compensation
change the numbers. For Complaints resolved as a % of closed
instance, if an agency is held Cost Average cost per complaint closed

accountable for how many
complaint cases it closes, it may
go to any lengths to close a case regardiess of the quality of the
outcome. Or if an application must be processed within a certain
amount of time, then applications are rejected as incomplete for minor
errors so that the time clock can start again when the person reapplies.

The wunintended consequences that can arise from choosing
measurements can skew the results of a program. Osborne and Gaebler
present the example of job training programs that concentrated on
placing well-qualified people in jobs because it was easier and allowed
them to meet their contractual obligations. It did not, however, do much
for the unqualified people who needed the job training services the
most.®® Another example the authors use is the FBI improving their
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fugitive apprehension figures by concentrating on catching military
deserters, who were comparatively easier to find than dangerous
criminals.

Another problem with numbers arises when targets are set for improving
measurements. If the targets are set too low, the agency will easily
reach them and look successful, even if a higher level of performance
was possible. If the targets are set too high, management may be
blamed for failing to reach an impossible goal. And targets may be set
and reached without any consideration for efficiency; successfully
reaching a target does not necessarily mean an agency used the most

cost-effective means and streamlined approach.

Finally, it is easy to fall into the
trap of measuring far too many
things. Both the Department of
General Services and the
Department of Consumer Affairs
told the Commission their initial
attempts at identifying
measurements produced too
many standards to deal with and
monitor. Some will be kept as
internal management indicators
rather than as measurements to
be used in budget negotiations.
The cost can be high for tracking
data that is interesting but not
critical for evaluating
performance. In addition, there is
the danger of shifting a program's
emphasis from process to
outcome only to become focused
instead on measurement as an
end to itself.

State agencies differ dramatically
in mission and objectives so it is
impossible to direct the adoption

of specific measurement
standards from above. But with
the many government

California Conservation Corps

The California Conservation Corps has two goals (building capable and
skilled youth and filling important environmental and community needs),
four desirable outcomes for each goal and a total of 21 performance
measures. An excerpt:

Goal: To build capable and skilled youth

Qutcome: Employable youth
increase to 100% those who complete Career
Development course
Train 350 annually on ol spill cleanup
Train six wildlife firefighting crews

Outcome; Literate corpsmembers
increase by 10% corpsmembers who earn GED or high
school diploma

Goal: To fill important environmental and community needs
Outcome: Corpsmember hours dedicated to public
Increase crews trained to fight fires
Maintain 200 corpsmembers trained for oil spills
Outcome: Efficient, high quality programs
Decrease workers' comp costs by 2%
Reduce General Fund cost-per-person by 5%
Increase efficiency through information technology in all
district offices

jurisdictions rushing to embrace performance-based budgeting, there is
a substantial pool of experience that could assist agencies in fixing on
relevant and reliable measurements of performance.

Finding the Right Ones

One consulting firm has a five-step approach that it advises agencies to
take in identifying performance measures. The steps include:
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[ | Taking aim: Begin by assessing what the program is supposed to
do and what strategies it will take to accomplish goals.

| Taking inventory: ldentify all the potential ways of measuring the
program’s performance.

| Taking the best: Settle on the best set of measurements that will
be reliable, relevant and cost-effective to capture.

] Taking action: Put the measurement systems in place so they
can begin to drive change.

| Taking another look: Reassess measurements over time and
refine them to develop the best, clear picture of program
results.”

Another method is determining what other similar agencies who are
recognized as good performers are doing to see if it can be replicated.
in the private sector, this practice is known as benchmarking. With two
dozen states, many cities and several other countries engaged in
performance measuring, there are many different role models to
investigate and emulate.

A key to ensuring that performance measurements will provide a solid
foundation for performance-based budgeting is not just picking the right
indicators but building the consensus that the correct things are being
measured. Experts agree that performance measures do little good if
they are not both usable by the agencies for management purposes and
relevant to the concerns of legislators who must make budgetary
decisions. Reaching such a consensus requires the active involvement
of legislators as state departments develop their strategies, goals and
objectives.

