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By Albert Morales

Few words are more common today in business or government than innovation. It is rare to walk
the corridors of a government building, watch an hour of television, or pick up a major publication
without running across it. It is on the minds of a growing number of private sector chief executive
officers, government leaders, and academic officials as they look for ways to survive and thrive
in an increasingly complex and interconnected world.

IBM’s recent Global CEO Survey 2006 explores the topic of innovation. The survey is based on
in-person interviews with more than 750 of the world’s top CEOs, including over 100 public sector
leaders. Corporate CEOs and public sector leaders alike say that innovation—marked by fundamental
change—is a crucial way to face new challenges. Sixty-five percent of respondents anticipate
fundamental organizational change in the coming year, but few claim to be “very successful” to date. 

The survey was inspired, in part, by IBM’s long interest in innovation. Innovation has been central
to IBM for nearly a century. Three years ago, IBM affirmed “innovation that matters—for our company
and the world” as one of IBM’s three values. 

Strikingly, public and corporate executives see eye-to-eye on many aspects of innovation. One
Danish government official summed it up nicely: “We have done things better. Now we need 
to do better things.” Both sets of leaders believe that external collaboration and partnering is
indispensable to innovation. At the same time, they acknowledge that the gap between perceived
importance and current practice is large. As many CEOs explained, collaboration and partnering
is “theoretically easy,” but “practically hard to do.” Whether it involves crossing internal or
external boundaries, collaboration requires serious intent. As one CEO put it, “Having a few
beers together is not collaboration. Collaboration is discipline.”

The 2006 CEO Survey contained at least four significant observations for public sector leaders. First,
both public sector and corporate executives agree that innovation is essential to performance and
that it is difficult to execute without top-level attention. Second, business service model innovation
can drive improvements in performance and service delivery, but requires comprehensive integration
of process and technology. The leaders surveyed acknowledge that this is difficult and that current
practice lags perceived value. Third, collaboration is a key innovation enabler and the public sector
looks more and more to citizens/customers as catalysts and contributors to change. Fourth, integrating
technology into new service models often requires significant levels of structural and cultural change.

Five recommendations for public sector leaders emerge from these findings: 

• Think broadly, act personally, and manage the innovation mix. Create and manage a broad
array of innovation that emphasizes service and operating model changes. 

• Make your service model changes deeply different. Find ways to change substantially the way
you add value.

• Ignite innovation through operational and technology integration. Use technology as enablers
for innovation, combining it with process and cultural change.

• Force an outside look in—every time. Push your agency to work more with outsiders, making
it first systematic and then part of your culture.

• Expand the limits of collaboration. Collaborate on a broad scale to meaningfully promote 
citizen and stakeholder involvement.

Our hope is that government leaders will find these insights on innovation, business transformation,
and societal change helpful ideas to build on and make their own. ■

Innovation

Albert Morales is Vice President
of Public Sector Strategy, IBM,
and Managing Partner, IBM
Center for The Business of
Government. His e-mail:
albert.morales@us.ibm.com. 
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Conversations with Leaders

The IBM Center for The Business of Government hosted a
“Perspectives on Management” luncheon late last winter with
David M. Walker, comptroller general of the United States.
Mark Abramson, executive director of the IBM Center for
The Business of Government, and Jonathan Walters, journalist
and co-author of the Center report “The Transformation of the
Government Accountability Office,” moderated the session.

On the Government Accountability Office (GAO)
GAO is a very well-respected organization. It has been in
existence since 1921. I have six predecessors who were all
very capable people. GAO now has over 3,000 very highly
educated, dedicated, extremely capable public servants. The
skills and knowledge of the GAO workforce is as good, or
better, than the private sector.

On Recent Years at GAO
In the five years before I came, GAO had been downsized
from 5,400 employees to about 3,300. It had closed a number
of offices, it had conducted major RIFs [reductions in force],
and it had a virtual hiring freeze for about five years. It had
not changed a whole lot in a number of years. It had a great
reputation, fantastic people, and a very important role in
government, but it was not well positioned for the future.

After looking at data with regard to succession planning and
to the performance appraisal system, it reconfirmed my feel-
ing that we had a great organization with fantastic people,
but our policies and procedures were not modern and we
needed to reposition ourselves for a more positive future…. 
I was confident that we could be successful.

For the overall organization, GAO didn’t have a strategic
plan.… My view is that if you don’t have a plan, you’re not
going to maximize your value and you’re not going to mitigate
your risk within current and available resource levels. So we
needed to develop a plan.

I also noted that GAO had too many layers, too many levels,
too many organizational units, and probably more office

locations than it needed. [I also noted] that the way that it
measured success in some cases was more process oriented
or output oriented rather than outcome oriented. In many
cases, a lot of the units in GAO were making decisions
based upon what they thought the right answer was rather
than having an institutional framework to make decisions. 

When GAO had to downsize from 5,400 to 3,300, it did
reductions in force. And it did RIFs on the old RIF rules,
where length of service basically trumps everything. 

Even to the extent that you could consider performance, it
was based upon a performance-appraisal system that had
rampant grade inflation and that didn’t provide meaningful
distinctions in performance. Even if you were going to consider
performance, you didn’t have a system that allowed you to
be able to seriously consider it.

As a result, we closed offices 100 percent. We picked a number
of offices and we fired everybody in the office. This was before
I was there. Because by firing everybody, you didn’t have to
invoke the RIF rules. Everybody was gone—it didn’t make any
difference whether you needed them, what their skills, their
knowledge, or their performance was, they were just gone.

And so when I came in, I said, “Well, that really doesn’t make
a whole lot of sense. We really need to be determining what
types of skills and knowledge we needed for the agency to
serve the Congress and to serve the country.” We also needed
to know what skills and knowledge our people already had—
which we now have electronically. We also needed to know
the absolute and relative performance of each person, so we
could make more informed decisions if we ever get into that
[RIF] situation again. We now can do it in a more intelligent
and targeted manner. And that’s what we did in 2000, when
we went from 16 field offices to 11.

We also had rampant grade inflation. The average rating was
4.62 out of 5. That meant that if you were 4.6199 out of 5, you
were below average but you didn’t know it. Nobody ever told

A Conversation with David M. Walker
Comptroller General of the United States
Government Accountability Office
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you. Therefore, you were frustrated as to how come you didn’t
get promoted as quickly as you thought you would. We needed
to deal with grade inflation if we were to have a more modern,
credible, and effective performance-appraisal system. 

On Starting the GAO Transformation 
When I came in November 1998, I tasked one of my then
special assistants to put together what I call a human capital
profile. It was a summation of fact-based information and
trend data on GAO’s workforce. It included skills by level of
responsibility, by location, including performance information,
and a variety of other information. That was done in early1999
and basically confirmed some of the concerns that I had. 
We also identified some new issues.

We then developed a game plan. We knew where we were
and we knew that we needed to be in a very different place.
How were we going to get there? Importantly, 80 percent plus
of what needed to be done didn’t require any changes in law.
For example, we wanted a more market-based and performance-
oriented compensation system and a modern, effective, and
credible performance-appraisal system that provided meaningful
feedback and that resulted in meaningful differentiation in
performance. None of this required any legislation. We iden-
tified what needed to be done, and we started executing.

We then identified what we thought needed to be done that
did require changes in law. We went to the Congress in 1999
and got legislation in October of 2000. We then went back
to the Congress and got another round of legislation in 2004.
It’s been a multi-year effort and we used a building-block
approach. There was a comprehensive plan describing how
the pieces of the puzzle fit together.

We’re not perfect and we never will be. There is no perfect
organization or system. You’re never done. You’re always
striving for continuous improvement. We’re also always trying
to assess what’s working and what’s not and how can we
improve what we’re doing.

On Implementing the GAO Transformation 
With regard to things that could be done administratively, we
had the knowledge and the talent in house to do that. We
involved a lot of people in that aspect. We have a philosophy
at GAO where you involve many different people, at different
levels, from many different occupations and locations, to get
input on what you need to do.

There were occasions where we needed outside help. For
example, when we were designing our new competency-
based performance-appraisal system, we hired an organization
to try to help us do that and to validate the competencies in that

system. When we needed to go out and do market-based
compensation studies, we hired another company. There are
a lot of good firms out there in both of these areas, and we
did a competitive bid and a search. We did much on our
own, but in some cases we needed outside help.

On Dealing with Change at GAO
Change is tough in any organization and most human beings
have difficulty with change. If you’re talking about an organi-
zation in government like ours and like many others, they
don’t change very often. Therefore, the degree of difficulty
and the degree of resistance associated with dramatic and
fundamental reform is great. 

Change management in the public sector is just like it is in the
private sector and the not–for-profit sector. First, you start with
your top executives because you have a line of sight to them.
You explain to them what you want to do, why you want to do
it, and why it’s important that we do it. You try to get them to
buy in, but ultimately you hold them responsible and accountable
and you can see whether they’re with the program.

The second thing you do is to start with the new people. That
doesn’t necessarily mean the entry-level people. They could
be coming in as an executive. If you need new talent or if
you need new ideas, you have to bring in new people at dif-
ferent levels of the organization as well as at the entry level.
So you start at the top and you start with the new people,
and you then work to the middle. The toughest part to
change is the middle in any organization. 
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You must have extensive and ongoing communication and
outreach efforts to be able to explain what you want to do,
why you want to do it, why it’s important, and how we’re
going to go about it. You must make sure that everybody has
an opportunity to provide input and make sure that they
understand that you will seriously consider all input, but in
the final analysis you’re going to do what you think is right
for the organization for today and tomorrow. By definition,
not everybody’s going to be happy. When you’re talking
about changing classifications and compensation systems, 
a lot of people aren’t going to be happy.

On Communicating Within GAO
We have a weekly newsletter. I hold live closed-circuit television
session broadcasts to all of our employees. It goes right to their
desktop computer. They can look at it sitting at their desk and
multitask. I’ve done that at least once a quarter since my first
months in office. When we have a major initiative under
way, it’s more frequent than that. I discuss, “Here’s what we’re
doing, here’s why we’re doing it, and here’s how we’re doing
it—what, why, and how.” I take questions. 

We have a democratically elected employee advisory council,
even though we don’t have a union. The council has about
two dozen people who represent different levels, different
occupations, and different locations. I and the other executive
committee members meet with them at least once a quarter.
The council sets the meeting agenda. We always address
issues they want to talk about. 

We have town hall forums. For everything that we think about
doing, we go out for employee notice and comment. There are
all kinds of communications that are ongoing. [Communication]
is critical to be effective.

There are two challenges when you’re making transformation
change. One is the policy. The other is the process. A lot of
people aren’t going to like the change in policy, so you’ve
got to get the process right. You have to have a process with
integrity that’s very inclusive, that has active and ongoing
communication. If you do that, then you’re going to be a lot
better off in the end, no matter what the policy is, because
people will believe they’ve been heard, been considered,
and that’s important.

On Transferability of the GAO Transformation 
to Other Federal Agencies
I think most of what we’ve done is transferable and scalable,
but I would put it in two components. The first component is
the process. I definitely believe the process that we’ve used
and the principles and concepts behind that process are

absolutely transferable and scalable. I think the process is 
of critical importance.

Many of the policy elements and many of the approaches
that we’ve taken are also transferable and scalable, but you
have to be able to adapt it to the culture. You have to be able
to adapt it to agency mission and you have to be able to
adapt it to the workforce of individual agencies. Obviously
the Department of Defense, with hundreds of thousands of
people in many different locations, is a more challenging
endeavor than GAO, which has over 3,000 people in a lot
fewer locations. On the other hand, the process shouldn’t be
much different, and many of the policy principles, I think,
are very transferable to that entire workforce.

There are lessons to be learned. I would hope that people
would try to take the things that make sense from us and
from others. [They should] continuously improve it and build
upon what we’ve done and try to figure out better ways to do
things that might make more sense for their workforce.

On Lessons for the Departments of Homeland
Security (DHS) and Defense (DoD)
On process, I think we had a much better process than DHS
and DoD. DoD is getting better. One of the biggest differences
is the infrastructure. It took us several years to bring our
infrastructure up to where we think it needed to be in order
to effectively, credibly, and equitably implement a pay-for-
performance oriented system.
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I don’t think either one of the agencies are there yet. I think
you got to be there before you go live, because if you don’t
you could end up having some negative unintended conse-
quences. There may be segments within DHS that may be
ready and there may be segments within DoD that may be
ready. That’s why DoD is talking about a spiral approach.
Basically, it means a phased implementation. You do need to
have phased implementation. We had a phased implementation,
but you have to have that infrastructure in place if you want
to be successful.

On Government-wide Reform 
I’ve already testified more than once and I’m sure I’ll be 
testifying again. The latest testimony that I gave on this was
that you now have over 50 percent of the federal government
that has been granted flexibilities in a number of areas. So
we’re over 50 percent now. DoD, DHS, NASA, FAA, IRS,
GAO [have been given] differing types of flexibilities, with
different degrees of flexibility.

I think we do need to be concerned with having a relatively
level playing field. What I’ve said is that I think we have to
look at recruiting, we have to look at classification, we have
to look at pay, we have to look at restructuring reforms, and
those we ought to do across the government. We ought to
have certain types of principles and safeguards that would apply
across the government, and people ought to have to meet a
“show-me test” that they are ready to go live with a more 

performance-based compensation system, that they’ve got the
infrastructure in place and that it meets certain criteria before
they can go live. OPM [the Office of Personnel Management]
ought to be able to certify that rather than self-certification.

Self-certification doesn’t work. There ought to be an independent
certification that, in fact, they’re ready to go. And if we do that,
it would be a huge step forward. I also tell people to get their
act together if they want to use these additional flexibilities.
Just because they may have the authority to use them, they may
not be able to operationalize them until they can demonstrate
that they’ve got an infrastructure in place to maximize the
chance of success and to minimize the possibility of abuse.

My view is to have the enabling or authorizing legislation you
could move quickly on. I don’t think that we should have
any arbitrary dates or say that we ought to get rid of the GS
[General Schedule] system by 2009 or 2010. When people
are ready, they can move to the new system. I think there
ought to be broad authorization for people to be able to do
that, and clearly you have to do it on an installment basis.

All the agencies can’t possibly do this at once, and OPM can’t
possibly handle all this at once. From a practical standpoint,
you’re going to [have] to do it in installments over a period
of time. What’s important is that we create the framework
and the foundation for a more positive future than the path
that we’re headed on right now.

(From left to right) Jonathan
Walters, David Walker, and
Mark Abramson.
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“There are two challenges when you’re making transformation change. One is the policy. The other is the

process. A lot of people aren’t going to like the change in policy, so you’ve got to get the process right. You

have to have a process with integrity that’s very inclusive, that has active and ongoing communication.”

On Breaking Down Silos
I think it’s important to know that it’s not necessarily a 
government-only problem. It’s a problem that exists in 
organizations that don’t have a lot of competition. IBM used 
to be like that a number of years ago. It has competition now.
The company that my dad worked for—AT&T—also used to
be in that situation. 

When you have an entity that doesn’t have a lot of market-
based competition, you tend to get satisfied with the way
that you are. You tend to become more hierarchical, more
siloed, more inwardly focused, more process oriented. 

In our case, I’m a big believer that you want as few levels, as
few layers, as few silos, and as few footprints as absolutely
necessary. In our case, the first thing we did was to reduce
the number of silos. We went from 35 to 13. When I came
in, we had the government divided up into 35 issue areas.
We consolidated those into 13, a more manageable number,
which gives us more flexibility and more accountability. We
also have less infrastructure now.

We eliminated a layer of management. We didn’t get rid of
the people. We redeployed the people. We had something
called divisions. We didn’t need divisions. It was just another
layer of management. When you had 35 issue areas, maybe
you needed divisions, but when you have 13 teams you
don’t need divisions. So we got rid of divisions.

We redeployed resources horizontally to work across the
organization and focused externally to partner for progress with
others in government, the private sector, and the not-for-profit
sector, domestically and internationally. We changed how we
keep score. We also did a number of things through our
institutional and our individual performance-measurement
reward systems to promote matrixing and to promote teaming. 

On Pay for Performance at GAO
Some people like it; some people don’t. It depends on
where you sit. If a vast majority of the pay is on autopilot and
if you are not a top performer, you like it. If you are a top
performer, you may not like it.

We have very few poor performers. We’ve taken a number 
of steps to either help them upgrade their performance or to
provide them an avenue out, either through early retirement
or through adverse personnel action. So now we don’t have
many poor performers.

We raised the bar on expected performance. We let them know
where they stood relative to their peers. We did a number of
things to try to encourage people to get better or to “get gone.”
Most of them got better rather than having to “get gone.” 

One of the things that we did that really helped was that I said,
“Look, we’re raising the bar on expected performance. We’re
going to measure performance three ways: absolute, trend,
and relative to your peer group. If your performance meets
expectation or better on all applicable competencies and if
you’re paid within competitive compensation ranges, then
we’re going to give you at least x percent each year. Whatever
you get on top of x percent is going to be directly related to
your performance relative to your peer group.”

For 2006, I said, “Absent draconian budget cuts, if our people
are performing ‘meets expectation or better’ and are being
paid within applicable competitive compensation ranges,
then they are going to get 2.6 percent. We’re then going to
allocate another 2.15 percent based on relative performance.
So people will get 2.6 percent at a minimum and however
much else they are going to get will be directly related to
what their relative performance is.”
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I think this helps people because when some people talk about
pay for performance, they hear, “Well, I may get nothing.”
I’ve talked to a lot of people in DHS and other agencies
where that has not been made clear yet. I have found that
taking this hybrid approach has helped us tremendously.

On Employee Evaluation
First, no performance-appraisal system in the history of
mankind has ever been perfect and none ever will be.
Secondly, every performance-appraisal system in history
involves judgment and it always will. What we’ve done is
that we’ve taken a competency-based approach which we
developed and which we had validated by our employees.

This approach did two things. One, it helped them to buy 
in because they were part of the process. They agreed that
these are the competencies that it takes at various levels to
be successful at GAO. Second, it helped to minimize our 
litigation risk by doing that. We then defined different levels
of performance. 

We had training on this. We have a number of checks and
balances to try to help assure consistency within a team. We
have reviews by our Human Capital Office and our Office of
Opportunity Inclusiveness before final decisions were made.
We also have safeguards, such as a statistically based system,
that helps to provide reasonable assurance that we have
consistency between teams, as well as within teams. We 
provide transparency while protecting individual privacy.
We’ve got a lot of things that I think work well.

Our system is not perfect. It is a system that is credible, it 
is a system that is a lot more effective, and it is a system in
which I felt comfortable implementing pay for performance.
The system we had before, forget it. It would have been a
joke. It would have been a waste of time.

On Implementing Pay for Performance 
The first year was a big problem for our employees. The second
year, the big problem was with management. During the first
year, employees were basically told things they’d never been

told before. “Here is how you are doing relative to your peer
group.” They’d never been told that before. Our employees
assumed they were in the top quartile because they always
had been told that throughout their lives. But they found out
that they weren’t all in the top quartile.

When we held managers accountable for actually applying
the standards as they were written and directly took on the
grade inflation, people felt that they were performing the
same that they were before, but they now weren’t getting the
same ratings. That obviously caused pushback to the managers.
“How come you’re telling me different now?”

The pain was with the employees the first year. In the second
year, managers remembered the pushback they got from the
employees during the first year, so they had a lot of trepidation
during that second year. In reality, employees didn’t push
back much the second year because they had already gone
through the pain the first year. You had to tell managers to
stay the course and stick with it. ■
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A Conversation with Preston Jay Waite 
Associate Director for Decennial Census 
U.S. Census Bureau, Department of Commerce
The IBM Center for The Business of Government hosted a
“Perspectives on Management” seminar this spring with
Preston Jay Waite, associate director for decennial census,
U.S. Census Bureau. Brenda G. Dixon, industry account 
lead for the Department of Commerce, IBM Global Business
Services, moderated the session.

About the Decennial Census
A decennial census is a big undertaking. You start with the
idea of saying, “How hard can it be to count everybody in
the United States?” The census is really a number of fairly
simple and pedestrian activities, until you start adding zeros.
Our job in doing a census is to count everyone in the United
States once and only once and in the right place. By “the
right place,” I mean the right small geographic area.

When we do a census, we get a list of all the addresses in the
United States. We mail forms to most of those addresses and
deliver a few to some others. Most people fill out the form. About
42 million households did not mail the form back [in 2000].
Then we have to get together a small army of people to go
out and do what we call non-response follow-up, where we
organize the housing units that we haven’t got a receipt from.

On Hiring 800,000 People
We send enumerators out. These are people who often have
a full-time job, sometimes they’re looking for some work, but
they’re not experts in census taking, in knocking on doors or
interviewing people. We hire them, train them for three or four
days, and then send them out to the houses to get the follow-up.
In 2000, we hired about 800,000 people. We had to interview
over 3.5 million people in order to get those 800,000.

When we hire these people, the job we’re offering them is six
to eight weeks in length, little or no possibility that they’ll get
anything permanent, pay them a modest wage, and they get
to go to doors of people who have already chosen not to mail
back the census form. They get to knock on their door and
explain to them how important it is for them to tell them their
personal details. It’s a big challenge. Our field organization
has to hire all these people, get them trained and dispensed. 

Years ago when we did the census, our main pool of enumerators
were housewives who didn’t have full-time jobs. They were well
educated, we could hire them and they were interested in working
for a few months to get some extra money. They were easily
trained, they were pretty good at showing up when they needed
to show up and doing the job. They were our labor pool. 

Most of those people are now working full-time in some other
activity. So that’s one big demographic change: our pool of hiring.
When we began planning for the 2000 Census, we came to the
stark reality that we needed to hire more people than there were
unemployed in the United States. If we hired every unemployed
person alive, we still wouldn’t have had enough. 

So we had to hire some people part-time and hire people
that already had jobs. We’ve had to change the way we hired
[because of] the change in our pool. A lot of times, the people
that we interviewed and hired needed a little bit more training.
[Some] were not used to showing up and working every day.
If they got another job partway through the census, they
reluctantly said, “Well, I won’t finish my last two weeks.”
This was a big issue.

The Importance of the Census
The census is very important. It’s the census that distributes
political power in the United States. The counts in the census
determine whether California gets an extra congressperson or
whether New Jersey gets that extra congressperson. More
specifically, it is the census count that determined that North
Carolina got the last seat in the House of Representatives and
the state of Utah did not, by less than a thousand people.
Anybody who believes that we can count the state of North
Carolina or the state of Utah correctly within a thousand
people would probably be on our side defending ourselves
against Utah. Utah sued because less than a thousand people
determined whether there was an extra congressperson in a
state or not. It’s important for people politically; therefore, it’s
very important to Congress. And if it’s important to Congress,
that means we’re going to get a lot of attention.



Conversations with Leaders

FA L L  2 0 0 6 IBM Center for The Business of Government 1 1

One aspect of doing the census is that you get a lot of help.
The Government Accountability Office is there en masse.
Congress is concerned about the count, concerned that it’s
done properly. They’re concerned not only with the count, but
in many cases, with how the count is done and the procedures
that are followed. It’s also very important financially—over
$200 billion a year is distributed throughout state and local
governments based on the facts of census counts. 

So with that much money involved, the Department of
Commerce’s inspector general gets interested. So the inspector
general comes in, along with the Government Accountability
Office, and tries to make sure that we’re doing our job correctly.
That makes it a challenge. I said many times during the last
census, I would be happy to put a camera over my desk so that
anybody who wanted to could see anything that came across my
desk for review, so long as they promised that they wouldn’t
break down my door and make me change something for at
least two weeks. So there’s a lot of help. A lot of people are
concerned, a lot of people are interested, and that means that
you’re under a magnifying glass.

It’s important to people. It’s important politically, it’s important
financially, and it’s an important civic responsibility to try to get
the count. It’s important to our Constitution and to our way of
life that we have an accurate count, to learn about our popula-
tion and to learn about where they are and who they are. We
have to count them and identify them in very small geographic
areas. Probably the best part about the census is that as our for-
mer director, Ken Prewitt, used to say, “Doing the census must
be really easy because I have not met anyone who doesn’t
know how to do it.” And that’s pretty much the case. Everybody
seems to know and is free in suggesting how to do it.

The census is a big challenge, it’s a lot of work, and it involves
a lot of money. It involves a lot of challenge and a lot of stake-
holders that have different goals. There are actually hundreds of
censuses, really. The Congress worries about the total count by
state. Other people worry about, “Did you get the right count of
African Americans?” Other people ask, “Do you have the right
Hispanic count?” “Do you have the right count of Dominicans?”
“Do you have the right count of children?” So it’s more than did
we just count everybody, but did we also classify them properly. 

On the Challenge of Getting Responses
The issue of trust in government [is important]. Forty years ago,
a lot of people, if they got something in the mail from the U.S.
government saying, “This is important, please fill it out,” would
take it very seriously. Some people still do, but a lot more peo-
ple are taking the position, “What business is it of the govern-
ment how many people live here? I don’t need to answer that, 
I don’t want to answer that, I don’t want to be part of that.”

That’s a problem if they don’t mail the form back; it’s a lot 
more money and a lot more cost and a lot more trouble. Our
response rates have dropped from a response rate in the 80s
down to around a 65 percent response rate. Last census, we
stopped the continual drop in response rate, but still a 65 percent
response gives a whole new set of problems that you didn’t
have if you got an 85 percent response. It’s a much bigger job
to try to carry that out. That’s another big issue, how people feel
about the government and whether they think it’s right.

That’s particularly true as we get more and more people who
may or may not want to be counted, as it were, who may or
may not want to be identified. Right now, there’s a lot of
interest in the immigration situation. We’re doing a test in
Travis County [Texas]. We’re always lucky; we manage to go
where things are happening. But if you were living in Travis
County and you were an immigrant there without legal status,
you would have to ask yourself, “Is it to my advantage to step
up and say, ‘Don’t forget to count me.’ ” That’s become more
of an issue. We have more people who are not sure whether
they want to be counted or not. It is a big issue.

We’ve [also] got more people living in unusual circumstances.
The census basically is a census of housing units and the
people living in them. But more and more, people are living
in places that aren’t necessarily housing units. That gives us
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different challenges. Some people live in several places and yet
not in any one place. So that’s a challenge—the kind of structure
that people live in has challenges.

Regarding languages, we’re no longer strictly an English-
speaking country. There are a lot of people in the country
who indicate on the census form that English is not their 
primary language. They don’t understand enough English
when they get the census form in the mail. They’re not really
sure what the form is asking them. You need to think about
different ways of trying to address that population.

Lessons Learned from the 2000 Census
We struggle with how to do a better job of counting. For a long
time, we had a large evaluation study designed to measure
how well we counted various groups of the population. The idea
was, “If you have reason to believe that you missed 5 percent
of the African-American males between 20 and 30, why don’t
you just do some kind of statistical adjustment? You’re statisti-
cians; you sit in rooms with no windows and think of these
things. Why don’t you put some kind of mathematical formula
to somehow correct this differential counting?” We tried for
three decades to do that. I think one of the lessons we learned
in 2000 was that it was just too hard. We could not convince
ourselves, in spite of doing almost everything that we could,
that we could actually come up with adjustment factors that we
could say were more accurate than the census itself. That’s one
big lesson we learned.

We worried about under coverage for a long time—how
many did we miss? We had a lot of procedures in place,

“When in doubt, count. Try and see if we can’t find these
extra people.” We found in 2000 that duplication is also an
issue. We counted almost five million people twice. And you
say, “Well, how can that be? That seems sort of silly.” But
people are often in more than one house, sometimes we
count them twice. If you’re paying for tuition for a college 
student, and you write a check for several thousand dollars 
a month, you’re under the illusion that they ought to be
counted in your house. But they’re having a great time on
campus, and they count themselves where they are. We’ve
learned that duplication was a big and growing problem.

Now, we were able to find that out [the duplication] because
of the automation we did in 2000. Up until 2000, we keyed
in all the records. Names were just a lot of extra work to key,
so we didn’t invest very much time in that. When we started
doing data capture—optical character recognition—capturing
the name was maybe a little more challenging, but it wasn’t
a big expense to try. We discovered that we had a whole
bunch of names. If we found that there were two Jay Waites,
and they were the same age and they were married to the
same person, we said, “Well, wait a minute, how can this
be?” So we were able to identify duplicates. One lesson
learned is that we have to have procedures in place to deal
with duplication. It’s not going to go away.

We learned that we had spent a lot of time and a lot of
money building a location system over time, and while our
street centerline program is very, very good, it’s not exactly
lined up with GPS [Global Positioning System]. When you’re
an enumerator and you’re out there and you find a new
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house—a house which is not on the list—your job is to knock
gingerly on the door, get an interview, and then indicate on 
a paper map somewhere where you think you are. 

[The enumerators] are not geographers. Oftentimes, they
have a dog pulling on their leg or they are trying to get away
quickly, so you don’t always get it in the right place. That
becomes a coverage problem. Remember, you have to count
everybody once and only once and in the right place. If, for
some reason, I put your house in the wrong block, that’s a
problem. The reason it’s a problem is when your state does
redistricting, they put blocks together to decide where they’re
going to have the congressional boundaries and where they’re
going to have the state legislative boundaries. If I’ve counted you
in the wrong block, then they’re going to get the wrong count.

We learned that we really needed something else to do a
better job of putting in the location of these houses. So in
2010, you are going to see a lot more technology to try to
nail that down so we don’t ask our enumerators to be geog-
raphers, to know everything about the landscape and to be
doing the enumeration as well. We learned that geography
was a problem, so we had to figure out something that we
could do about it. That’s another big lesson that we learned.

On Automation and the Involvement of the
Private Sector
We stuck our toe in the water of automation in 2000. Prior 
to 2000, we were not sure about very many things, but one
thing we were sure about is that no one in the private sector
could possibly do the things that we did. That was pretty
clear to us. Nobody [else] could possibly think about data
capture. How could you possibly learn how to do that? In
2000, for a lot of reasons, we put our toe in the water in
contracting. We found out several things. Much to our surprise,
people that were not born and raised in the Census Bureau
actually could solve some of those problems, and that was
good. We were able to get expertise from the private sector
that we couldn’t get quickly [at Census].

There were some downsides to it, though. We found when
you’re talking about major contracts with IT, you really need to
change the way you think about that. You need to start earlier
and you need to think about more disciplined requirements.
We’ve learned a lot about that and that if we want to take
advantage of the private sector IT community, we have to change
the way we think about setting our requirements. We learned
if you’re going to use automation, you need to start sooner.
This is something that we’re struggling with, quite frankly, but
we’re trying to do it better. We can get a lot out of it, but it
does take some planning. 

We get great benefits from the private sector in bringing to
bear expertise that we can’t have, can’t get, and bringing a lot
of people together quickly to do something. We have to make
sure that we don’t forget our business, what is it that we’re
doing and why are we doing it. You can’t expect a contractor
to show up and automatically know how important it is to do
a non-response follow-up in a particular way. They haven’t been
doing that forever. If the government doesn’t have that expertise
or if the government doesn’t have that knowledge, there’s a
risk that we’ll have a wonderful IT but not a good census. 

So we’ve learned—and I think that we’re still learning—that
we must become more disciplined. It is important for every-
body that we have a clear, disciplined set of requirements
that can be monitored and laid out and that people can follow
and understand what’s going on. But we have to start soon
enough that we’re not in a crash course at the end, because
nobody wants to do five days’ worth of work on the last day. 

On Running the Census Internally
One of the big challenges with the census is that it is so big
that there are a lot of pieces that are very big. The temptation
is to say, “Well, I’m just going to worry about my piece. This
is a big enough thing for anybody.” We’ve had to come to
the realization that the real game was the [entire] census. It
wasn’t the field part of the census and it wasn’t the operations
part. Both were all-important, but only to the extent that they 
contributed to the overall census. We had to keep reminding
ourselves that there is no success if the census fails. We’re 
all in the same boat, and if there’s a leak on your side of the
boat, I’m going to get wet pretty soon. It would be very small
consolation for me to say, “Well, the leak wasn’t on my
side.” It doesn’t matter; I’m in the lake anyway. I think that
helped us a lot, because we were able to stay on task, we
were able to know what other people were doing, we were
able to see how our particular expertise could help bring
about the census. 

I think if you’re looking at a big picture, it’s a challenge to
keep [your eye] on the bigger picture. Government generally
takes a very interesting job, chops it up into really teeny, teeny
pieces, and then hands those pieces out. Any person working
on that piece doesn’t have the faintest idea of how their
piece fits into anything. So it’s important that you’re able to
pull people together to keep a focus on the big picture. It’s
really about the census; it’s not about one of the pieces. And
it’s very tempting to sub-optimize because we think, “My
piece has got to work right.” We need to get people to say,
“I’m going to [work hard] so that the census as a whole will
succeed.” This was a big challenge.
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On Budgeting for the Census
Big projects like the census are very cyclical. If you look at a
spending profile for the census, the only possible conclusion
you could come to is that we know exactly how to do a census.
Because there’s no money; then, all of a sudden, the money
shoots way up, we get gobs and gobs—you can’t get out of
the way—can’t get out the door because the money piled up
there, but you only have five days to get the thing done. The
only way you could possibly do that is if you knew exactly
how to do it. The budget becomes a challenge. It becomes a
challenge for the agency, because we’re always budgeting
two years out. As far as the federal budget is concerned, it’s
2008 right now. So if I needed some more money in 2007,
it’s too late, even though 2007 hasn’t come yet. 

So the planning of the budget requires trying to get the Congress,
quite frankly, interested in the census early enough that you
can actually test some things and do some things about
change. The budget for the census—and probably other large
projects—is very big and spiky. In years two through about
eight, the budget people are in charge. Congress is worrying
about other things. The budget people are saying, “Do you
need three pencils or two?” Then, all of a sudden, people in
Congress wake up and they look at their calendar and say,
“Gadzooks, we’re going to have another census and my district
might be at risk. So how much money do you need?” The
problem is that sometimes that is not the solution. If we don’t
have enough time, you can’t give me enough money. One of our
challenges is how to get enough money early—not monstrous
amounts of money, but enough money early that you can
actually test and work out problems. [You need] mulligans. If
you haven’t tested something and it doesn’t work in the census,
you’re dead. There’s no chance to correct the problem.

On Working with Stakeholders
We have a lot of important stakeholders. I talked about the
Congress. It’s very important—if you’re a congressperson in
the United States, it’s very important to you that your district
is properly counted. If somebody messes up and doesn’t 
do a good job, it could cost you your job. So it’s critical that
you have a fair and even count. You also have people who
are interested in subgroups of the population, advocates of
particular groups of the population. 

A census is very local. We can’t do the census by ourselves.
There are pockets of the population—I mentioned some of 
the immigrants, but also people with language issues—that if 
I showed up in their neighborhood and said, “I’m from the gov-
ernment and I’m here to help you,” they would not come out of
the house and say, “Oh, don’t forget to count me.” So we need
to work with people that represent those groups, people those
groups trust, such as religious or community groups. We need to

work with them to get them to talk to their people to help them
understand how important it is to be counted, even if you’re not
a citizen of the United States, even if you may be living in a
place where you shouldn’t be living because of housing codes
or other things. It’s critical and important for your community
that you get counted. So we have to work with them. They can
help us because they can do things that we can’t do. 

It’s not really the Census Bureau’s census. We can’t do it by
ourselves. It’s really America’s census, and we have to get
people to help us in those communities. So we created pro-
fessional advisory committees representing different race and
ethnicity groups. They act as a conscience. Sometimes con-
sciences are thorns in the side … but they really are helpful.

I have come to realize, doing the census, that there are parts
of the population that need to be counted in a particular way
that I would never have thought about nor ever have imagined.
It just wouldn’t occur to me. Our advisory groups represent
some of those populations. These groups often say, “Wait a
minute, you can’t ask the question this way. They’re not going
to understand the question.” I may understand [the question]
perfectly and don’t know why other people wouldn’t. These
groups help us understand that if you go down this path, you’re
going to have trouble counting. They obviously have their
own interests, but, in general, we try as best we can to say
that our interest really is in the best possible census we can
do. Sometimes the best possible census we can do requires
us to do things differently in some communities than in others.
That’s true for different race groups, different immigrant
groups, and different language groups. So we get a lot of
help from them by helping us understand that if we insist on
going down that path, you’re not going to get a good count
and you’re going to have to do something different.

The operational person in me wants to do “one size fits all.” 
I just want to get one set of procedures and use it all the time
because that’s easier to control. Sometimes that doesn’t work.
We have a special coverage question we’re testing right now
in the Cheyenne River Indian Reservation in South Dakota.
We have a question about “who lives here?” Well, a question
arises as to what does “lives” mean? We find that in the
Indian culture, there are a lot of instances where more than
one family lives in the same house. They may or may not
think of everybody as living there. They think of themselves
as a family. The first person who gets it [the census form] fills
it out for their family, but perhaps not for the other people
there. We’ve had to modify our question to ask, “Are there
other people living here?” for the Indian population, because
we were convinced by our advisory committee that if we ask
the standard question, we’re not going to get what we want. 
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On Planning for 2010
When we envisioned the 2010 Census in 2001, we were young,
and we had great plans, and we thought we were going to
do a lot of things. It seemed pretty easy for us, but that was
before 9/11, before Iraq, and before Katrina. Budgets are a
little different now than they were then. The IT world has
changed since then, too. It’s gotten a lot more structured, a
lot more rigid, a lot more things that you have to do to make
sure that everything is done properly and well. 

My biggest worry [for 2010] is that with a fixed amount of
resources, if we’re not careful, because of the amount of
effort and energy that’s needed by the specification writers
and the planners for IT, we might actually have a much better
IT than we’ve ever had but not as good a census. These same
people have to worry [also] about how do we get good 
coverage and how do we do field procedures and the other
procedures correctly. [I worry] about finding myself dragging
resources away from the traditional things that we do on census
to make sure that we’re keeping up with the IT. That’s the
thing that probably worries me the most.