Managers of departments in California's pilot project told the
Commission that one of the biggest barriers to their success has been
the lack of involvement by the Legislature. The director of the California
Conservation Corps said:

The CCC has had a difficult time persuading the Legislature to
change the way they view and control a department’s budget.
Because legislators only receive input-related information
regarding department operations, there is only limited focus on
the impact of appropriations. Even though legislators seem to
desire more control, and more information should theoretically
lead to more control, there are indications that members feel that
performance data will be inaccessible and unreliable. Legisiators
and their staff may be afraid that information will be too hard to
understand, too overwhelming and require too much work.”’

Other department managers agreed that it is difficult to forge ahead with
a new system when the intended beneficiaries -- legislative policy
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makers -- are either not supportive or not interested in the reforms taking
place. Because measurements are the critical component of the
performance-based budgeting system, obtaining high-level agreement on
what should be measured in each department is a vital step to making
the system a credible source of information on which to base budgetary
decisions.

While measuring government services does not necessarily mean
improvements will follow, they are unlikely to occur in the absence of
meaningful measurements. As one consulting firms summarized:

While performance measures are powerful tools, they are only
tools. They are no more likely to guarantee good government
than an accurate speedometer is likely to prevent speeding
tickets. If properly developed and used, they can reveal
problems, point to solutions and be a check on the effectiveness
of solutions once implemented."?

Recommendations

Recommendation 2-A: The Legislature should establish general criteria
for the types of performance measurements it would find useful and
require departments to submit their proposed performance measures for

approval before budget hearings.

he Legislature should direct departments that are moving into

performance-based budgeting to measure the things that policy
makers are interested in using to craft budgetary decisions. While the
Legislature should allow departments the ability to develop accountability
systems that meet their needs and programs, the departments would
benefit from general parameters and indications of what the Legislature
would find most useful. The further step of having the Legislature
specifically approve performance measurements before budget time
would focus policy makers' attention on their own needs and give
departments time to reshape measuring systems as necessary before
budget deliberations.

Recommendation 2-B: The Governor and the Legislature should approve
legislation directing the Department of Finance to ensure that departments
have access to adequate training and outside expertise to develop effective

measuring systems.

Each department knows its own culture, programs and needs best. But
the movement toward performance-based government and results-
oriented programming is so extensive that there is a large base of
experience with developing measurements. Departments should make
the most of others' experiences as they put their measurement systems
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into place. The most efficient way of gathering the relevant information
is to have the oversight agency, the Department of Finance, contract
with experts and act as a clearinghouse for data. In addition, the
Department of Finance should take the lead in ensuring that department
directors and managers have adequate training to make performance-
based budgeting work in a meaningful way.
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Costly
Controls

| n

B  Control systems are an automatic response
to costly mistakes and intentional
wrongdoing -- but they often constrain
options, drive up costs and slow down
production.

B  Each of the departments in the
performance-based budgeting pilot
program has sought relief from the same
four control systems:

The overlapping authority of the
State Personnel Board and the

Department of Personnel
Administration.

The standard procurement process.

The property leasing oversight and
design services.

The use of the Prison Industry
Authority as the sole source for the
goods and services offered.
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Costly Controls

Finding 3: Achieving accountability through bureaucratic
controls increases the cost of government programs and
decreases the flexibility needed to make them successful.

henever something goes wrong in government, the reaction is

to set up control systems that will preclude a repeat

occurrence. The protective systems become paperwork
burdens on programs, increasing costs without adding value, creating
frustration and shifting employee focus away from meeting program
goals. Accountability, however, is the key to operating government
effectively, efficiently and credibly. Performance-based budgeting
retains accountability but shifts it away from command-and-control
structures and toward concrete outcome and output measurements.

Traditional government operations are set up to be consistent and rigid,
removing the chance for error and misstep -- but also removing the
flexibility needed to meet changing challenges and evolving conditions.
Private-sector experts on improving performance recognize that one key
is to have the person closest to a situation -- the person with the most
hands-on experience and knowledge about conditions -- making
decisions. Under this concept, known as employee empowerment,
management takes on the role of coach and supporter for front-line
workers, supplying information and guidelines rather than issuing orders
and restricting options. Greater accountability for outcome balances
with the greater freedom of action. This shift in roles is not easy to
make in the public sector.
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The Sunnyvale city manager told the Little Hoover Cormmission that one
of the largest barriers to performance-based budgeting implementation
is the structure of government itself:

Most governmental organizational structures are designed on
command-and-control principles around a traditionally defined
way of providing services. Performance budgeting and
management, however, requires as much authcrity and flexibility
as possible for the direct delivery of services to be pushed to the
lowest possible level. Control is around results, not how things
get done. This requires a significant change in thinking and
behavior by both policy leaders and executive management.’?