The vision of the 2010 Census makes a lot more sense today
than it did in 2001. In 2001, I remember we had a bunch of
contractors come in and I said, “I want a handheld device and
I want it for under a hundred dollars.” Most of them laughed.
At that time, you couldn’t get anything for under a thousand
dollars. Since then, the hardware costs have come down. Now
it’s not crazy to think about having a handheld device that
you could use for a short-form interview and wirelessly send
the results back to some machine and use that process. I’m
very happy about the fact that more and more people are
beginning to see this is actually not as crazy as it seemed. 

In spite of all the difficulties in the budget at the federal level, the
difficulties with 9/11, with Iraq, with Afghanistan, with Katrina, we
have been very, very fortunate in getting enough money to do
serious testing. It’s a miracle in some ways. I look at the budget

cycle from the 2000 Census and then I look at the budget cycle for
the 2010 Census, and it’s hard to imagine that there isn’t enough
money, that money’s tight in the federal government. Most 
discretionary spending for 2007 is down between 10 and 15
percent. The Census Bureau’s going to be up about 15 percent. 

I think that people who care about the census recognize that
in the plan for 2010, there is a good idea, an idea whose
time has come. Is it perfect? No. But it’s a good idea, and it’s
an idea that deserves a serious try. My objective and goal is
in 2020, when I’m fly-fishing somewhere in the mountains,
that people managing the 2020 Census will say, “What could
people possibly have been thinking about doing non-response
follow-up with paper and pencil?” We’re not there yet, but I
think when we get through 2010, the idea of going back and
doing something by hand, one at a time, and then putting
them in boxes and mailing them off will be gone. I’m feeling
pretty confident about the 2010 Census. Maybe more confident
than I should be. ■
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“We’ve had to come to the realization that the real game was the [entire] census. It wasn’t the field part

of the census and it wasn’t the operations part. Both were all-important, but only to the extent that they

contributed to the overall census. We had to keep reminding ourselves that there is no success if the

census fails. We’re all in the same boat, and if there’s a leak on your side of the boat, I’m going to get

wet pretty soon.”
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Before he was selected as the first chief operating officer (COO)
of the Federal Aviation Administration (FAA), Russell Chew
managed operations at American Airlines’ central control
center. Yet unlike most executives who make the transition to
government from the private sector, Chew was able to take
over a new type of government organization with “customers”
and “owners” and a “performance-based” culture. 

In the mid to late 1990s, the government’s air traffic control
system was in need of repair. After the FAA terminated the
failed $2.6 billion Advanced Automation System, flight delay
times and runways in gridlock were on the rise. Congress
intervened in 1997 by assigning a commission to study the
problem. The solution that Congress came up with was the
Air Traffic Organization (ATO) headed by a new FAA COO. 

Comprising about 80 percent of the FAA, the Air Traffic
Organization provides services to those who use the national
airspace system such as pilots and airlines. “There are a lot
of services that are provided,” says Chew. “The most common
one that everyone thinks about is air traffic control, but there
are a lot of other services as well, such as weather briefings,
navigation signals, and communications systems. In fact,
what people don’t know is that the Air Traffic Organization is,
in many ways, a large telecommunications company within
itself. We have things like microwave towers that allow us to
effect communications among all of our various facilities and
the pilots who are using them.”

“Being the first chief operating officer of the FAA, my role
was to bring businesslike practice into a government organi-
zation in the service business,” says Chew. “The service
model … is based on the fact that you have customers that
you’re delivering services to and owners that have certain
expectations of what the characteristics and quality of that
service should be.”

In a government performance-based organization, the concept
of “customer” and “owner” is different from the private sector,
says Chew. “In this business, we use ‘customer’ as any entity
who actually consumes the service we provide directly. So, if
an airline uses the system to run a business, the airline is the
customer. Actually, the military is [also] a customer of ours.
The owners are those who actually control what they want
out of the system, and they’re, for the most part, represented by
the three branches of government,” notes Chew. “And, really,
ownership ultimately then becomes the American citizen,
who funds this thing through taxes.”

“When you look at what the Air Traffic Organization set out to
do, it was really to get a focus around not just one element
of its business … but all the elements of the business,” says
Chew. “That’s hard to do when you’re large, complex, or
sprawling all over the United States, which we are all of the
above. And so what we set out to do was set up a balanced
scorecard approach to that strategy … and you couple that
by setting up what exactly are your goals for each constituent,
and then you define the processes with which you grind out
the output and measure progress.”

Building a Performance-Based Organization from the Ground Up

Russell G. Chew
Chief Operating Officer, Air Traffic Organization

Federal Aviation Administration
By Alex Turman

CAREER HIGHLIGHTS 

• Chief Operating Officer, Air Traffic Organization,
Federal Aviation Administration, U.S. Department 
of Transportation

• Manager, System Operations Control, 
American Airlines 

• Manager, Technical Flight Operations, 
American Airlines

• Captain, American Airlines 
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Financial management, one of the keys to Chew’s performance-
based organization, is also driving the involvement of managers
and employees at all levels and every service unit of the
organization. “We want to manage costs, not just budgets,”
explains Chew. “Financial management is more about man-
aging costs forward, investing in things that can help reduce
your costs while you’re improving your service.” According
to Chew, this process relies on a bottom-up approach to
financial management. “If you try to manage the budget from
Washington, D.C., when most of your people are actually in
the field … you are managing with an ax … and there’s a lot
of collateral damage in that and a lot of waste and inefficiency,”
he says. “The idea behind driving things down—not just in
budgets, but also in accountability—is to manage at a lower
level. But you can’t just give them [managers] money and
say, ‘spend it however you think is right’; you have to set up
a lot of targets and guidelines and metrics so they understand
what their goal is.” 

The ATO is still several years away from pushing budget control
and performance metrics down to all levels of management,
but Chew comments that they have pushed them at least one
level down. “Each vice president has been given a budget
now, and they have to manage that budget, and they’re also
given goals to reach. That is actually a collaborative process
at the executive level. We’ve formed an executive council,
which is composed of the 10 vice presidents of our service
units, and this is new. Rather than the COO making all the
decisions, the executive council … has to deliberate on all
the strategic decisions for the organization so that there is a
collaborative balance between the needs of the 10 service units.” 

One of the keys to implementing the kind of organizational
change that is taking place at the ATO is to ensure the coop-
eration and motivation of the employees. “The first thing is,

you have to tell them why you are doing this, and it has to
be a compelling reason,” explains Chew. “Then you have to
tell them what you want them to do, and that’s where the
balanced scorecard comes into place.” Offering incentives is
the next step, according to Chew. “You have to give them a
reason to move from where they were to where you want
them to go on an individual basis.” He also explains that he
has to convince the employees that the changes taking place
at the ATO are permanent and that they cannot “wait it out”
until the next political appointee comes along.

The permanent model for an organization that changes based
on performance needs is not an easy concept to develop,
much less sell to 35,000 employees, but by maintaining a
clear vision and an achievable strategy, Chew and the ATO
are making progress. “Metrics [performance] have never
been a weakness of the FAA—it’s just, there were so many,
and they would focus on different ones, depending on what
the priority was that year. We’re trying to create a system of
really basic, fundamental metrics for the business that will
transcend those changes. They’ll always be there.” ■

To learn more about the Air Traffic Organization, 
go to www.ato.faa.gov.

“Metrics [performance] have never been a weakness of the FAA—it’s just,

there were so many, and they would focus on different ones, depending on

what the priority was that year. We’re trying to create a system of really basic,

fundamental metrics for the business that will transcend those changes.”

To hear The Business of Government Hour’s interview 
with Russell Chew, go to the Center’s website at 
www.businessofgovernment.org.

To download the show as a podcast on your computer or MP3 player,
from the Center’s website at www.businessofgovernment.org, right
click on an audio segment, select Save Target As, and save the file.

To read the full transcript of The Business of Government Hour’s
interview with Russell Chew, visit the Center’s website at 
www.businessofgovernment.org. 
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As the director of procurement at the Environmental Protection
Agency (EPA), Judy Davis is responsible for overseeing the
operations of the Office of Acquisition Management (OAM).
This office handles the policies, procedures, operations, 
contract planning, awards, administration, and closeouts for
contracted technical services, support services, and emergency
response support required by EPA, an agency which relies
heavily on the private sector. “About six or seven years ago,
in the contracting world, there was a lot of competition, and
organizations like GSA [General Services Administration]
were marketing different agencies to get their business.
Competition like this is a very healthy thing, because it made
us realize that we were actually losing business to GSA and
that made us sharpen our pencil,” says Davis. “So the vision
that we came up with was that we want to become the 
preferred business management partners for the agency [EPA].
We wanted OAM to be the go-to organization for the agency,
not the go-around organization.”

To achieve this vision, Davis and OAM came up with four
strategic goals: to have a competent and qualified workforce, to
enhance the corporate image and provide business leadership,
to optimize business processes, and to strengthen the link to
EPA’s mission. 

Davis is insistent that the vision become not just another mantra
but an influential part of everyday life at the organization. “How
many of us know organizations that have vision statements
that end up in a file drawer, and the next time the subject
comes up, it’s ‘Yeah, we had one of those; let me see if I 
can dig it out.’ Once we had our vision statement, I was on a
mission. We were not going to become one of those organi-
zations. What we did was establish some groups of our staff,
we took a crosscut of OAM and we established one group
for each of our goals,” notes Davis. 

By forming these groups, OAM got its staff actively involved in
implementing the strategic goals. “They came up with some
fantastic ideas,” says Davis. “For example, in terms of enhancing
our corporate image, besides a lot of our outreach that we do
with our customers, we came up with the idea of a periodical
publication that tells stories and advertises successes and focuses
on our customers … our folks came up with the name, Buylines.”

Davis is also taking steps to ensure that the vision statement
and strategic goals are adhered to into the future. “To maintain
the goals, we do a number of things,” says Davis. “First of all,
our vision statement is posted all around our organization. You
can’t walk into our organization without seeing it. I personally
meet and greet every individual who comes to work at OAM.
I do that for a number of reasons, not least of which is to give
my stump speech on the vision and the goals, and I challenge
anybody to find a single individual in OAM who is not familiar
with our vision statement and goals.”

OAM’s first strategic goal of having a competent and qualified
workforce is, in addition to the intended benefits, also helping

Serving EPA as a Preferred Business Management Partner for Procurement

Judy S. Davis
Director, Office of Acquisition Management

U.S. Environmental Protection Agency
By Alex Turman

Profiles in Leadership

CAREER HIGHLIGHTS

• Director, Office of Acquisition Management, 
and Assistant Administrator for Administration 
and Resources Management, U.S. Environmental
Protection Agency

• Director, Contracting Office, National Oceanic 
and Atmospheric Administration, Department 
of Commerce

• Division Director, Naval Contracting Office
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to streamline EPA’s contracting process. “When I took over as
director, there was a lot of stuff coming across my desk, and
I’m asking myself, ‘Why am I signing this? There are folks
that are much closer to this that can handle this.’ So we took
on this huge empowerment initiative, which is still ongoing,”
says Davis. “We’ve eliminated layers and layers of bureaucracy.
We revamped the entire agency procurement regulations
accordingly. And that freed up the senior leadership of OAM
so we could be focusing on the strategic direction, and our
contracting officers, who are closer to the work and closer to
the customers, make procurement decisions.” 

OAM is also streamlining the contracting process by using
more Government-Wide Acquisition Contracts (GWACs), or
procurement contracts that apply to more than one agency.
“We use them to reduce lead times and increase efficiencies,”
says Davis. “That way, when a customer comes to us and
says, ‘Okay, we want you to buy this for us,’ we don’t have
to reinvent the wheel every time, we don’t have to generate a
brand-new contract every time, because we have an umbrella
vehicle in place that we can tap into. It saves an awful lot of
time and expense to the federal government.” A measure of
OAM’s success is the Recycling Electronics and Asset Disposition
(READ) contract, which is the first GWAC to be created within
EPA. The contract has been widely used within EPA and is now
being used by other agencies such as the Federal Emergency
Management Agency and the Department of Education.

The procurement streamlining measures at OAM have provided
some measurable results. “In my shop … we had over 300 staff
only six or seven years ago, and today we have about 250,” says

Davis. “But we are still obligating $1.3 billion every year. We
are still awarding roughly 120,000 contract actions every year.
And that doesn’t account for the new initiatives that we’ve
taken on. Concomitantly, we’ve had a tremendous improve-
ment in our customer-service satisfaction rate, while the dissat-
isfaction rate has gone down. And, equally importantly, our
employee morale has dramatically increased, which is very
rare in times when your staff levels are being reduced.”

Davis’s emphasis on building and maintaining strategic direc-
tion at OAM that focuses on the organization as a whole and
how it relates to EPA is outlined by the OAM’s fourth strate-
gic goal of “strengthening the link to the agency [EPA] mis-
sion.” “We realized that we’re contracting types. We spend
all day long writing, negotiating, and processing contracts,
and it’s very easy to lose sight of why we’re here. This strate-
gic goal is to remind ourselves that it’s not about contracts. It’s
about supporting the agency mission. The contracts we write are
a means to an end, not the end in itself.” ■

To learn more about the EPA’s Office of Acquisition Management, 
go to www.epa.gov/oam/aboutoam.htm.

To hear The Business of Government Hour’s interview 
with Judy Davis, go to the Center’s website at 
www.businessofgovernment.org. 

To download the show as a podcast on your computer or MP3 player,
from the Center’s website at www.businessofgovernment.org, right
click on an audio segment, select Save Target As, and save the file.

To read the full transcript of The Business of Government Hour’s
interview with Judy Davis, visit the Center’s website at 
www.businessofgovernment.org.
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John R. Dyer
Chief Operating Officer, Centers for Medicare & Medicaid Services

U.S. Department of Health and Human Services
By Amanda Lopez

Turning Policy into Programs That Provide Healthcare Services to Millions of Americans

As the chief operating officer, John Dyer is responsible for putting
processes in place so that the Centers for Medicare & Medicaid
Services (CMS) can deliver its policy and program objectives.
“The administrator relies on me to be the person that integrates
across the agency. My job is to make sure everything is getting
done ... and is being carried out from an implementation and
operational standpoint.... When the administrator is talking
early on about a new policy, I’m worrying about whether or 
not there is a process in place to get a good outcome from that
policy. Once the policy’s made, we move into the program design,
and that’s where I spend my time making sure it gets done.” With
the passage of the Medicare Modernization Act (MMA) in 2003,
which included the implementation of the prescription drug
benefit earlier this year, Dyer has had to tackle many policy
and program changes throughout his tenure at CMS. 

Dyer is committed to making sure that eligible beneficiaries are
aware of the new services. “We’re serving 42 million people in
Medicare and over 40 million in Medicaid. It’s very important
that they understand and have a good appreciation of what we
cover and that it’s easy for them to understand. These are elderly
people; some aspects of these programs can be a little confusing
even for me.” He adds, “This is a program people have a right
to and they’ve earned. And we’re trying to figure out how best
to make it easier for them to understand how to operate what
their choices are.”

To answer beneficiaries’ questions about the programs, Dyer and
his colleagues make sure that new systems and communication
channels are in place for them to gain timely information. “We
have a Center for Beneficiary Choices that is service oriented.
We run an 800 number nationally, which had traffic of over 
40 million calls a year last year and is expected to reach over
50 million this year.” The call center, which offers information in
both English and Spanish, helps people understand services and

how much each program choice will cost them, as many of the
programs have deductibles paid out of pocket by the participants.
Much of this information is also made available on the Medicare
website at www.medicare.gov. In addition to the call center and
website, CMS relies on its network of stakeholders to relay
important information directly to beneficiaries. For example, “We
work with the providers to give them information that they can
pass on with the doctor or nurse. When we were doing the drug
card, we had a lot of information we provided to pharmacies,
because we knew that the beneficiaries would be coming in
there and that would be a good place to contact them.”

Profiles in Leadership

CAREER HIGHLIGHTS 

• Chief Operating Officer, Centers for Medicare &
Medicaid Services, U.S. Department of Health and
Human Services

• Senior Vice President, SAIC

• Chief Information Officer, Social Security
Administration

• Principal Deputy Commissioner, Social Security
Administration

• Deputy Commissioner for Finance, Assessment and
Management, and Chief Financial Officer, Social
Security Administration

• Director, Office of Management and Budget,
Centers for Medicare & Medicaid Services,
U.S. Department of Health and Human Services

• Commerce Branch Chief, Office of Management
and Budget, Executive Office of the President
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In January 2006, Part D of Medicare, also known as the 
prescription drug benefit program, became available to 
beneficiaries. It is the biggest change in the history of the
Medicare program. Prior to the launch of this program, Dyer
and his team worked extensively to provide beneficiaries a
wide array of choices of coverage from private sector providers.
His team was also responsible for integrating 15 different 
systems to determine eligibility to the program and process
claims. While there are some implementation problems,
which are currently being addressed by CMS, the majority 
of enrolled beneficiaries were able to successfully fill their
prescriptions under the new benefit. At the close of open
season on May 15, 2006, CMS estimated that more than 38
million of the 42 million total beneficiaries have prescription
drug coverage, exceeding the Bush administration’s goal of
enrolling 30 million enrollees in the first year.

In addition to introducing the prescription drug benefit, a key
tenet of the Medicare Modernization Act was the emphasis on
strengthening Medicare’s financial sustainability in light of rising
healthcare costs and the projected number of eligible benefi-
ciaries when the baby boom generation fully enrolls over the
next 25 years. Currently, the total spend for both programs is
nearly half a trillion dollars annually.

One way that Dyer is seeking to improve the financial sustain-
ability of the agency is by introducing new technology to 
manage payments. This year, CMS rolls out the first phases of 
its Healthcare Integrated General Ledger Accounting System
(HIGLAS), which when fully implemented will consolidate all
of its payment systems. “It’s already saving us money,” explains

Dyer. “We’re finding that it’s catching transactions that shouldn’t
have been made and we’ve been able to stop them, and that
has saved us about $700 million.” He is also focusing on
improving program integrity to improve the accuracy of pay-
ments for Medicare fee-for-service and eliminate fraud. Dyer
says that by improving the information collected from hospitals
and physicians, the error rate dropped from 10 percent to 5
percent last year. In another instance, Medicare saved millions
of dollars after learning that a hospital was falsifying its records.

Serving as the COO of CMS is not an easy job. After working in
the private and public sectors, Dyer comments: “When I was in
the private sector for the last four years—and I’ll be going back
in a couple of years—I really enjoyed it and learned a lot. But
when you go to work in the private sector, at the start of the
day it didn’t quite feel the same to be figuring out how you
were going to increase sales, as opposed to figuring out how
you were going to make life a little better for millions of people
in the public sector.” ■

To learn more about the Centers for Medicare & Medicaid Services, 
go to www.cms.hhs.gov.

To hear The Business of Government Hour’s interview with John Dyer,
go to the Center’s website at www.businessofgovernment.org. 

To download the show as a podcast on your computer or MP3 player,
from the Center’s website at www.businessofgovernment.org, right
click on an audio segment, select Save Target As, and save the file.

To read the full transcript of The Business of Government Hour’s
interview with John Dyer, visit the Center’s website at 
www.businessofgovernment.org.
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Lisa Fiely
Chief Financial Officer 

U.S. Agency for International Development
By Amanda Lopez

Implementing a Financial Management System Globally

The U.S. Agency for International Development (USAID) is a
relatively small organization within the federal government
but it is responsible for a rather large mission: providing a
helping hand to people overseas struggling to make a better
life, recovering from a disaster, or striving to live in a free
and democratic country. Lisa Fiely, USAID chief financial
officer (CFO), is assisting the agency in meeting this global
mandate in an era of constrained budgets and limited resources
by leveraging new technology to reduce operational costs and
improve management. 

Beginning in 1999, USAID started the implementation of a
new federally approved financial management system. The
project is known as Phoenix. The rollout of the new system
has been done in phases starting with USAID headquarters in
Washington, D.C., and then moving overseas to Latin America,
Europe and Eurasia, Asia and the Near East, and Africa.  

Reflecting upon the last seven years implementing the new
financial management system, Fiely imparts these key lessons
learned: obtain senior-level commitment, foster inter-agency
and public-private sector partnerships, create a scalable
approach, and leverage lessons learned early in the process
and apply them to future phases. 

Fiely is grateful for the support that former Administrator Andrew
Natsios provided her team. She notes, “Senior leadership in
terms of buy-in and support is key. You have got to have
someone out there cheering you on and getting the folks from
the very top committed to the project, because that is the
only way you are going to get people to work on the project.
Let’s face it, everybody has a real job; when you implement a
system, usually it’s an extra, additional thing that people are
being asked to do.”

Inter-agency coordination and private sector partnerships were
also important to the success of the project. Fiely was instru-
mental in creating an environment that fostered collaboration
between her office and the Office of the Chief Information
Officer (OCIO), as well as private sector contractors. She says,
“There are two schools of thought on which office, the CIO
or CFO, should lead a systems implementation. Some would
say that the CIO with the technical expertise should be the
lead and the CFO should be a customer. The paradigm we
selected at USAID of having the CFO run the project with the
support of the CIO has worked immensely well. We have folks
from the IT organization [Information Resource Management]

Profiles in Leadership

CAREER HIGHLIGHTS

• Chief Financial Officer and Director, Office of
Financial Management, Bureau for Management,
U.S. Agency for International Development

• Program Director, Internal Management Systems,
Business Systems Modernization Office, Internal
Revenue Service, Department of the Treasury

• Deputy Chief Financial Officer, Internal Revenue
Service, Department of the Treasury

• Accountant, Office of Inspector General,
Department of the Interior

• Auditor, Social Security Administration

• Chief, Fiscal Policy and Procedures Branch,
Environmental Protection Agency

• Auditor, Department of the Interior
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working alongside contractors and our own CFO folks. The
project has been about partnering.” She recognizes that other
agencies will have a unique way of facilitating this cooperation.
This arrangement worked best for USAID, especially given
Fiely’s former experience, which included working for the
CIO at the Internal Revenue Service.

Common technological issues that agencies confront when
implementing new systems include determining the appropriate
system and conducting proper testing before going live with
the new system. When selecting a new system, Fiely recom-
mends that agencies pursue a scalable approach. She advises:
“Pick a system that you’re capable of implementing. I’ve seen
situations where agencies have taken on a system that, with
the resources they have, there was no way they were ever
going to be able to implement such a complicated system.”
USAID implemented the core financial systems and then added
new functionality, such as specialized reporting, on an as-
needed basis. She notes that several rounds of testing at
headquarters as well as in the overseas missions were critical
success factors of this project. 

In addition to confronting the technological issues that are
inherent to implementing a new system, Fiely’s team also had
to address cultural and environmental factors unique to the
agency’s global mission. On one occasion, a USAID contractor
showed up in Bolivia on a day where there was a revolt in
progress and couldn’t get to the office. In another instance,
USAID officials arrived in a country ready to go to work,
only to learn that it was a national holiday. Fiely advises,
“Always be ready to react to things, and never give up.” 

She and her team quickly learned how to adapt to these
types of international challenges and anticipated them in
future phases of the implementation rollout. “We have our

lessons learned after we complete that rollout, we look at
what went right, what went wrong, and what we can do to
fix what may have gone wrong. This approach has worked
out extremely well. I tout this as one of the more successful
systems implementations in the federal government because
we’ve had a myriad of things that we have had to deal with,
and we dealt with them and moved on.”

The full deployment of the new financial management system
has moved the agency to “yellow” on the President’s
Management Agenda (PMA). But by Fiely’s standards, getting 
to yellow is not good enough. She says, “If you read the
requirements [of the PMA], what you really need to show to
get to green is that not only are you reporting good, accurate
financial information, but there’s somebody using it.” Fiely
and team are working on developing new reports so that they
contain information people want and need to manage the
organization. This represents Fiely’s dedication to meeting these
and future financial management requirements to improve
operational efficiency and support the agency’s mission.

On May 16, USAID’s financial system successfully went 
live in the final Africa phase, bringing the deployment to 
its conclusion. ■

To learn more about the U.S. Agency for International Development, 
go to www.usaid.gov.

To hear The Business of Government Hour’s interview with Lisa
Fiely, go to the Center’s website at www.businessofgovernment.org. 

To download the show as a podcast on your computer or MP3 player,
from the Center’s website at www.businessofgovernment.org, right
click on an audio segment, select Save Target As, and save the file.

To read the full transcript of The Business of Government Hour’s
interview with Lisa Fiely, visit the Center’s website at 
www.businessofgovernment.org.
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W. Todd Grams
Chief Information Officer

Internal Revenue Service
By Corinne Minton-Package

Delivering Modernization Success 

The Internal Revenue Service (IRS) is now implementing its
third attempt at modernizing its computer systems. The goal
is to transition from a master file system that was built during
the 1960s to a modern central file system. After the first two
efforts failed, both Congress and the IRS expressed doubts
about modernization efforts. To turn around the modernization
initiatives, both Congress and the IRS took new steps. Congress
enacted the Business Systems Modernization (BSM) Program
within the IRS. The IRS sought new leadership and a new
approach. Enter Todd Grams, IRS’s chief financial officer, who
was asked to take on the role of chief information officer. 

Grams describes the recent history: “In 2003, the BSM Program
was indeed at a critical juncture. Major systems that had been
funded were not delivered, performance was inconsistent,
and Congress and the OMB [Office of Management and
Budget] were losing patience with the program. When the
new IRS commissioner, Mark Everson, came on board in
2003, he sent a very firm message that if the program didn’t
deliver in 2004, it would be terminated.” To turn the program
around, leadership commissioned external studies to get 
“an outside view from folks who didn’t have a history with
the program or weren’t wrapped up in the day-to-day attempts
to deliver product.” The results of those studies gave the IRS a
road map to move forward. 

Grams describes these steps: “Back then, we needed to have a
smaller portfolio. In fact, we proposed a reduction in our own
budget. We had to do fewer projects. We had to get smaller
yet better, and then prove to people that we were worthy for
growth in the future once we nailed the program down.” In
addition to rightsizing modernization, Grams asked for more
involvement from the business owners: “We did engage the
business units and married their role as an owner of the unit

with their annual commitments. We asked the business units
to step up and chair positions on each of our executive steering
committees.” To improve contractor performance, Grams
reconstructed contracts to support the outcomes of the program.
By moving to performance-based or fixed-price contracts, the
contractors shared the goals of the BSM Program leadership. 

Grams has also worked to establish the best possible leader-
ship team and to restructure the workforce to implement the
team’s goals. “If you get the right people working on a project,
they tend to take care of the other problems. It was really key
for us to complement the strengths of our career IRS team
with some outside executives who had successfully delivered
large-scale IT projects in the private sector.... This has created
a phenomenal team, and the success we’ve had over the last
three years is attributable to having this team of solid leader-
ship at the top.” Once the leadership team was in place,
Grams took unprecedented steps to ensure that the workforce
had the right skill sets to ensure a successful implementation. 

Profiles in Leadership

CAREER HIGHLIGHTS

• Chief Information Officer, Internal Revenue Service,
U.S. Department of the Treasury

• Chief Financial Officer, Internal Revenue Service,
Department of the Treasury

• Acting Assistant Secretary for Management and Chief
Financial Officer, Department of Veterans Affairs

• Chief Financial Officer, Veterans Health
Administration, Department of Veterans Affairs

• Branch Chief, Office of Management and Budget
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“Over the past two years, we have restructured 15 percent 
of our workforce. That’s about 1,000 positions. We had to
implement three reductions-in-force, or RIFs as they’re com-
monly referred to, over the past year…. Over 30 percent of
staff at our three computing centers were either administrative
overhead or part of the management chain of command. You
can’t run a business with over 30 percent of your people
behind the curtain and not devoted to your customer-facing
activities. We didn’t have the right grade levels or pay levels
in place to attract the kind of people we needed. In some
cases, we were overpaying what we would need, and in other
cases, we were underpaying and therefore not attracting the
kind of talent that we wanted.”

To implement the RIFs, Grams took an unusual step: He
reached out to the union representatives. He describes this
effort to minimize the negative impact on employees: “Colleen
Kelley, the president of NTEU [National Treasury Employees
Union], did not agree with the fact that we were going to run
RIFs, but when it became clear that we were going to run
these RIFs, she stepped up and was willing to work with me.
We negotiated this personally to come up with the broadest
set of mitigation strategies that could reduce the negative
impact on employees. We pulled out all the stops to reduce
that 1,000 to as small a number as possible. We were hoping
that with the mitigation strategies, such as early-outs, buyouts,
and job swaps, we were hoping to get that number down 
to 200. Thanks to the dedication, hard work, and effort of our
employees and managers, we only laid off 21 employees.” 

Grams’ indicators point to a growing employee commitment
despite the RIFs: “The results for ‘05 were very encouraging.
Every component of our employee engagement program
increased. It is a testament to our employees’ dedication 
to stay engaged.”

When taken in combination, the changes implemented by
Grams have led to significant success in Business Systems
Modernization, including a successful delivery of the updated
master file system: “We’ve delivered the first several releases of
the master file replacement system—CADE, Customer Account
Data Engine. There’s still a long way to go to completely replace
the master files, but the success we had in 2004 and 2005
demonstrated that we can deliver on these replacement systems.”
Grams shares that CADE processing speed improvement
leads to faster turnaround for taxpayer refunds: “This new
system, in running through CADE, is more like the type of
processing that goes on in the banking industry. We are able
to process this information now in a 24-hour period. What
that means is taxpayers are able to get their refunds much
faster than they could before, if they … are running through
the CADE program. One of the benefits of this is to get the
money that belongs to taxpayers back in their hands faster
with CADE.” ■

To learn more about the Internal Revenue Service, 
go to www.irs.gov.

To hear The Business of Government Hour’s interview with 
Todd Grams, go to the Center’s website at 
www.businessofgovernment.org. 

To download the show as a podcast on your computer or MP3 player,
from the Center’s website at www.businessofgovernment.org, right
click on an audio segment, select Save Target As, and save the file.

To read the full transcript of The Business of Government Hour’s
interview with Todd Grams, visit the Center’s website at 
www.businessofgovernment.org. 
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Donald A. B. Lindberg, M.D.
Director, National Library of Medicine

National Institutes of Health
By Corinne Minton-Package

Bringing Medical Informatics into the 21st Century 

If you think the National Library of Medicine is a place, you’re
only partly right. According to its director, Dr. Donald Lindberg,
the National Library of Medicine (NLM) has a world-class
library that is “the biggest medical library in the world.” This
collection includes “books published in the first 50 years of
the book—between 1450 and 1500.” In addition to a vast 
collection of rare historical medical texts, the NLM funds and
has created a consortia of medical libraries that funds the sharing
of materials. Dr. Lindberg describes this nexus of culture and
technology: “It turns out that both medical people and library
people have an impulse to share, so sharing is the basis of
that network.”

But the vast majority of the work of the NLM today is not to
populate the Bethesda, Maryland library with textbooks. The
NLM has created a series of free online databases that provide
medical information about diseases, treatment, genetics, clinical
trials, and research findings. Toward that end, NLM has imple-
mented MEDLINE and MedlinePlus, among other searchable
databases. These databases reach middle school students
learning about genes, newly diagnosed patients, physicians
gathering information on rare diseases, and researchers 
interested in reviewing existing research within their field. 

“The MEDLINE file is really an index to the biomedical scien-
tific medical literature. It started in 1879 in printed form, got 
to be computerized … and in 1970, it was apparent that you
could make inquiries of a file or database, and so it became
possible to make online queries of MEDLINE.… Fast forward
to 2006, and people all over the world can literally make that
kind of a query online from home or office and get an answer
right away.” When MEDLINE was put on the Internet in 1997,
NLM found great public interest in the information, according
to Lindberg: “Where it started as a guide to research, it has
ended up doing that, but also guiding medical decision making,

both on the part of the doctor and the patient.” He describes
this phenomenon: “We thought the information was for scientists
and doctors, but we found that members of the public were
willing to read [it] more than once, to have good questions to
ask the doctor. We discovered that 30 to 40 percent of the use
came from … members of the public.” 

This finding led NLM to design a new database targeted 
at patients and non-scientific audiences: MedlinePlus.
“Interestingly, these airtight compartments really are not so
valid. For instance, the thing we designed for the doctors,
patients are using. The thing we designed for patients that has
700 health conditions, we found that, in the middle of the
night, doctors will creep in. And 20 to 25 percent of the use 
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“We thought the information [on MEDLINE]

was for scientists and doctors, but we found

that members of the public were willing to

read [it] more than once, to have good

questions to ask the doctor.”
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“Genomics is reshaping medicine, and NLM [the National Library of Medicine] is very central to that

because we’re the repository for that information. Over the next 20 years, we’ll be the repository of

knowledge about how to use that genomic stuff.”

of MedlinePlus is by physicians.” Despite the use by scientists,
MedlinePlus has additional functionality that will automatically
link to dictionaries and encyclopedias, and will search the
scientific file. Lindberg describes the newest feature: “We’ve
added the feature called Tutorials precisely to improve under-
standing, to explain things in a more systematic fashion, not
just to retrieve information. This is done in a semi-cartooning
strategy, with a system in which the explanatory information
can be read [or] can be spoken by the computer. This is partly
to overcome low literacy, but it also helps those in the older
population with poor vision. And it exists in Spanish and English.”

When your customers remain anonymous, how do you track
satisfaction? Lindberg agrees that this is a challenge, and
shares the NLM approach to resolving this conundrum. “When
we were first given permission to stop charging for the service,
we lost the ability to know who our customers were. If you
had a customer number or credit card number, we knew who
you were, and we could ask you, ‘Are we doing a good job?’
To serve the public, it is essential to be totally free. We believe
you have to do it on an anonymous basis.… Therefore, OMB
[Office of Management and Budget] gives us permission every
once in a while to insert a query set of questions so we can
get direct feedback.” 

Comparing the next 20 years with his past 20 years, Lindberg
believes that the NLM’s focus on both scientific and public
users will continue. “It is very evident that we have crossed the

Rubicon in devoting a tremendous amount of attention to the
needs of the public. I don’t think there’s any escaping the idea
that increasingly patients, families, and the public will be direct
users of the systems.” 

Related to the ongoing focus on public uses of data, explains
Lindberg, is the most dramatic change at NLM: the sharing of
information related to genomics, the study of the human
genome. “Genomics is reshaping medicine, and NLM is very
central to that because we’re the repository for that information.
Over the next 20 years, we’ll be the repository of knowledge
about how to use that genomic stuff,” says Lindberg. Whether
you’re a consumer or researcher who is searching the Internet
or visiting the Bethesda facility, the National Library of
Medicine will provide cutting-edge information. ■

To learn more about the National Library of Medicine, go to
www.nlm.nih.gov.

To hear The Business of Government Hour’s interview with 
Dr. Donald Lindberg, go to the Center’s website 
at www.businessofgovernment.org. 

To download the show as a podcast on your computer or MP3 player,
from the Center’s website at www.businessofgovernment.org, right
click on an audio segment, select Save Target As, and save the file.

To read the full transcript of The Business of Government Hour’s
interview with Dr. Donald Lindberg, visit the Center’s website at
www.businessofgovernment.org.
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Before coming to the Department of Transportation (DOT),
Phyllis Scheinberg spent her career analyzing the department’s
programs as a senior budget examiner at the Office of
Management and Budget (OMB) and as an analyst at the
Government Accountability Office (GAO). She recalls that at
the beginning of this administration, two nominated political
appointees called and asked her to meet with them to discuss
the department’s challenges. When she met with them they said,
“We know that you understand our issues and we want you to
come to DOT and help us resolve them.” She reflects, “That
was a very meaningful moment for me because it made me
realize that I could either stay at GAO and continue to review
and audit these folks, or I could go to DOT and try to help
change things for the better.” Choosing the latter, she assumed
the position of deputy assistant secretary five years ago as a
career civil servant. She is now the department’s Assistant
Secretary for Budget and Programs/Chief Financial Officer
(CFO), a presidential appointee confirmed by the Senate.

As the department’s CFO, Scheinberg is responsible for deter-
mining the best approach for providing financial systems and
services across the department’s 12 operating components. DOT
has 55,000 employees and an annual budget of $66 billion.

Her approach focuses on people, systems, and results.
Scheinberg was instrumental in creating a CFO position in
each of the 12 operating components in the department. 
“I consider one of my most important functions to be building
a strong team of financial professionals throughout DOT. It’s
very important to me that the financial management staff see
themselves as an integral part of the whole department and
not just as isolated offices that aren’t connected to each
other,” she says. For this reason, she initiated monthly CFO
Council meetings within the department to share information
directly and to discuss common issues.

In improving financial management in DOT, Scheinberg has
taken a centralized approach of streamlining, consolidating,
and centralizing financial systems and services. Over the last
few years, nearly all organizational components in DOT have
centralized their accounting operations at the department’s
Enterprise Services Center (ESC), located at the Mike Monroney
Aeronautical Center in Oklahoma City. The largest DOT
organization, the Federal Aviation Administration (FAA), just
finished centralizing its nine regional accounting offices at the
ESC. The FAA projected that consolidating their regional
accounting offices would save $4.8 million a year. Detailed
Service Level Agreements and continuous monitoring ensure
that the ESC provides excellent customer service.

On the system side, DOT recently initiated a review of all of
its financial systems to determine which should be consolidated
into the department’s centralized financial system, which is
hosted at the ESC’s data center in Oklahoma City. DOT was
the first cabinet-level agency to finish converting all of its
organizational components to a state-of-the-art financial system

Taking a Centralized Approach to Financial Management

Phyllis F. Scheinberg
Assistant Secretary for Budget and Programs/Chief Financial Officer

U.S. Department of Transportation
By Amanda Lopez
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“Being designated a Center of Excellence recognizes

that DOT is out in front on financial management

and has a great deal of experience and expertise 

to offer other federal agencies.”