He added that much of the infrastructure developed in governmental
organizations is in conflict with the environment necessary for
performance management.

Civil service systems, governmental pay systems, prescriptive
rules and regulations, training systems, etc., were developed over
a many year period of time with multiple purposes. When they
are not aligned with one another and in support of a performance
approach, they often serve to provide a contradictory and
confusing set of signals to employees. In a sense, an
organization is being asked to go in two {or multiple) directions at
the same time with one direction being the accomplishment of a
specific results area and the other to meet a prescriptive set of
Standards that do not support the results orientation, but rather
some other standard.”®

Osborne and Gaebler write that government's control systems emerged
as a reaction to the scandals at the turn of the 20th Century when
figures like Boss Tweed ran programs for their own benefit. The new
reforms cleaned up government but, in doing so, they created their own
problems. "In attempting to control virtually everything, we became so
obsessed with dictating how things should be done -- regulating the
process, controlling the inputs -- that we ignored the outcomes, the
results.”’®

The tendency to over-prescribe solutions when a disaster, wrong-doing
or mistake occurs is reinforced by a system that protects those who
made the error but demands action from those at the top. Thus, when
an agency wastes millions of dollars on a computer system that will not
work, the managers invoived are not held accountable for their actions --
but policy makers demand control systems that will ensure that nothing
similar happens again. Write Osborne and Gaebler:

To this day, whenever things go wrong, politicians respond with
a blizzard of new rules. A business would fire the individuals
responsible, but governments keep the offenders on and punish
everyone else by wrapping them in red tape. They close the barn
door after the horse has escaped -- locking in all the cowhands.

60



Costly Controls

We embrace our rules and red tape to prevent bad things from
happening, of course. But those same rules prevent good things
from happening. They slow government to a snail's pace. They
make it impossible to respond to rapidly changing environments.
They build wasted time and effort into the very fabric of the
organization.’®

In addition to setting up control systems, policy makers often move
toward centralization to solve perceived problems. If something goes
wrong, then clearly the system was lacking someone high enough up
with the proper power and knowledge to make the right decision.
Current management philosophy, however, backs decentralization --
pushing the decision-making and responsibility down to the lowest
possible levels of an organization so that action can take place swiftly
and changing conditions can be dealt with by those most familiar with
what is needed.

While the control systems and centralization process are sometimes
prescribed in statute, the budgeting process itself is often used by policy
makers to dictate conditions. The extensive use of line items to describe
how each dollar should be spent often leads to the charge that policy
makers are micromanaging programs, but the prospect of yielding line-
item control leaves many policy makers feeling that agencies will run
wild. A balance between accountability and detailed direction is difficult
to reach. In discussing the proper role of the budgeting process in
California, a Senate analyst wrote:

There should be adequate budget controls to insure that each
dollar budgeted is expended for the authorized purpose. The
budget control mechanisms should provide enough flexibility to
meet unanticipated and emergency needs. The institutional
budget arrangements should provide adequate checks and
balances without detracting from management capacity for
creativity and ingenuity.””

That said, the analyst went on to characterize the State's existing
budget process as one of control rather than one of management or
planning.

Since government as it exists is a hostile environment for performance-
based budgeting techniques, implementing the system reform requires
a give-and-take that is atypical of government. Policy makers typically
grant agencies relief from control systems in return for commitments
that targets for performance will be met. Testifying to the U.S. Senate
Committee on Governmental Affairs, one expert said that governments
in states and countries that adopt performance-based budgeting typically
grant managers greater freedom from civil service constraints; allow
them to arrange multiple-year budgets and retain efficiency savings for
redirected spending; and streamline acquisition processes, including the
ability to privatize services when advantageous.’®
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Implications for California

California's system of governance is replete with command-and-

control mechanisms. Much of the centralized oversight for financial
decisions comes from the Department of Finance, while control of daily
operational processes is often vested in the Department of General
Services. In addition, departments face multiple constraints on choices
because of statutes that require government business to be conducted
in a certain fashion. Printing, for instance, is done by the State Printer.
And Prison Industry Authority products must be purchased in lieu of
comparative shopping for the best value in the private sector. Many of
the pitfalls of some of these systems of control have been described by
the Little Hoover Commission in

prior reports that have called for
streamlining processes  and
increasing efficient operation of

Little Hoover Reports

internal government programs.