“I’m very proud that DOT has earned clean audit opinions for each of the

last five years, and that our PAR [Performance and Accountability Report] has

been rated in the top three in the federal government every year.”
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using commercial off-the-shelf software running on a cost-
effective single instance of the software. “Most importantly, we
did not customize the software,” Scheinberg notes.

The department completed implementing the financial system
in November 2003. This was an important step in enabling
the department to meet the accelerated deadlines for federal
financial reporting. Starting two years ago, audited financial
statements and the annual Performance and Accountability
Report (PAR) are due on November 15, just 45 days after the
end of the federal fiscal year. “One of the innovative capabilities
we developed to be able to meet the accelerated deadline,”
notes Scheinberg, “is our Financial Statement Solution, which
produces financial statements from the core accounting 
system overnight at the end of each month and at the end 
of the fiscal year.”

“The new reality is that financial audits are now a year-round
activity, not just a seasonal surge at the end of the fiscal year,”
she explains. To ensure the department’s financial statements
can be audited by November 15, DOT requires its organiza-
tional components to produce and reconcile financial state-
ments every month, even though only the quarterly statements
are audited. “I’m very proud that DOT has earned clean audit
opinions for each of the last five years,” says Scheinberg, “and
that our PAR has been rated in the top three in the federal
government every year.”

DOT’s financial system has also proved to be a cost-effective
solution for other government agencies. In February 2005,
DOT was designated by OMB as one of four Centers of
Excellence to provide its financial system and services to
other federal agencies. “Being designated a Center of
Excellence recognizes that DOT is out in front on financial
management and has a great deal of experience and expertise
to offer other federal agencies,” explains Scheinberg.

“The primary reason we have strong financial systems is to
provide information to support business decisions about
DOT’s programs. That’s really the reason we go through all
this financial work—to support our program managers in
making good decisions,” says Scheinberg. “Over the last year
we’ve developed the first phase of a manager’s dashboard that
presents both financial and performance data on a single
screen to help managers make better business decisions.” The
department is continuing to expand and enhance its dash-
board to make it more valuable to managers.

Linking financial data with performance data is a key component
in creating a performance-based budget. “DOT has faced 
several challenges in integrating budget and performance.
Initially we had to overcome some resistance, but once we
showed how performance measures can help manage and
improve our programs, people became more comfortable
integrating performance measures into the budget,”
Scheinberg says. “Great progress has been made in this area.
Now managers can better demonstrate how the program
resources entrusted to them directly support the department’s
mission and help us achieve DOT’s strategic goals.” ■

To learn more about the U.S. Department of Transportation, 
go to www.dot.gov.

To hear The Business of Government Hour’s interview with 
Phyllis Scheinberg, go to the Center’s website at 
www.businessofgovernment.org. 

To download the show as a podcast on your computer or MP3 player,
from the Center’s website at www.businessofgovernment.org, right
click on an audio segment, select Save Target As, and save the file.

To read the full transcript of The Business of Government Hour’s
interview with Phyllis Scheinberg, visit the Center’s website at
www.businessofgovernment.org.
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Addressing the Federal Retirement Wave

Linda M. Springer
Director

Office of Personnel Management
By Alex Turman

Linda Springer, director of the Office of Personnel Management
(OPM), is facing a challenge that is well known across govern-
ment: the pending retirement wave of government managers.
The anticipated retirements present a unique set of issues for
Springer, the government’s top human capital officer, because
her organization is responsible not only for providing health
and retirement benefits to government employees and retirees,
but also for providing recruiting and background-check services
to government agencies. “The reality is that we are assuming
normal trends and rates of retirement. What is different is the
larger pool of people who will become eligible,” says Springer.
“While 60 percent of federal civilian employees will be eligible
over the next 10 years, we are assuming that two-thirds, or 40
percent of employees, will actually leave.”

One of the obvious challenges associated with the retirement
wave is the recruitment of new employees. The Recruitment
One-Stop initiative and the USAJOBS website are two of OPM’s
responses to the recruitment challenge. “During fiscal year 2006,
we have had over 618 million hits on USAJOBS … that number
is up close to 30 percent from this time last year,” says Springer.
“We also have about 2 million résumés in the USAJOBS data-
base. That gives our agencies and hiring officials an opportunity
to match jobs against a ready resource pool of candidates.”

Among the improvements planned for the USAJOBS website
are a veterans’ resource center and an improved information
center. “We’re trying to develop a dedicated veterans’ resource
center,” says Springer, “in which we’re going to have a more
straightforward place to find out about things like veterans’
preferences.” The improved information center will help 
job seekers get a better understanding of the government’s
application and hiring process. 

Another recruitment tool, new to the civilian side of the 
federal government, is OPM’s television advertising campaign.

“I remember seeing an ad that came on a local station talking
about the great work that federal employees are doing, and I
thought, ‘This is good, I guess OPM is stepping up.’ At the end of
the commercial, I realized that it was done not by the government,
but by a government contractor,” says Springer. “I thought, ‘If I
ever have the opportunity, I will see if the government can do its
own promotion.’ So, sure enough, the opportunity came, and we
now have come out with four television ads.”

The television ads, says Springer, “highlight four individuals
doing interesting things within the federal government … the
idea is that we can really show a wide range of opportunities.
We have one employee from the Department of Commerce
that works on modeling and forecasting the weather, we
have an Army attorney from the Corps of Engineers who is
working to help us reclaim the Everglades, we have someone

CAREER HIGHLIGHTS

• Director, Office of Personnel Management

• Controller, Office of Management and Budget, and
Head, Office of Federal Financial Management

• Counselor to the Deputy Director for Management,
Office of Management and Budget

• Senior Vice President and Controller, Provident
Mutual

• Vice President, Penn Mutual Life Insurance
Company

• Product Manager, Penn Mutual Life Insurance
Company

• Actuary, Coopers and Lybrand



“While 60 percent of federal civilian employees will

be eligible [for retirement] over the next 10 years,

we are assuming that two-thirds, or 40 percent of

employees, will actually leave.”
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“Knowing how to get things done at a particular department in the United States government comes with

experience, and that is what we are at risk of losing if people leave without the right preparation.”

from the Department of Agriculture who is a conservation
specialist working on soil erosion and the expansion of food
production, and we have someone from the Department of
Transportation who is working on car safety standards.”
According to Springer, the ads are helping to increase traffic
to the USAJOBS website. “We’re able to track the hits to the
USAJOBS website, which we promote very strongly in those
ads … we’re getting some preliminary results in, and it’s
showing a lot of activity.”

Once new employees are recruited into government service,
OPM is helping to expedite the hiring process. According to
Springer, OPM is now responsible for doing about 90 percent
of the government’s background investigations. “The clearance
process takes time,” notes Springer. “OPM’s role is to get the
information, develop it, put it together, and then send that
package of information to the hiring agency. The hiring agency
actually makes the hiring decision based on, among other
things, the clearance information that we provide. So the
agency cannot do anything until we have done our part.”
The new Electronic Questionnaires for Investigations
Processing System (e-QIP) will automate the process. 
“e-QIP allows our investigators to access information from
the field and transmit it back to our offices and send it to 
the right recipients,” she explains. 

While helping to bring in the next generation of government
employees, OPM is also preparing for the retirement wave
by working with government agencies and their employees
in supporting succession planning and mentoring initiatives,
as well as working to enable eligible retirees to work longer
or part-time without being penalized. “Succession planning
is very important,” says Springer. “We are looking at ways to
transfer through mentoring and documentation the institutional

knowledge that has been developed over many decades of
service. Knowing how to get things done at a particular
department in the United States government comes with
experience, and that is what we are at risk of losing if people
leave without the right preparation.” OPM is also trying to
enable the government to keep eligible retirees longer by
addressing legal conflicts between pension benefits and 
part-time work. “We need the Congress’s help to enable people
who would ordinarily go to a full retirement to consider 
partial retirement and still make themselves available to the
agency on a part-time basis, without disrupting their pension
benefits,” she says.

Given the survey data that she sees from federal government
employees, Springer is optimistic about meeting the challenges
of the retirement wave. “We do a survey every year called the
Federal Human Capital Survey. The thing that scores highest
on the survey and that really shows what drives people is, above
everything else, their sense of purpose and the sense of the
importance of the work they do,” she says. “In the last survey,
which was done in 2004, 91 percent of federal employees said
that they believe that the work that they do is important.” ■

To learn more about the Office of Personnel Management, 
go to www.opm.gov

To hear The Business of Government Hour’s interview with 
Linda Springer, go to the Center’s website at 
www.businessofgovernment.org. 

To download the show as a podcast on your computer or MP3 player,
from the Center’s website at www.businessofgovernment.org, right
click on an audio segment, select Save Target As, and save the file.

To read the full transcript of The Business of Government Hour’s
interview with Linda Springer, visit the Center’s website at 
www.businessofgovernment.org. 
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Admiral Robert F. Willard
Vice Chief of Naval Operations

United States Navy
By Corinne Minton-Package

Creating the Navy of the Future

Since the 1980s and the end of the Cold War, all four branches
of the United States military have been hard at work positioning
themselves for the future. Admiral Robert F. Willard, vice 
chief of naval operations of the United States Navy, was heavily
involved in developing the Navy’s future requirements through
the Quadrennial Defense Review (QDR), while transforming
its infrastructure through the Base Realignment and Closure
(BRAC) process. The QDR is simultaneously a process in the
Department of Defense that reviews all aspects of the depart-
ment and culminates in a comprehensive report every four
years. This review includes national defense strategy, force
structure, modernization plans, infrastructure, budget, and 
all other elements of defense programming and policies. 
The 2005 BRAC, the fifth since 1988, aligns the military’s
infrastructure with changing requirements for future needs. 

Admiral Willard describes the requirements of tomorrow’s
Navy: “We are at war, and we are attempting to change to
be more adapted to the security environment that we find
ourselves in. We’re making investments in new ships and new
aircraft that will allow us to adapt to that future world. Homeland
defense and homeland security play a very large role in our
force structure in shaping changes that we’re making. We
work closely with Northern Combatant Commander here in
the Unites States to understand the kind of Navy that we need
for the future.” The U.S. Northern Command (USNORTHCOM)
was established on Oct. 1, 2002, to provide command and
control of Department of Defense homeland defense efforts
and to coordinate military assistance to civil authorities
(www.northcom.mil/about_us/about_us.htm).

To develop these requirements, the Navy and the other
branches came together with key leaders within the
Department of Defense for the QDR. Willard credits the
vision of the leadership in making this QDR a success: 

“The world is a very dynamic place. The Secretary of
Defense desires that we adapt ourselves to those dynamics,
and we think the QDR accomplishes that this year. He started
the department on a journey to transform and become much
more agile and responsive. It’s been more a journey than any
single QDR would effect.” He reinforces that the QDR and
reshaping the service is part of a process rather than a desti-
nation: “This QDR will leverage the work that’s gone on over
the past several years, and inform the work that will go on for
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“We have a good deal of industrial capacity: … depots that repair our airplanes

and shipyards that repair and build our ships, intelligence, medical supply

and storage. The BRAC [Base Realignment and Closure] focuses on the changes

that needed to be made over time as the size of our force ebbs and flows.”



“We intend now to make many of the adaptations that the QDR [Quadrennial

Defense Review] revealed are needed, not only in that kind of posturing

for specific operations near land but in areas of language and cultural

training.… We’re continuing to make the necessary investments to build

the fleet of the future at the same time.”
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the next several years, before our next QDR. The concerted
effort to reshape the military will actually see itself in program
changes across the services and in business practice changes.” 

Once the QDR team developed the requirements for the
force of the future, the services worked to implement the
plan and support the BRAC process that was already under
way. Willard shares the breadth of this implementation effort:
“We intend now to make many of the adaptations that the
QDR revealed are needed, not only in that kind of posturing
for specific operations near land but in areas of language
and cultural training … things adapted to the war that we
find ourselves in. We’re continuing to make the necessary
investments to build the fleet of the future at the same time.”

The BRAC process adjusts infrastructure to line up with QDR
requirements. Willard shares his insight on the breadth of the
Navy’s assets under BRAC review: “We often think of the …
Navy as ships and perhaps airplanes and submarines, but we
don’t think a lot about the infrastructure that it takes to support
that. We have a good deal of industrial capacity: … depots
that repair our airplanes and shipyards that repair and build
our ships, intelligence, medical supply and storage. The BRAC
focuses on the changes that needed to be made over time as
the size of our force ebbs and flows.”

Willard is proud of the joint focus of the most recent BRAC
process. He notes that this BRAC was different in both focus
and outcome: “This BRAC had a new twist—the addition of
cross-service groups intent on scoping the joint requirement,
particularly focused on realignments. So many of the BRAC

realignments attempted to bring multiple services together in
one location to try and achieve some efficiency. At the end
of the day, the department hopes that the BRAC process will
save taxpayers dollars and allow us to use them in other ways
and recapitalize the Department of Defense. We achieved that
with this BRAC process.”

The end results for both the long- and short-term operations
of the Navy are becoming apparent. Willard explains the
dual impact of the QDR and the BRAC process on these two
time horizons: “We’re restructuring our business activities, our
military activities, and making some near-term investments to
be relevant in the current war. We’re going to see the Navy
increase its presence across the globe to include Iraq, Afghanistan,
and the Horn of Africa. In the long term, you’re going to see
a Navy that is more powerful and better postured than ever
before. We are proud of the fact that we’re regarded as the
finest Navy in the world. But, at the end of the day, you really
have to walk the walk.” ■

To learn more about the U.S. Navy, 
go to www.navy.mil.

To hear The Business of Government Hour’s interview with 
Admiral Robert Willard, go to the Center’s website
at www.businessofgovernment.org. 

To download the show as a podcast on your computer or MP3 player,
from the Center’s website at www.businessofgovernment.org, right
click on an audio segment, select Save Target As, and save the file.

To read the full transcript of The Business of Government Hour’s
interview with Admiral Robert Willard, visit the Center’s website 
at www.businessofgovernment.org. 
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Forum Introduction: Key Ingredients for Successful 
Performance Management

John M. Kamensky is Senior
Fellow, IBM Center for The
Business of Government, and
Associate Partner, IBM Global
Business Services. His e-mail:
john.kamensky@us.ibm.com.

It has been 13 years since the passage of the Government Performance and Results Act of 1993.
This law requires agencies to develop multi-year strategic plans, annual performance plans,
measures of performance, and annual reports that publicly assess agency progress toward the goals
set in their plans. A key purpose of this law was to create new sources of performance information
that would “improve federal program effectiveness and public accountability by promoting a
new focus on results, service quality, and customer satisfaction” (GPRA, emphasis added).

Has this “new focus” happened? After 13 years, “Are we there yet?” This forum explores the
evolving challenges of both using the new supply of performance measures mandated by the
Results Act and promoting the “new focus” it envisioned.

For most government employees, the early days of the Results Act’s implementation were largely
dominated by processes: Creating strategic plans. Creating annual plans. Creating measures.
Creating reporting systems. Validating measures. Creating annual reports. Revising all of the above. 

Once this new supply of information was in place, a series of efforts to generate a demand for it
then followed—largely driven by the White House and the Office of Management and Budget.
This was not as straightforward as creating the supply. Unlike the supply of information, it could
not be easily mandated. 

The following five forum articles present recent IBM Center for The Business of Government
reports that examine a range of challenges facing those who are trying to create a demand for the
use of performance information in their organizations in order to create the “new focus” envisioned
in the Results Act. The five articles highlight the key ingredients of a successful shift from performance
measurement to performance management. 

The first key ingredient is committed leadership—top-down and bottom-up. In Burt Perrin’s article,
“Moving from Outputs to Outcomes,” he says, “Implementing an outcome focus represents a
fundamental shift in the nature of thinking, acting, and managing within the public sector, away
from a focus on process and on what one needs to do, to a focus on benefits.” To do this, he notes that
successful governments across the world use both top-down and bottom-up approaches. Top-down
leadership “provides legitimacy and priority” to an outcome orientation. Bottom-up leadership
involves actual implementation at the agency and program level. For this to happen, he notes,
“there needs to be buy-in, commitment, and ownership to an outcome approach down the line.”

One successful bottom-up approach has been the use of the balanced scorecard. Initially introduced
in the private sector at about the same time as the passage of the Results Act, it has been increasingly
adopted by government agencies. A balanced scorecard attempts to measure how well an
organization is meeting its vision and strategy from different perspectives: financial success, 
customer satisfaction, internal business process excellence, and learning and growth of employees.
As described by its initial proponents, Robert Kaplan and David Norton (1996), a scorecard can
become a driving force to guide organizational actions and create a culture that translates an
organization’s mission into action by creating a clear link between goals, strategies, and performance.

By John M. Kamensky, Forum Editor

Forum: Successful Performance
Management
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Nicholas Mathys and Kenneth Thompson describe its development and use in two large federal
agencies in their article, “Using the Balanced Scorecard.” They observed that performance measures
provide a vital link between written strategies and on-the-ground action in agencies. They conclude:
“As a management tool, BSC [the balanced scorecard] focuses on improving organizational perfor-
mance and clarifying where the organization should focus its efforts toward mutual problem solving.
As a byproduct, BSC acts as a guidepost that also helps to improve individual performance.” Both
the United States Postal Service and the Department of Defense’s Defense Finance and Accounting
Service have used a scorecard for more than six years and have found that it helps their organizations
create a strong strategic focus on outcomes important to their customers and stakeholders.

The second key ingredient is strong links between performance measures and program results. The
“new focus” on performance and results envisioned by the Results Act is something that cannot be
legislated. Robert Behn, in a report for the IBM Center (2004), observes, “Good performance cannot
be compelled, commanded, or coerced.” However, while goodness cannot be compelled, there are
incentives that can strongly encourage links between performance measures and program results.

The Bush administration has advocated the use of performance budgeting as a key way of creating
a strong demand for results-oriented performance information in agencies. Recognized as an
outstanding innovation by the John F. Kennedy School of Government’s Innovations in American
Government Awards program, the Program Assessment Rating Tool (PART) has been promoted
by the administration. PART is a four-part questionnaire used by the Office of Management and
Budget (OMB) to assess all major federal programs. The results of the questionnaire are used to
create a publicly released report card of effective versus ineffective programs. PART is being under-
taken over a five-year period. It recently completed its fourth year, with over 800 programs having
been rated (about 200 programs per year). John Gilmour, in his article, “Implementing OMB’s
Program Assessment Rating Tool,” says: “The scores and grades are not just for show: An important
goal of PART is to link budget decisions with assessments of outcomes and overall program
quality....” As a consequence, “PART is taken very seriously at the program and bureau level.”

Gilmour identifies some of the successful characteristics of agencies that scored well on their
program PART ratings. One key finding was the degree to which agency leaders took the assessment
process seriously. Another was the importance of being able to define program performance in
outcome-related measures. For example, the State Department’s Bureau of Population, Refugees,
and Migration initially defined its programs in terms of financial contributions to international
organizations such as the Red Cross. It has since redefined its programs in terms of outcome-oriented
results that contribute toward achieving program goals, such as providing protection to refugees.

Still, shifting a program’s orientation from outputs to outcomes is only one element of improved per-
formance management. This shift cannot happen at the program level unless these newly defined out-
comes can be concretely linked to resources. This requires significant changes to traditional budgeting
approaches. Lloyd Blanchard, in his article, “Performance Budgeting,” says that agency managers cannot
possibly connect performance and budget without good cost information: “ … good cost information
must accompany good performance information if there is any hope to attract demand for the latter.”  

Blanchard describes how two large federal agencies, the National Aeronautics and Space
Administration (NASA) and the Small Business Administration (SBA) aligned their performance, costs,

Key Ingredients 
of Successful
Performance
Management

1. Committed leadership—
top-down and bottom-up 

2. Strong links between
performance measures
and program results 

3. Transparent performance
information

4. Effective feedback 
mechanisms to discuss
and address performance
issues 

5. Useful performance
measures
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and budget accounts. Each agency pursued a different method for allocating their costs, but they
both uncovered new insights based on their use of activity-based costing. For example, SBA surveyed
its staff regarding the amount of time they spent supporting different programs. For one loan program,
the overhead support costs were equivalent to 1.5 percent of the total of loans granted. In another
program, the overhead support costs were equivalent to 109 percent of the loans themselves!
Allocating support costs to the programs they support reflects the true expenditures of the programs
and helps better connect performance to the value of a program in the budget process. In turn, this
becomes an action-forcing mechanism in the agency’s decision-making process.

The third key ingredient is transparent performance information. Another way of forcing action
is to make program performance information easily visible to stakeholders and customers. The
annual agency performance reports required by the Results Act have not had the degree of
impact that was originally anticipated in stimulating interest in agency performance outside the
executive branch. However, the Bush administration has used these agency performance reports
and the OMB PART process to extract information on a program-by-program basis and is now
posting it on a reader-friendly public website: www.expectmore.gov. 

The “ExpectMore” website makes performance information on federal programs far more trans-
parent than in the past, and is intended to create greater transparency about what programs are
doing in order to spark public and congressional attention on how well all federal programs are
performing. As Perrin notes in his article, unless the public knows that real change is occurring
as a result of government actions, performance measurement “is likely to remain a technical
exercise that is unlikely to be accepted or to result in real, positive differences.” 

The OMB ExpectMore.gov
website contains reader-
friendly, program-by-program
assessments of agency 
program performance.
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The fourth key ingredient is effective feedback mechanisms to discuss and address performance
issues. A critical component of the success of any measurement system is using the information
collected to make decisions and manage. Management systems expert Margaret Wheatley (2005)
says measurement is critical because it provides feedback. But, she notes, feedback differs from
measurement. Feedback depends on context and is self-determined. Measurement is one-size-
fits-all and is imposed, oftentimes from external sources, with meaning pre-determined. However,
she notes that measures can be created that closely resemble feedback. Wheatley says the measures
have to be generated by those doing the work to be meaningful and important, they have to be
continually reassessed for relevance, and they have to inform good behaviors, such as accounta-
bility, learning, and innovation, without destroying them.

Shelley Metzenbaum directly addresses these challenges in her article, “Performance Accountability.”
She highlights the importance of both one-on-one feedback as well as group feedback that is based
on “interactive inquiry.” Like Wheatley, she says that quantitative feedback is not enough: “Well-
delivered verbal feedback boosts confidence that a goal can be met, stimulates ideas and specific
plans about how to meet it, and reinforces the importance of specific goals.” Likewise, Metzenbaum
notes, “When cooperation among many parties is needed to meet a goal ... a forum that facilitates
frequent interactive inquiry enriches the performance-improving power of goals and measures.” As an
example, she describes how the New York City Police Department and the City of Baltimore both created
regular, weekly forums bringing together key managers to actively engage in solving performance
challenges. In both cases, Metzenbaum found these forums useful for tackling tricky operational
problems that required inter-agency collaboration before they could be successfully solved.

The fifth key ingredient is useful performance measures. Useful measures are clear, accurate, and
credible. Both Metzenbaum and Gilmour highlight the importance of addressing the value—and
challenges—of having useful measures of both performance and outcomes. 

Metzenbaum says, “Measurement functions in four distinct ways to drive performance and enhance
accountability; it motivates, illuminates, communicates, and it can also inform individual choice.”
Measures allow people to see how well they are doing and adjust their actions accordingly. Measurement
motivates them to work harder to achieve specific goals even without explicit promise of reward or
threat of punishment. Likewise, measures can illuminate by “shining a spotlight on problems needing
attention, and sparking insights or questions.” Still, measures can tell “what” has happened, but
rarely can they answer the question “why?” This requires more in-depth evaluation of causes. 

Useful measures can be used to communicate to stakeholders and others. This enhances
accountability by reporting progress to the public and revealing problems competing for public
attention and resources. Communicating measures improves performance by promoting successes,
alerting people to problems, and providing a shorthand language to support multi-party outcome
improvement efforts. Finally, Metzenbaum says, measures can inform personal choices. The
explosive growth in wireless communication technologies and handheld equipment makes this
aspect of measurement communication an increasingly important performance-improving,
accountability-enhancing opportunity for government. For example, the Massachusetts Registry
of Motor Vehicles provides online information in real time about the wait times in its various
offices for license renewals, allowing citizens to choose which office to visit.
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Like Metzenbaum, Gilmour highlights the significance of useful performance measures. He
notes that even though the current emphasis is on measures of outcomes, output measures are
needed for performance budgeting. He also points to the importance of being able to attribute
the connection between an individual program and an overall policy outcome, as well as the
impact of the overall policy environment on the success of an individual program. For example,
when the State Department sets a goal of reducing the number of refugees by 25 percent, its
programs may not be able to achieve this outcome either because they are too small to do it
alone or because world crises could increase the number of refugees. Still, it is important to set
goals, to measure progress, and to refine strategies to improve performance. 

Looking Forward
These five elements are key ingredients for any successful performance management system. But 
the challenges of effective performance management are constantly evolving. There is a growing
appreciation among public managers that performance, accountability, and results cannot be
achieved in isolation by a single program or agency. As a result, coming years will see the
“managing for results” approach to governing branch out into the use of networks and broader
metrics. Don Kettl, in a recent report for the IBM Center (2005), noted that an emphasis on 
outcomes is highlighting the “growing need for non-hierarchical solutions.” How this is being
approached will be the subject of future Center reports and forums. ■
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Moving from Outputs to Outcomes
By Burt Perrin

This article is adapted from Burt Perrin, “Moving from
Outputs to Outcomes: Practical Advice from Governments
Around the World” (Washington, D.C.: IBM Center for The
Business of Government, 2006).

Using Outcome Information Meaningfully
The Purpose of an Outcome Approach: To Be Used
As is apparent from the country experiences, there is little
point in engaging in a major reform effort such as shifting 
an entire government toward an outcome focus unless it is
going to be used in some way. Furthermore, if staff do not
see how the outcome approach can be used—for example,
with limited feedback on their own reports and little appreci-
ation of how their work fits into the strategic direction of the
overall organization—this is likely to result in cynicism that
can make further efforts to apply outcomes more difficult.

Use (or “utilization”) is sometimes viewed as something to
start thinking about after the data have been produced. But
considerations about use need to start at the beginning of 
the process and guide all aspects of the outcome approach,
including the form of the strategy and how it is implemented,
who is involved, which data will be collected and analyzed,
and how these will be reported. In fact, many of these con-
siderations were raised throughout the Roundtable.

A New Way of Thinking and Managing
Use is often thought of as a very direct, short-term application
of information. There is considerable evidence, however, that
outcome information most often is used conceptually rather
than instrumentally. The nature of use in this way may be 
diffuse, but its effects potentially can be most profound.

All countries have emphasized that an outcome focus represents
a fundamental change in the approach to thinking and man-
aging within government. Indeed, it represents a shift in the
entire orientation of public services—away from a primary
preoccupation on inputs and activities to a focus on the 
benefits and results of these activities. This form of use may be

intangible, but arguably it may represent the greatest benefit
of an outcome approach.

“What is important is not so much to have a strategy and
a set of outcomes fixed in a document, but the continu-
ous debate, updating both as learning and contextual
changes take place.”

— Roundtable participant

“In Colombia, everyone is talking about results.”
— Participant from Colombia

This is one reason why participants emphasized the importance
of instilling a results-oriented culture, and why it is so absolutely
critical to the success of an outcome approach to generate
buy-in and commitment at all levels of a government hierarchy.
This can result in change that can represent the most enduring—
and the most significant—form of use.

As is apparent from many of the country experiences, a results
orientation means that information about impact informs the
policy debate and helps to determine the agenda. In this way,
questions about outcomes, and what forms of approaches are
likely to be effective or not, may be taken into consideration in
the design of policy. One of the important values of an out-
come approach is providing vision, which acts as a frame of
reference for everything including planning, setting priorities,
organizing government services, allocating resources, assessing
the appropriateness of what was done, and thinking about
future needs and the types of strategies that will be needed.

Actual data about what works or not and in what contexts can
help inform the development of new policies, strategies, and
programs. This can only increase the potential for the relevance
and effectiveness of new policy directions and interventions. 

A move to an outcome orientation thus results in a change of
mentality—away from keeping busy and thinking about what
one needs to do, to identifying what needs to be accomplished.
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This in turn leads to related questions and steps, in particular:

• Asking how one would know what has been accomplished,
and identifying what information will be needed through
monitoring and for evaluation and in order to be able to
assess results and to identify implications for future actions.

• Challenging current assumptions and thinking about different
ways of addressing the identified needs and producing results
that are important to people.

An outcome orientation can be useful at the highest strategic
level of government. Indeed, its primary benefit is often thought
of in this way, and much of the discussion in the background
papers and at the Roundtable was about use at this level. But
participants also identified the role that an outcome approach
can play in program improvement.

Program delivery typically involves work by staff in the lower
levels of a government hierarchy. Work at this level is often given
little recognition, and may be nearly invisible to those at the
center. It may not appear in high-level objectives or indicators.
But many of the countries emphasized that it is often those at the
grassroots level who have the most contact with the citizenry, and
that outcomes or even outputs at this level may be more visible and
viewed as more important to citizens than macro-level initiatives.

Demonstration of Value to the Citizenry
One of the major reasons given for moving to an outcome
orientation is to enable governments to demonstrate how public
services are addressing the needs of their citizens. Political
leaders in countries such as Mexico, Colombia, Chile, and the
United Kingdom are using outcome objectives and results as a
way of demonstrating what they have accomplished. Countries are
emphasizing transparency and using a variety of means to
make results information available to all. For example, some
countries, such as Chile, make results information available
on a real-time basis on a public website.

“Focusing on results is also a powerful tool to increase
the credibility of political institutions.”

— Roundtable participant

In this respect, an outcome approach represents an important
form of accountability. It differs, however, from some traditional
approaches to accountability by placing less emphasis on
procedures and use of resources (although that clearly is
important as well), and instead attempting to show the benefits
that people gain from government interventions and programs.
Publications such as Results for Canadians and Measuring
Ireland’s Progress serve as examples in which outcome infor-
mation is used to demonstrate accountability.

Linking Outcome Information Appropriately 
with the Budgeting Process
One of the major rationales for an outcome-oriented
approach is to provide for more rationality to the resource
allocation process, so that funds are allocated where they 
are most likely to maximize the achievement of outcomes. 
At a minimum, linking outcomes to budgeting can illustrate
what benefits arise from expenditures.

“Results are always tied to money.”
— Roundtable participant

“In Chile, the budget office plays a crucial role in making
sure that the right incentives are being allocated
through the budget.”

— Participant from Chile

Nevertheless, countries indicated that a mechanistic link
between outcomes and budget allocations is neither possible
nor desirable. Resource allocations do not appear to have
been influenced significantly to date in any jurisdiction.
Nonetheless, (information about) outcomes can play a 
very significant role in the overall budgeting process.

As the statements in the sidebar “Budgets” on page 51 suggest,
the budgetary decision-making process is complex. There are
many other factors besides technical information based upon
“rational” analysis that must be taken into account in making
decisions about future directions. These can include political
priorities, competing priorities and alternatives, value judgments

Burt Perrin is internationally recognized as a leader in 
the field of evaluation. His e-mail: BurtPerrin@aol.com.
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On December 15 and 16, 2004, 12 present and former senior 
government officials came together under the auspices of the World
Bank in Washington, D.C., to discuss the ways in which their
respective countries are moving forward in designing and imple-
menting a results focus for their public sector management.  

The 12 Roundtable participants, equally divided between developed
and developing countries, addressed a number of key issues central
to the establishment of a results orientation. The conversations over
the two days focused on the political context, linking outcomes to
national and sectoral strategies, linking outcomes to budget decisions,
evaluating and reporting on outcomes, and the pressures of moving
forward or sliding backward.

Why this Roundtable? All governments are under increasing pressure
to produce results. There is general recognition concerning an out-
come focus for effective public sector management. Yet implementing
an outcome-oriented approach has proved deceptively difficult. As
the title of the Roundtable suggests, often more attention has been
paid in practice to activities and outputs than to outcomes.

What can help facilitate moving from a focus on outputs to a focus
on outcomes? While a number of countries (both developed and
developing) have moved their public sectors toward a focus on 
outcomes, few evaluations of such efforts have been undertaken.
Consequently, there is limited knowledge on how to deal with some
of the key challenges in public sector reform of this magnitude. For
example, questions such as how to generate the necessary senior-
level support at both the political and administrative levels, how to
change the culture so that there is commitment and acceptance to
an outcome-oriented approach across all levels within the public
sector, and how to effectively establish results-based monitoring
and evaluation systems that bind all levels of government together
are all in need of further understanding.

The Roundtable provided an opportunity to learn from champions
who have helped lead this change in their respective countries. There
was frank and candid discussion of personal experiences, of what
facilitated or hindered their efforts at reform, and of the challenges
they faced in generating both the political will as well as institutional
capacity to move forward. The discussions brought into sharp relief
the need for understanding the context in the respective countries
as to how to lead such change efforts.

Context is critical. It is clear that there is no magic formula or
“cookbook” that can be applied everywhere. The political and 
cultural contexts, as well as history (such as experience with
democracy) represent important factors that can influence the 

choice of a particular approach in moving toward outcomes.
Nevertheless, as this article makes clear, there is considerable 
agreement among the 12 on many principles and factors that need 
to be in place to facilitate such a fundamental change in approach
and philosophy to public sector governance.

The Roundtable produced a number of insights and suggestions on
good practices, the preconditions for undertaking such an effort,
and how similar/dissimilar the 12 countries are on different dimen-
sions of building a results-based approach. What was clear was that
no country would claim to have all the answers; no system is working
perfectly. But what was also clear was that all 12 of these countries
are moving in the same direction—they are all interested in achieving
(and being able to document) results from government action.

The Format
The Roundtable format itself was different in nature from more 
conventional formal exchanges. It was kept very informal, with no
prepared talks or presentations, in order to provide an environment
facilitating honest and open discussion among a small group of
some of the most knowledgeable people on this topic from around
the world. To help provide some focus on the issues to be discussed, a
short “Discussion Note” was prepared in advance of the meeting and
shared with the participants. In addition, each of the 12 participants
prepared a short three- to four-page note on the present situation in
their respective countries. These notes were also shared in advance.

Roundtable Participants
(Affiliations current at the time of the Roundtable)

• Canada: Maria Barrados, Public Service Commission
• Chile: Francisco Meneses, General Secretary of the Presidency
• Colombia: Manuel Fernando Castro, National Department 

of Planning
• Egypt: Medhat Hassanein, American University of Cairo
• Ireland: Richard Boyle, Institute of Public Administration
• Mexico: Mohammad Azarang, Monterrey University
• Netherlands: Peter Van Der Knaap, Netherlands Court of Audit
• Spain: Eduardo Zapico-Goni, Ministry of Finance
• Tanzania: Paschal Assey, Office of the Vice-President
• Uganda: Mary Muduuli, Ministry of Finance, Planning, 

and Economic Development
• United Kingdom: Alex Hill, HM Treasury
• United States: Jonathan D. Breul, IBM Center for 

The Business of Government
• World Bank: R. Pablo Guerrero O., Ray C. Rist
• Rapporteur: Burt Perrin, France

“Moving from Outputs to Outcomes: Implications for Public Sector Management”
Roundtable Discussion, December 15–16, 2004
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of stakeholders, administrative and economic considerations,
and many other issues that need to form part of the government
decision-making process. Information about results is used most
appropriately as one input into the budgetary process.

There are other reasons why a mechanistic link between per-
formance and budget can be problematic. As various partici-
pants emphasized, one can only budget to outputs and not
to outcomes, as managers only have direct control over the
former. Nevertheless, as one participant put it: “If you have
your theory of change right, this should lead to outcomes.”

It also is necessary to understand why given outcomes have
been achieved or not in order to be able to make informed
decisions. For example, poor performance potentially could be
a result of poor management, insufficient funding, inappropriate
staffing, factors beyond anyone’s control (for example, an
environmental disaster), or a host of other possible variables.
If the need is still there, it may be appropriate to even increase
funding and/or to make management changes.

There is also increasing evidence from both the private and
public sectors about unintended consequences that can
result when there is a mechanistic link between funding or
compensation with results attainment. This can result in goal
displacement, in working toward the target rather than to the
raison d’être of the program, as well as to outright distortions
of performance data.

“The consequence in the United States has not been
rigid or mathematical, which is to say that if you per-
form well, you get more money, or if you perform poor-
ly, you get less. In fact, just the opposite occurs in many
cases. What it has done, though, is enriched the debate
in the policy process about which programs ought to
proceed and at what pace and with what management
style, and which need to be redesigned.”

— Participant from the U.S.

“In the UK system there is absolutely no mechanistic link
between the results and the outcomes that people achieve
and the resources that they receive. But by setting an
expectation of outcomes alongside the spending review,
when it comes to the next allocation of resources, there’s
a very clear statement there of what the currency of that
discussion is going to be. People know what they were
expected to deliver. They know what they were expected
to show progress against, and that then forms a basis for
the resource allocation.”

— Participant from the UK

“A less fundamentalist approach will tell you that a
results-based budget might be a very good additional
tool to improve the budget process, which means that
you will have more elements. You, the people who pro-
gram the budgets, formulate the budget, will have more
elements to allocate better.”

— Participant from Colombia

Nevertheless, participants identified the importance of high-
lighting the relationship between resource allocations and
outcomes. At a minimum, this helps provide a frame of 
reference for assessing the overall strategy. It provides an
important context for assessing the alignment between 
strategic priorities and resource allocation. It can serve as a
framework for identifying areas where there should be greater
(or fewer) resources allocated. Thus, results information can
play an important role in informing the budgetary process.

As the sidebar “Linking Budgets and Outcomes in Tanzania”on
page 52 suggests, Tanzania is using its outcome approach to bring
more coordination and linking of the budget with the broad areas
of outcomes that it has defined in the national strategy for growth
and poverty reduction. In this way, outcome information may be
able to play a significant role in helping to focus expenditures
on those areas that are most likely to result in the reduction of
poverty. Similarly, Mexico is moving toward showing how all
goals and indicators are linked to its strategic plan and to the
budget. Parliament in particular has asked for more information
demonstrating how the budget is aligned to the strategic plan.