It is no surprise, then, that the
four departments involved in the
performance-based budgeting

The Little Hoover Commission has long advocated removing costly
controls and streamlining internal governmental processes. Prior
reports that focus on the same areas that pilot project departments are
avoiding include:

pilot project have negotiated to v/ Too Many Agencies, Too Manyﬂules.: The Commission
escape the heavy hand of the noted the overla.pping agthority and duplicative processes
State's many control systems. that make the civil service process slow and costly for
The relief from control systems departments.
sought and obtained by the four | o Lo i <4 pitlon Bottom-Line: This report found that
pilot pro_Je'ct dep.art.ments has the State's centralized procurement system involves costly
been strlkmg'ly similar. Each delays and intensive paperwork. The same report exposed
sought the ability to: the Prison Industry Authority as a poor buy for departments
because products are high priced, defivery is delayed and

N Attend to civil service quality is poor.

matters by going directly

to the State Personnel v Moving Beyond the Role of Caretaker: The Commission

Board, skipping the review
process by the
Department of Personnel
Administration.

continued its push for more effective property management
techniques, increasing both speed and flexibility for
departments.

| Procure goods and services outside of the control system
established by the Department of General Services.

| Lease office space without the oversight and design services of

the Department of General Services.

| Use the Prison Industry Authority as a competitive bidder rather
than as the sole source for goods and services.

The California Conservation Corps' list of exemptions reached further,

covering 22 separate relief measures. Among those was the ability to
make budget changes without going through the Department of Finance
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processes; travel outside of the state without special permission; make
some hiring decisions without going through the State Personnei Board;
and hire above minimum salaries without specific approval.”®

While any state department manager would recognize that these
exemptions from control systems are invaluable in terms of avoiding
time-consuming paperwork, delayed action and other headaches, there
is an actual cost-savings as well. The Department of Parks and
Recreation built into its performance-based budget for 1995-96 the
expectation of saving more than $660,000 in a single year from avoiding
the procedures of control agencies.®°

Other incentives : )
Parks and Recreation Cost Avoidance

Relief from controls is a large

incentive for departments to By abtaining relief from various control agency mechanisms, the
want to make difficult changes Department of Parks and Recreation plans to save more than $660,000
and revamp the way they in 1995-96.
conduct business. But . .
performance-based  budgeting Anticipated Savings
systems typically involve other Contract Administration $ 61,970
incentives as well. As has been Records Management 5,800
mentioned in prior findings, Procureme.n'.(. 137,000
governments like Sunnyvale's Land Acquisition 300,000
\ . Development 158,000
provide direct rewards (and TOTAL $662,770

sanctions) to managers who
successfully meet goals by linking
compensation to performance.
While pay for performance is a concept alien to the set salaries of civil
service systems, it is close kin to a merit system of pay increases -- if
the merit raises are actually based on evaluation of performance rather
than automatically given to anyone who comes to work regularly.

While a pay-for-performance system offers individual incentives,
organizational incentives along the same lines are also sometimes part
of performance-based budgeting. The expert from Texas told the
Commission that state departments that are meeting their targets are
more likely to receive increased funding or extra allocations for special
projects. Conversely, departments that do poorly may find policy makers
less receptive at budget time.®' This area is controversial, however,
because the correct response to poor performance may not be to cut a
department's appropriation. If a program is performing poorly because
there were not enough resources to meet goals despite exemplary
management, then cutting funding further will not resolve the situation.
Instead, despite its counter-intuitive feel, the proper response to a poorly
performing program may be to increase allocations.