Participants noted that a results-oriented budget is very 
different from traditional approaches. They emphasized that 
a progressive approach is required to develop buy-in and
support (for example, budgetary officers often view this as 
a challenge rather than as a support to their own roles), 
and also to be able to develop the proper technology and 
to present the information appropriately. For example, 

Budgets
“The budgetary process is a very complex process that
implies political restrictions, legal restrictions, administrative
restrictions, economic restrictions.”

— Roundtable participant

“Priorities and politics and other matters will continue to
trump budgetary decisions, as they should in an open and
democratic fashion. Performance information just makes
that debate richer.”

— Roundtable participant
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both Tanzania and Mexico indicated that they are currently
involved in major efforts to be able to demonstrate the links
between objectives and results and areas of expenditure.

The country experiences regarding linkages between perfor-
mance information and budget are reinforced by the literature.
For example, an Organization for Economic Cooperation and
Development (OECD) report specifically dealing with this issue
discusses the implications of technical limitations in both 
performance and financial data, and suggests that integration
could be appropriate only for certain types of programs, in
particular those involving the delivery of tangible, standardized
activities providing recurring products or services. The report
also observes that given the outcomes of many public sector
activities can only be achieved some time in the future, they
thus are not on the same time scale as budgetary cycles.

“Performance data inform, but do not drive, budgetary
decision making.”

— Melkers and Willoughby 

The IBM Center for The Business of Government has supported
two studies dealing with this topic (Joyce, “Linking Performance
and Budgeting: Opportunities in the Federal Budget Process,”
and Melkers and Willoughby, “Staying the Course: The Use
of Performance Measurement in State Governments”). The
findings and recommendations in these reports, again, are
consistent with the experiences and perspectives of countries
that have undertaken outcome reforms.

In summary, outcome information rarely can be applied
directly or mechanistically in making budgetary decisions. 
It can, however, play an important role in informing the
budgeting process.

Key Themes and Conclusions 
from the Roundtable
All governments are under increasing pressure to produce—
and to demonstrate—results. The importance of an outcome
focus for effective and responsive public management is gen-
erally recognized. Yet implementing an outcome-oriented
approach has proved deceptively difficult. 

To address this situation, the World Bank, with the support of
the IBM Center for The Business of Government, convened a
two-day Roundtable Discussion involving officials from 12
countries: six developed countries and six from the developing
world that have begun to move from an output focus to an
outcome focus in public management. This article identifies
state-of-the-art practices and thinking based upon the experi-

ences of these countries. The emphasis is on the practical,
identifying good practices, learnings, and practical steps that
could be of use to other governments in further developing an
outcome-oriented approach to public sector management.
The primary source of information for this report consists of
the experiences and insights of the participants shared during
the discussions at the Roundtable, but it also draws upon
short background papers prepared in advance by each of the
participants and a Discussion Note prepared by the
Rapporteur to set the stage for the Roundtable.

Following are the key themes and conclusions emerging from
the experiences of these leading countries that have been
engaged in the process of shifting public sector management
toward an outcome orientation. These themes are discussed in
more detail in the full text of this report, along with numerous
examples both of good practices and of challenges that are
still being addressed.

Linking Outcomes to Strategy
• Moving toward an outcome approach is important and worth

doing. It is basic to the appropriate and effective management
of government and the delivery of public services. Substantial
evidence emerged from experiences of countries around the
world that it is possible to move toward a results-oriented
approach in a wide variety of government contexts.

• An outcome approach requires a strategic focus central to
the raison d’être of government and directly connected to
something that matters to the citizenry, such as a focus on
poverty reduction or democracy. It cannot succeed if it is

Linking Budgets and 
Outcomes in Tanzania

“Various initiatives within the poverty reduction strategy
are coordinated by different institutions within government.
The instrument that is used to link the reforms or the
results that we are anticipating with the budget is the
strategic plan. And the strategic plan is coordinated by
the public service management team that is reforming
the public sector.” 

“What we plan to do is link the budget with operational
outcomes, which are then linked with the sector strategies.
We hope that in this way, over time, the non-PRS targets will
continue to be reduced so that the ministries, departments,
and agencies link their strategic plans with the poverty
reduction strategy, which is defining the broad outcomes
that we are expecting.”
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peripheral to or isolated from the major political priorities
of government. 

• An outcome focus potentially can provide a framework for
an integrated “whole of government” approach involving
the coordination of different policy and program areas 
that are all expected to contribute in some way to the
same outcome, such as employment creation, economic
development, or the improved health of the population.

• An outcome focus has been used by the political leadership
in many different countries as a means of demonstrating how
they are addressing the needs and concerns of their citizens.
In this way, it can represent a powerful tool to increase 
the credibility of political institutions, with corresponding
political gains in some jurisdictions.

Facilitating the Implementation of an 
Outcome Focus
• Implementing an outcome focus represents a fundamental

shift in the nature of thinking, acting, and managing within
the public sector, away from a focus on process and on what
one needs to do, to a focus on benefits. This in turn has
implications for many other aspects of management—for
example, to existing accountability and reward mechanisms,
as well as the manner in which government relates to its
citizens. Countries that have moved in this direction have
found that it is very difficult to bring about, it is never right
the first time, and it has proved to be much harder than
anticipated in many situations. They have emphasized that
it needs to be looked upon as a long-term process—and
with long-term benefits.

• Given the above, one should not expect perfection. A devel-
opment or transition period of some form is essential. Rather
than attempting to impose such a major change across an entire
government, it is usually best to pilot it in selective areas,
with support and encouragement for innovation, as well as
allowing for “failure” during at least the early stages. This is
essential to develop learning about what works best and what
does not, and can help to develop support and champions
for further development and expansion of the approach.

• Both a top-down and a bottom-up approach are needed.
Strong support from the top political or administrative levels
is essential to provide legitimacy and priority to an outcome
orientation and to make sure that it actually will happen.
But unless there is also support throughout the system, and
particularly at the middle-management levels, an outcome
focus runs the risk of becoming a mere administrative exercise
rather than representing an actual change in thinking or
managing. Countries have used various strategies to change
the culture toward one where there is buy-in and commitment
to an outcome-oriented philosophy. In particular, an outcome-
oriented approach is more likely to be relevant and to 

be perceived as useful when there is sufficient flexibility
such that program areas can develop an approach that is
meaningful for their own context and when all staff are
actively involved in the development of the process.

• Lack of sufficient capacity and expertise in results-oriented
thinking and managing, as well as expertise in more specialized
tasks such as monitoring and evaluation, can represent a major
hurdle. Lack of sufficient capacity in particular was identified
as a challenge in many of the developing countries. But it was
recognized as a barrier in some developed countries as well. 

• Given the challenges in implementing an ambitious outcome
approach, the reform effort should itself be subject to regular
review, evaluation, and revision. This can provide an
opportunity to identify what is and is not working well,
and how the approach can be improved. By “walking the
talk,” it can represent one way of demonstrating commitment to
outcome evaluation, which can assist in establishing credibility
for a focus on outcomes across all areas of government.

Monitoring, Evaluating, and Reporting on Outcomes
• Countries have found that being able to document what actually

happens is absolutely critical to an outcome orientation.
Without good information on what has happened, a focus on
results is impossible. And for good information, all countries
recognize that one requires monitoring or tracking of progress
in accordance with objectives and indicators, along with
evaluation that can look at broader considerations. 

• Much of the current activity is at the monitoring level, and
the need for more attention to evaluation was identified.
Evaluation is required to assess the continuing relevance and
appropriateness of strategies and programs, and to provide
information about all types of impacts, including unintended
or unexpected consequences. Evaluation also can identify the
continued appropriateness of objectives and of indicators used
for monitoring. Evaluation is needed to demonstrate causality
or attribution, to determine if the program intervention was
indeed responsible for any documented results. Perhaps most
importantly, evaluation can provide “why” and “how” informa-
tion that is needed for an understanding of how and in what
circumstances a program approach “works” or does not, and
what would be needed to be able to learn from what has
happened and to make informed decisions on future actions.

• The outcome focus needs to take into account the entire
results chain. Given that major outcomes depend upon
numerous factors working together and are usually sometime
in the future, there is also a need to pay particular attention
to intermediate-level outcomes and even to outputs. The
priority should be given to “results that matter to people.”
While it is not always appropriate to hold programs and
program managers accountable for the actual achievement of
higher-level outcomes, many countries still expect managers
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to be accountable for taking a results orientation, thinking
through the results chain and identifying how their own
initiatives are contributing to the desired outcomes, taking
into account the activities of others as well as external factors.

• Transparency is important to provide for the legitimacy and
credibility of the outcome approach and of information and
reports. There are many ways being used to make information
transparent. Perhaps surprisingly, many of the developing
countries describe the Internet as an important means of
dissemination, emphasizing that demonstrating the govern-
ment is producing results that matter to people is an essen-
tial part of the democratic process. 

• Government data about what it has accomplished frequently
are viewed with at least some degree of skepticism. This
can be minimized through the involvement of independent
bodies from outside government in external analysis or at
least corroboration of outcome information. Countries have
highlighted the critical role that civil society can play in
supporting an outcome orientation and providing for its
legitimacy. While audit bodies can play a role in validating
the integrity of results information, it was noted that auditors
traditionally have taken more of a process- and compliance-
oriented, rather than a results-oriented, approach—which
can act as a deterrent to buy-in and the sustainability of 
an outcome orientation. To be able to carry out effective
monitoring of outcome information, it is essential that
audit bodies have the appropriate capacity and expertise,
recognizing that outcome information is different in 
kind from financial information and requires a different
management philosophy and set of skills than many auditors
have been trained in.

Using Outcome Information
• There is little point in engaging in a major reform effort,

such as shifting an entire government toward an outcome
focus, unless it is going to be used in some way. Perhaps
the most fundamental use and benefit of an outcome focus
as demonstrated from the country experiences is the shifting
in thinking and the orientation of public services from a
primary preoccupation on inputs and activities to a focus
on the benefits and results of these activities. Outcome
approaches have also proved useful in many different
countries as a means of demonstrating how public services
are addressing the needs of their citizens.

• Use (or “utilization”) is sometimes viewed as something to
start thinking about after the data have been produced. But
considerations about use need to start at the beginning of 

the process and guide all aspects of the outcome approach,
including the form of the strategy and how it is implemented,
who is involved, which data will be collected and analyzed,
and how they will be reported.

• An important use of outcome information, indeed one of
its major rationales, is to provide for more rationality to 
the resource allocation process so that funds are allocated
where they are most likely to maximize the achievement 
of outcomes. Because many factors influence budgetary
decisions, countries indicated that a mechanistic link between
outcomes and budget allocations is neither possible nor
desirable. Nonetheless, performance information can play an
important role in informing the overall budgeting process.

Conclusion
It is clear that there is not one “correct” or best model that
could or should apply in all countries. The political and social
context, past history, and many other factors require an approach
tailored to the situation in each country. Nevertheless, countries
around the world have demonstrated that it is possible to
move toward an outcome orientation that places an emphasis
on results that count to their citizens. There are many com-
mon principles and learnings that can provide direction to
other jurisdictions. And the Roundtable has demonstrated
how it can be very useful to discuss successes and chal-
lenges with colleagues from other countries. ■
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Using the Balanced Scorecard
By Nicholas J. Mathys and Kenneth R. Thompson

This article is adapted from Nicholas J. Mathys and 
Kenneth R. Thompson, “Using the Balanced Scorecard:
Lessons Learned from the U.S. Postal Service and the Defense
Finance and Accounting Service” (Washington, D.C.: IBM
Center for The Business of Government, 2006).

Building a Balanced Scorecard Using
Lessons Learned from the U.S. Postal
Service and the Defense Finance and
Accounting Service
The balanced scorecard, or BSC, is primarily a tool for 
translating an organization’s strategy into action through the
development of performance objectives and measures in
order to fulfill its mission. For many organizations, strategy
may be a new destination, somewhere that has not been
traveled before. The BSC is a method to document and test
the assumptions inherent in that strategy. 

A well-designed BSC describes strategy through specific
objectives and measures. These measures should link 
together in a chain of cause-and-effect relationships from 
the performance drivers in the employee Learning and
Growth perspective all the way through to improved cus-
tomer (stakeholder) outcomes as reflected in the Customer
perspective. Strategy is documented through measurement,
making the relationships between the measures explicit so
they can be monitored, managed, and validated. 

We considered different ways to present the findings from our
study of the Defense Finance and Accounting Service (DFAS)
and the United States Postal Service (USPS), and decided to
link what we have learned to an action-oriented process map
(or road map) that leaders of an organization can follow 
step by step as they develop their own balanced scorecard.
Within our discussion, we give examples of how each of the
organizations approached the action steps on their journey
in developing their own variation of the scorecard. We have
adopted the more aligned version of the scorecard and one
that more closely matches effective Baldrige principles. We
hope that by presenting how others have approached score-

card development and clarifying the sequential action steps
needed, future organization leaders will be helped in their
journey toward performance improvement.  

Action Step 1: Develop a Clear Mission Statement 
At the onset, both organizations had clear mission statements.
A mission statement provides direction to the organization
by outlining in the broadest terms what the purpose of the
organization is, what the organization values, and how it
views its relationship with its customers and key stakeholders.
The mission statement provides a start by clearly stating 
publicly what it values and plans to do that will guide the
behavior of its employees.

Key groups involved: If not present already, senior leadership
should develop a mission statement. Early drafts of the mission
statement should be shared with internal and external stake-
holders of the organization in order to get their input, concurrence,
and acceptance. Of particular importance is the acceptance of the
mission statement by employee groups. The mission statement can
help start building a culture that works toward accomplishing the
mission. While the mission statement cannot make that culture
happen, it is a beginning, a means to bring together disparate
groups to gather under the values and goals of the organization.

Action Step 2: Define Key Customer 
and Stakeholder Requirements
The approach that we advocate for government organizations 
is consistent with the approaches used by DFAS and USPS. 
This parallels what Norton and Kaplan advocate in their 2000
Harvard Business Review strategic mapping article. The process
is depicted in Figure 1 (see page 56). The organization and
environmental assessment (1) along with the key customer and
stakeholder requirements (2) for each key segment becomes
the basis for organization strategies (3) (thin arrows). The key
requirements then are translated and aligned to key customer
satisfaction measures (4) and key process performance require-
ments (5) (bold arrows). As the dashed feedback arrows suggest,
meeting the process requirements will directly relate to improv-
ing satisfaction measures, which will directly relate to meeting
key strategies of the organization.
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Knowing key customer and stakeholder requirements for the
organization is critical in developing strategies, budgets, and
process requirements. These requirements are the drivers of
what the organization will do. If you do not meet the needs
of these key groups, you will not get the degree of customer
and stakeholder satisfaction that may be necessary to ensure
a sustainable and effective organization.

Key groups involved: Focus groups or surveys with open-ended
questions can be used to determine what is important to each
customer and stakeholder segment. Focus groups often offer a
good start by narrowing down issues before an organization
sends out more broad-based survey questionnaires. Focus groups
can help to identify relevant customer and stakeholder segments
as well as the issues important to these segments. This is done in
focus groups by using open-ended questions that will allow the
respondent to articulate key requirements. Then surveys can be
used to validate the information gained from focus groups.

Important in this step is to have a process, a systematic set of
actions that can be used to determine the segments and their
needs. Making guesses may miss critical information.

Once focus groups provide a sense of key customer and
stakeholder requirements, then the organization can use 
customer and stakeholder satisfaction surveys to track how
well the public perceives the organization is doing on these
key dimensions. Both DFAS and USPS used surveys to assess
their performance, and the questions range over many of the
items important to customers. Other stakeholders, like funding
agencies, are critical in this process as well. The government
organization needs to know the pulse of these funding 
organizations to determine what the expectations are for the
organization and how well they are meeting expectations.
This may be done less formally, but it still is critical so that
the organization is “in sync” with funding group expectations.
For example, having data and data analysis in a form that
supports the need of the funding group would be a key area.

Just knowing the key requirements is helpful, but translating
these elements into some quantified measure is critical so the
level of expectation becomes clear. For example, stating that
quick resolution of a complaint or concern is important is
helpful for the organization to know. However, this does not
tell the organization what is meant by “quick” or “resolution.”
If the customer is expecting all issues will be solved in a
maximum of four business days while the organization 
considers quick resolution in terms of one month, there is a
significant disconnect between expectations and performance.
The result is customer dissatisfaction. Hence, it is imperative to
translate customer and stakeholder needs into some quantified
measures of performance. This becomes the means to translate
customer requirements to organization strategies, to develop
the means to assess customer satisfaction measures, and to
create performance requirements for the key processes that
deliver the services important to the customer. These relationships
are indicated in Figure 1 by the bold lines flowing from the
key customer and stakeholder requirements.

2. Key Customer and Stakeholder Requirements 

1. Organization and  
External Environment Assessment 

3. Strategies 

4. Key Customer and  
Stakeholder Satisfaction Measures 

5. Key Internal Processes and  
Process Effectiveness Measures 

Figure 1: Relationships Between Key Customer 
Requirements, Process Requirements, and
Customer Satisfaction 
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The Postal Service translated customer expectations into 
specific performance targets related to their process of 
delivering mail. They have specific time expectations for
delivering priority airmail, priority surface mail, and first-class
mail divided into overnight, two-day, and three-day delivery
goals. Processes and reinforcements are then designed to meet
these customer expectations. The Postal Service then samples
deliveries to track how well its key processes (delivering the
mail) meet the key customer requirements or expectations.
By meeting these needs, USPS expects that customers will be
satisfied and will be more inclined to use the Postal Service,
helping USPS meet its revenue target. In the same manner,
DFAS has tracked its costs as a percentage of the Department
of Defense budget, an important stakeholder concern, while
making dramatic increases in overall customer satisfaction.

Both organizations we studied had made progress in determining
key customer and stakeholder requirements and translated them
into quantified measures. They then applied the measures to
their strategies, customer satisfaction measures, and established
performance measures for the important processes that would
meet customer needs. Each step is essential; organizations need
to understand what their customers expect. Determining 
those expectations and quantifying them comes from initially
interacting with customers to determine what is important to
them. Assuming what those needs are could leave the organi-
zation in peril. The quantification of requirements needs to be
based on what the customer expects, not the organization’s
current capabilities. With quantified customer requirements
in hand, the organization can build a set of strategies and
process requirements that will enhance the organization’s
ability to meet the needs of customers and key stakeholders.

Action Step 3: Develop a Quantified 
Strategic and Budgetary Plan
According to the Baldrige criteria, an effective organization is
built upon a fact-based leadership approach and a well-quantified
strategic plan. Building a fact-based culture and a solid strategic
plan dictates use of a systematic process to analyze the
organization and the environment in which it operates. An

effective balanced scorecard depends on defining appropriate
strategies. Appropriate strategies evolve by scanning the external
environment so that appropriate actions can be taken by 
the organization based on the current strengths, weaknesses,
and competencies of the organization. SWOT (strengths,
weaknesses, opportunities, and threats) analysis is an effective
approach to do a systematic analysis. However, it is quite
important that the organization focus on defining its customers
and other stakeholders, find meaningful segments of each
group, and determine the key requirements of each segment. 