In addition to the above incentives, performance-based budgeting

systems often address a lingering, perverse incentive that is built into
traditional, incremental forms of budgeting. Under current budgeting
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systems, departments lose any funding they do not spend by the end of
the fiscal year. Worse than that, if they do not spend all of their
appropriation, they endanger their future years' budgets because policy
makers may see the leftover funds as a sign that less money is needed
to conduct operations. In essence, efficient departments are punished
by having their funding endangered while inefficient departments are
rewarded with increased appropriations. A legislator from Texas
summarized the inherent problem:

Our method of budgeting makes no sense. It removes incentives
from agencies and employees to conserve and save because they
don't get any benefit from it. We reward lethargy. An agency
that spends more and more money and claims it needs more and
more money to do increased work, as opposed to being more
efficient, is going to be rewarded. We give them more money.
And efficient organizations? We take their money away. It's
insane.®

An incentive typically offered under performance-based budgeting is that
a department may retain at least some portion of the savings created by
innovative efficiency measures over muitiple fiscal years and redirect the
funding to internal projects.

Finally, performance-based budgeting is built on the concept of long-
range planning and tracking performance over time. This requires a
stability of funding decisions that is difficult to achieve when budgets
are adopted annually and the budgetary implications of spending
decisions are not calculated out over several years. Some 20 states use
biennial budgets and many governmental jurisdictions incorporate long-
term projections in their budgets.®® California, however, has a single
year budget and does not provide long-term projections as part of the
budget document.

As California's pilot project is expected to demonstrate and the Little
Hoover Commission has frequently noted in previous reports,
departments that are given the latitude to control their own operations
can improve their programs and services without becoming less
accountable. The spread of latitude to other departments similar to that
given to pilot project participants has the potential of yielding
dramatically improved government performance.

Recommendations
Recommendation 3-A: The Governor and the Legislature should examine

and revise control systems for all agencies to eliminate unnecessary and
costly processes.
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he Little Hoover Commission has identified many procedural barriers

to government efficiency in several prior reports, Chief among the
systems that should be revised, according to these reports and the
experience of the pilot project departments, are the civil service system,
the procurement system, leasing oversight and the mandatory use of
Prison Industry Authority products. The prior Commission reports
contain specific recommendations for increasing efficiency without
eliminating accountability.

Recommendation 3-B: The Governor should negotiate and the Legislature
should approve a pay-for-performance system that rewards success and

sanctions failure.

hether it is called a merit system or a pay-for-performance system,

government should have the ability to provide managers and
employees incentives for doing a good job. The "fairness" of a system
that pays everyone assigned the same type of work the same amount
regardless of their ability and effort can and should be disputed.
Organizations that recognize achievement are most likely to encourage
it.

Recommendation 3-C: The Governor and the Legislature should allow
departments that achieve budgetary savings through increased efficiency to

retain and redirect part of the savings.

he perverse incentives in the current budgeting process encourage

departments to spend every penny in each year's budget. Allowing
a program manager to retain funds into a new budget year when they
have been earned through efficiency would change that spending
incentive and encourage innovation. The redirection of the savings could
be restricted to certain expenditures approved by the Legislature or
managers could be given broad discretion as long as the spending
contributed to the mission and objectives of the department's programs.

Recommendation 3-D: The Governor and the Legislature should adopt a

multi-year approach to budgeting.

Performance—based budgeting yields data about long-range trends and

performance. But to take advantage of this information, policy
makers need to look beyond the next year and understand the
implications of their decisions. This can be achieved by building multi-
year projections into the budget process and exploring the potential,
including any necessary constitutional changes, for adopting budgets
that span more than one year.
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Conclusion

nherent in the nature of institutions are mechanisms to avoid change

and preserve the status quo. But governments at all levels are facing

immense pressures to reform their processes and procedures. Only
by improving performance can government restore the confidence the
public once had in the ability of the public sector to serve many needs,
and serve them well.

Experts on systems management believe government has gone astray by
focusing on processes rather than results, by concentrating on efficiency
without regard to effect, and by failing to re-evaluate the continued need
for programs as times and conditions change.®* The failure resuits in
part from a lack of consensus about the primary functions of
government. One commission charged with identifying the principles
that should guide government in Florida developed the following list:

[ Government should be catalytic, steering hundreds of different
organizations in delivering services rather than being a centralized

service provider.

| Government should be community-oriented, empowering localities
to come up with their own solutions to problems.

| Government should be customer-driven, giving its constituents
the choices they desire for delivery of services.
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| Government should be value-oriented, focusing on preventative
measures rather than immediate fixes.

| Government should be results-focused, funding outcomes rather
than inputs.
[ ] Government should be market-oriented, using competition rather

than using public monopolies.?®

Few governments live up to these or similar principles. But performance-
based budgeting offers a promising venue for governments to change
and improve. By providing comparative information, performance-based
budgets can give policy makers the tools they need to make informed
decisions. At the same time, it is a system that increases accountability,
both between managers and policy makers and between government and
the public. With clear and compelling data easily accessible to everyone,
policy discussions can focus on realities rather than ideologies.

Change is very difficult, however. As one Florida analyst wrote:

Reinventing government is not only harder than it sounds, it takes
a long time to make even small gains. For each bloated
bureaucracy and each set of convoluted rules, there is a
constituency that demanded it and a constituency that will
defend it. Additional obstacles include the sheer complexity of
the endeavor, a bureaucratic culture which is risk intolerant and
acclimated to following cumbersome rules and regulations rather
than searching for the best way to obtain quality results for
customers, and a legislature that guards its prerogative to dictate
in detail how agencies spend their funds.®®

Despite these barriers, many in California recognize the need for change.
With a pilot project that involves four departments, California has made
tentative steps toward adopting performance-based budgeting. But
those involved in the project and those who are assessing its progress
have noted a lack of the necessary support and leadership that may
make the difference between failure and success. In addition, with no
single point person among policy makers to champion the continuation
of reform, there is a real danger that the process will peter out and
become just one more passing fad.

The departments involved believe they have made substantial
improvements in their operations and have created an atmosphere where
excellence can thrive. The continuation of their effort and its spread to
other state departments holds the promise of increasing the capacity of
state government to provide services in an effective and efficient
manner.

The experience of other governmental jurisdictions using performance-

based budgeting points to the need for patience and long-term
commitment to reform. Neither is an evident pattern in California's
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political process. Nonetheless, the recommendations in this report are
designed to improve the chances that reform will succeed in California
and that the partial benefits already reaped by departments in the pilot
project can be extended to other agencies. With the demands and
constraints facing California, policy makers need to be aggressive about
finding ways to reshape and improve government programs.
Performance-based budgeting offers them that opportunity.
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Witnesses Appearing at
Little Hoover Commission
Perfomanced-Based Budgeting
Public Hearing

Kathleen Connell,
State Controller

Thomas Lewcock,
City Manager of Sunnyvale

Ara Merjanian, Texas

Bob Dell' Agostino,
Legislative Analyst's Office

Stan Stancell,
Department of Finance

Steve Olsen,
Department of General Services

Donald Murphy,
Department of Parks and Recreation

Marjorie Berte,
Department of Consumer Affairs

Al Aramburu,
California Conservation Corps
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LITTLE HOOVER COMMISSION FACT SHEET

The Little Hoover Commission, formally known as the Milton Marks Commission on
California State Government Organization and Economy, is an independent state oversight
agency that was created in 1962. The Commission’'s mission is to investigate state
government operations and -- through reports, and recommendations and legislative
proposals -- promote efficiency, economy and improved service.

By statute, the Commission is a balanced bipartisan board composed of five citizen
members appointed by the Governor, four citizen members appointed by the Legislature,
two Senators and two Assembly members.

The Commission holds hearings on topics that come to its attention from citizens,
legislators and other sources. But the hearings are only a small part of a long and thorough

process:

*

Two or three months of preliminary investigations and preparations come
before a hearing is conducted.

Hearings are constructed in such a way to explore identified issues and raise
new areas for investigation. ‘

Two to six months of intensive fieldwork is undertaken before a report --
including findings and recommendations -- is written, adopted and released.

Legislation to implement recommendations is sponsored and lobbied through
the legislative system.

New hearings are held and progress reports issued in the years following‘ the
initial report until the Commission's recommendations have been enacted or
its concerns have been addressed.
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