Key groups involved: Strategic planning requires the time
and attention of senior leaders as well as the willingness to
provide sufficient resources to carry out the planning activities.
Key functional managers need to provide an accurate internal
scanning of strengths and weaknesses. Opportunities and
threats as well as key stakeholder requirements and concerns
need to be discerned by task forces composed of organizational
members most knowledgeable about the external environment.  

Both DFAS and USPS conducted assessments of their external
environments and the strengths and weaknesses of their
organizations as part of broader transformation plans. For
example, in their transformation document, USPS defined
their major customer and stakeholder groups along with
expectations of each group. In addition, the Postal Service
focused on changes in the external environment that would
affect the competitive environment and expected resulting
demand for their particular services in the future. DFAS did
similar data analysis. These analyses are essential for both
organizations as they plan infrastructure and the changes each
organization must make to remain competitive. DFAS, as a
younger organization, had the additional problem of trying to
merge many different operating systems that were inherited
into a more cost-effective and responsive process.

Sometimes lost in the SWOT assessment is the need to stress,
as these organizations did, the importance of identifying 
customer and other stakeholder segments and the key
requirements of each group. Also essential is the need to

Kenneth R. Thompson is Professor and the former Chair of the 
Department of Management at the Kellstadt Graduate School of Business,
DePaul University. His e-mail: kthompso@depaul.edu.
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align organization focus toward meeting those needs. This is
as true for nonprofits or government organizations as it is for
profit-based organizations. If key stakeholder requirements
are not understood by the organization, it will be difficult, if
not impossible, to develop strategies that are responsive to
customers and to other stakeholder needs. 

Assessing an organization’s internal strengths and weaknesses,
as well as the opportunities, threats, and trends that they face
in the external environment, can be done by involving key
leaders in the organization along with representatives from
each of the key customer and stakeholder segments. This 
provides input from many different perspectives. However, 
that is not enough; the organization needs to develop a process
to gather and analyze data in the external environment that is 
germane to understanding trends affecting demand for its
services or changing requirements in those services. In 
addition, for government-funded operations, knowledge of
the changing funding patterns and philosophies regarding the
role and size of government are critical factors that can shape
the mandates affecting how the government organization
operates in the future. For example, like many government
agencies, DFAS faces the possibility that their function could
be outsourced to the private sector. This can affect their 
planning horizon, their ability to gather resources to improve
operations, and their ability to recruit new employees.

Connect Strategy to Budget Process
A major problem that often occurs when developing a sense
of strategic direction is not tying the budgetary process into
the strategic process. Since the budgetary process allocates
the resources of the organization, the strategic planning
process is virtually meaningless if not tied to a consideration
of how resources will be allocated over the many competing
needs of the organization. Both DFAS and USPS connected
the scorecard very early on to resource allocations; this
enables the organization to make the changes needed to
meet scorecard targets. 

Key groups involved: To deal with this issue, some organiza-
tional redesign may be required to ensure a smoothly running
organization. At the very least, task forces or committees made
up of members from appropriate areas need to be established
and led by a senior leadership team. We advocate this broader
systematic view in any adoption of the balanced scorecard.

Action Step 4: Set Direction and Key Outcome
Measures for the Organization
Once the organization assessment is completed and the key
requirements are identified for the key customer segments
and stakeholders, the organization needs to identify key
organizational goals and strategies that support meeting those

requirements. Kaplan and Norton advocate that elements 
in the balanced scorecard flow from the strategy of the
organization.  

Key groups involved: Key players in establishing direction are
the strategic planning group along with the senior leadership
team. Of course, a well-developed strategy requires input
from various levels and operating groups in the organization.
A well-designed governance structure that encourages open
communication facilitates the two-way feedback process.  

Traditionally, the strategy flows from the mission, vision, and
some key goals of the organization. However, in both DFAS
and USPS, the strategies were directed toward meeting key
measures identified in the scorecard, primarily measures of
customer satisfaction reflecting the importance of meeting the
mission. This is a rational adaptation of the scorecard, which
is very appropriate and necessary to reflect the conditions that
the organization faces. This is particularly true in government
organizations where the traditional measures of a for-profit
organization (i.e., making a return to investors) are not the
only valid indicators of performance. Both DFAS and USPS
focused on meeting customer requirements, which led to
improved customer satisfaction. The measures they used to
assess that performance usually are obtained from periodic
customer satisfaction surveys. 

In this action step of our process map, the focus is on developing
direction and key measures for the organization; in the next
step, we translate them to process requirements. From the
organizational and external environment assessment, organization
strategies are developed. However, the key customer and
stakeholder requirements probably shape the choice of strategies
more profoundly. Assuredly, key customer and stakeholder
requirements should be the basis for strategies, as meeting
customer needs should be paramount to the mission of the
organization. In addition, meeting stakeholder requirements
is essential for a government organization to ensure adequate
funding levels will be provided in the future.

We take a very strict interpretation of measuring customer and
stakeholder satisfaction in that these measures should be just
that—tracking measures and trends of customer and stakeholder
satisfaction. These measures should be focused on assessing
those dimensions that have been considered key customer and
stakeholder requirements. So if “the time it takes to obtain a
change in pay” is a key customer requirement for DFAS, then
what should be tracked might be an item such as “How 
satisfied am I with the time it takes to receive a change in
pay status?” There might be a five-point scale to which one
can respond from “very dissatisfied” to “dissatisfied” to “neither
satisfied nor dissatisfied” to “satisfied” and “very satisfied.”
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The organization would track “the top two boxes,” or the
percentage of people that respond “satisfied” or “very satis-
fied.” Some organizations also would track those who are
dissatisfied as well. This is all consistent with Baldrige stan-
dards of performance. Similar measures would be used to
establish satisfaction metrics for key stakeholders.  

Alignment between key customer requirements, strategies, and
customer and other stakeholder satisfaction measures is critical.
Through these linkages, the organization responds to the needs
of its customers and stakeholders. Financial dimensions in a
government organizational setting are still important, but in 
a different way than they are in a for-profit organization. In a
for-profit, the organization needs to meet the needs of its share-
holders and bondholders. Thus, many of the financial measures
are focused toward these stakeholders. In a government setting,
however, stakeholders such as funding agencies also want to
ensure that the public is being adequately served. Therefore,
we agree with the approach of Paul Niven and recommend
that the strategic map developed in the 2000 article by Norton
and Kaplan be modified so that financial items appear as a 
subsidiary measure to customer and stakeholder satisfaction.

Financial measures might include examples of the following:
the cost of processing an employee pay change at DFAS or
the several different cost measures that relate the amount of
annual surplus or deficit at USPS. Items such as contributions
from each product line, contributions from each postal unit,
average cost of processing a first-class letter, and so on would
be measures that would be of interest to some key stakeholders
of each organization either through a funding organization or
through the board that would approve a rate hike for USPS.  

Action Step 5: Define Key Internal Processes 
and Measures of Performance
The financial and customer/stakeholder satisfaction measures
are outcome measures to ensure that organizational objectives
are met. Internal processes are needed to ensure these outcome
measures are met. (A process is a set of repeatable steps to
complete an activity). For example, at USPS there is a process
for gathering mail and shipping it to regional units for sorting.
There is a sorting process, a transportation process, and a
process for final sort and delivery. These processes are designed
to meet the outcome measures of timely delivery. Recently,
organizations began to realize that the key to performance
management is to define the key processes of the organization
and work to design and manage these processes effectively.
For example, the United Parcel Service (UPS) Chicago Area
Consolidated Hub, where many parcels are sorted, improved
the volume of accurate sorts through process design and
management. Their initial expectations were that half a million

packages would go through the facility per day. Through
process design and management, they have had 1.84 million
packages go through the facility at one time, with a current
day-to-day average of 1.3 million to 1.6 million packages per
day. Organizations need to define processes so they can
understand what is related to getting something done in the
organization. By physically charting the key processes, the
organization gains a better understanding of the important
activities required to meet organization goals. Once the entire
process is understood, the organization can work to improve
it—to make it better, faster, more reliable, and cost-effective.
However, this cannot be done until there is an understanding of
all of the steps that are involved in the activity.  

Which processes are critical? There should be a direct rela-
tionship between the processes identified and meeting the
measures identified in customer/stakeholder satisfaction and
financial measures. The alignment becomes critical between
processes, satisfaction measures, financial measures, and
meeting key customer and stakeholder requirements.  

For example, customer requirements for first-class mail delivery
are that the letter arrives in a reasonable number of days. 
Let us say it should take three days to deliver a letter from
Harrisburg, Pennsylvania, to Tulsa, Oklahoma. That expectation
is then translated into a customer satisfaction measure that 
is tracked: “How satisfied are you with the timeliness of
deliveries?” with a response from “very dissatisfied” to “very
satisfied.” Doing this helps the organization to track how well
customers think the organization is doing. We advocate that
customer satisfaction measures be used to assess customer
satisfaction directly, rather than relying on the use of performance
dimensions themselves as an indicator of consumer satisfaction.

The complexity of this process and the need for all elements
to work together to meet these process requirements led USPS
to set their performance system to encourage units to work
together to meet these process requirements. In a similar
manner, each key customer requirement is linked to a satis-
faction measure, which, in turn, is aligned with a process.
That process also has measures that relate to the customer
satisfaction measure and, most likely, some measure of financial
performance as well. 

Key groups involved: Measurement champions play a key
role in this process by ensuring consistency across the 
organization. Area champions, on the other hand, ensure
consistency within organizational units as the measures are
deployed down through the unit. These individuals act as 
“the eyes and ears” of the senior leadership team by reporting
periodically regarding problem areas that may arise. Appropriate
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modifications or adjustments in measures can be taken to
ensure the active commitment of employees and managers
throughout the organization. 

Action Step 6: Translate Needed Process 
Changes into Learning and Development Plans 
The last of the four components in the balanced scorecard
framework is called the Learning and Growth perspective.
The role of learning and development supports the current and
future development of knowledge and skills (competencies)
needed to perform identified key processes adequately.
Improving both the technical, operational, and human aspects
of the processes is done in this part of the balanced scorecard.
Without providing people with needed competencies, the
other perspectives (parts) of the BSC cannot be realized fully.
This is why alignment of different parts of the scorecard is 
so important. It is like trying to build a skyscraper without a
strong foundation. These development needs can be of three
types: (1) looking at new ways to address needs, (2) making
modifications to an existing process, and (3) developing
employees and leadership to improve the operations and
management of processes.

Coming up with long-range and innovative approaches to
improve key processes is one aspect of learning and devel-
opment. Both of the profiled organizations had extensive
development work in that area. For example, DFAS worked to
reduce the many different systems that it inherited in order to
speed processes, reduce errors, and reduce costs. In addition,
it worked with military branch customers to improve each
other’s processes. For example, in submitting a change in
personnel status and therefore a change in pay, the personnel
action is done by the specific branch of service while the
change in pay is processed by DFAS. If the service branch
process is lengthy or inaccurate, then the whole process suf-
fers. DFAS worked with each military branch (or what it calls
one of its customers) to improve processes on both sides.
Likewise, USPS dramatically improved some of its key processes
by working with partners. For example, it collaborated with
Federal Express in hauling mail to improve USPS’s ability to
meet its process goal of delivering various classes of mail in
the standard allotted time.  

Key groups involved: A second type of change focuses more
on the continuous improvement aspect of processes. Here 
the focus is on how the organization can make it better,
faster, more reliable, and less costly. These changes include
improvements such as adjusting schedules, modifying work
procedures, and improving quality control. In our interviews
with both steering groups (DFAS and USPS), we learned 

that continuous improvement was a day-to-day part of each
leader’s job as well as on the minds of those who worked
with the balanced scorecard. The makeup of the focus groups
involved representatives from various functional departments.
This was done to break down the traditional management
culture of being concerned with only what happens in one’s
unit. A functional culture is frequently at odds with what is
needed for a strategy-focused organization, especially when
processes that transcend departments need to be streamlined.  

Focus groups met on a regular basis to determine how to
improve performance and better meet the needs of the cus-
tomers. In fact, Ann Wright, one of the team members inter-
viewed at USPS, was between meetings when we met. She
had just returned from Chicago, having worked with employees
there to improve their handoffs. After our interview, she was
off to Pittsburgh to work on problems that both her unit and
Pittsburgh had in common.

The third dimension of learning and development is the
learning component. Learning relates to the improvement 
of (1) skills to perform the technical aspects of the process,
(2) leadership skills to manage the process or build the culture,
or (3) communication skills of employees or leaders to interact
better with their customers and stakeholders. However, in a
fact-based organization this training also should be focused
on those activities and behaviors that have a direct effect on
process improvement. Training in areas of process improvement
techniques, as well as performance measurement and assessment
skills, becomes important. This requires training assessment
that goes beyond assessing the degree of satisfaction that the
participant has had in the training program. There also needs
to be an assessment of the actual skills or behavior gained,
whether the skills are practiced on the job and, of most 
significance, whether the training made a difference in process
performance. While both organizations had extensive training
programs and most were tied to resolving specific performance
issues, it was not clear if they had (as most organizations do not)
the means to assess the link between training activity and job
performance or process improvement.

For most organizations, training in how to improve treatment
of customers should receive higher priority. Satisfaction with
service often relates to the quality of the behavioral interactions.
In fact, that is why some organizations are backing away from
the use of automated answering systems; customers who need
help want to talk to people, not machines. Customers also want
to be treated fairly, with respect, and have their concerns 
adequately addressed. Sometimes just explaining the process
to the customer—that is what can or cannot be done and
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when—is all that is needed. For example, Amtrak, the national
railroad passenger corporation, under then-CEO George
Warrington, realized that just explaining the reasons for
delays, showing concern, and keeping passengers informed
reduced many of the complaints that Amtrak received about service.

Action Step 7: Put the Balanced Scorecard Together
All four traditional components of the balanced scorecard are
now assembled (action steps 4–6). If the organization follows
the Norton and Kaplan strategic mapping article, which is 
consistent with the Baldrige criteria, there would be a strong
alignment between items from learning and development to
internal process measures to financial and customer and
stakeholder measures. This alignment strongly supports a
high-performance organization. In both organizations studied,
some alignment efforts occurred. Both used this hierarchical
ordering of items (or perspectives). As both organizations
continue to use and gain experience with the scorecard, we
expect that the alignment between the four perspectives of
the BSC will improve. They certainly seem to be moving
toward greater alignment. There are many examples of a
mature alignment development; one investment company
has statistical relationships between what an incremental
improvement in a process measure would do to customer
satisfaction levels. In a similar way, School District 15, in
Palatine, Illinois, a Baldrige winner, calculated the relation-
ship between some of their processes and improvements on
standardized test scores.

Focus on the Vital Few Goals
The improvements that both DFAS and USPS have made using
the balanced scorecard and their focus on performance measures
have transformed them into fact-based, performance-focused
organizations. It was clear in interviews with top leaders and
business unit leaders that there is a focus on the elements of
performance critical to the success of the organization. In 
our view, this focus is a direct result of using the BSC as a
management tool. The focus is on actual measures and perfor-
mance, rather than mere platitudes and guesses on what will
happen and what one should do. The focus for government
organizations on customer and stakeholder satisfaction is 
an important means to redirect the organization to do those
things that will matter for the longer-term success and 
survival of the organization.  

It is critical, however, that organizations focus on the vital
few goals. What we have seen in our experience is that many
organizations create a huge number of metrics and goals to
follow. This leads to confusion and, often, conflicting goals.
The organization needs to decide what are the vital few
items that they need to focus on and build the scorecard to

meet those vital few. While the number of goals that should be
articulated depends on many things, both organizations in
this study seem to have a manageable number. Of the two
organizations, DFAS has fewer metrics that seem to be related
to the type of operations. USPS has more metrics, reflecting
their varied product line and the expectations of its different
customer base. For a new adopter of the scorecard or a sea-
soned user, there often is a push to add more metrics and
measures to reflect everyone’s specific areas of expertise.
However, many of these special issues might be accommodated
better at the unit scorecard level as part of a unit or personal
development plan. This should occur as the scorecard is
deployed to different groups in the organization. 

What is the ‘right’ number of goals? We agree with other
experts who recommend that the organization should strive
for no more than 15 total scorecard measures, and 10 would
be better. According to the Hackett Group survey, companies
report that an average of 123 measures are reported to senior
management on a monthly basis—nearly nine times the number
of measures in most effective scorecards. The goal is to focus
behaviors on key and critical performance goals; too many
measures lead people to focus on their preferred goals and
not the key needs of the organization. 

Outcome goals are desired over activity goals. When goals
are selected, they should focus on those items that lead to
performance results. For example, the number of hours in
training is an activity goal. Just being in training does not lead
to performance improvements. On the other hand, measuring
the skills acquired in the training program and if they are
used on the job are outcome goals. Outcome goals focus on
assisting people directly to reach the goals of the organization
as reflected in the balanced scorecard. If measures do not
directly support an organizational goal, the question becomes
why they are being used. 

Develop a Team to Champion the Scorecard
Teams have become a popular concept in organizations.
What should be their makeup? The team should not consist 
of executives only, but should draw from a broad base of 
support. It should represent all areas of the organization that
will use the scorecard. Both DFAS and USPS drew on a broad
base of people and got them involved in the process. They used
the Catch Ball process to obtain input into processes and goals,
and area and measurement champions to involve more people.
These area and measurement champions were drawn from
lower levels in the organization and paved the way for the
successful deployment of the scorecard. DFAS also had a host
of different teams to support their approach. These approaches
resulted in more ideas and input into the process, increased
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ownership, and greater acceptance of the BSC program as it
was deployed. The teams helped the organization to accept
and adapt the approach more quickly than it would have
without the degree of input and ownership.

Put in Place a Management Governance Structure at the Top
This is needed to guard against a change in leadership style
at the top. A leader who emphasizes vision, communication,
involvement, and employee innovation and initiative fosters
a performance-focused culture in the organization. If some-
one who manages in a command-and-control style replaces
such a leader, the positive effects of scorecard development
could disappear. Some of the key management positions and
the roles they play in the scorecard development include:

• Director of strategic planning—clarifying and 
translating vision and strategy

• Chief financial officer—planning and target setting
• Director of human resources—communicating 

and learning
• Chief information officer—strategic feedback 

and learning  

Many organizations find it difficult to make one of these
executives solely responsible for the operation of the total
system. Of course, the chief executive officer or director 
is the ultimate owner. However, what is needed is an 
executive team that is filled with members who encourage
innovation and are willing to experiment so that learning
and growth are enhanced during the journey of continuous
performance improvement. In addition, there needs to be 
a link established between improved performance and 
individual or group rewards, whether intrinsic or extrinsic.
In interviews with the key leadership at DFAS and USPS, 
it was clear that both leadership teams shared these qualities
and concerns. 

Use Reinforcement Systems to Support the BSC Approach
Both organizations provided significant reinforcement so
managers would focus on performance and had significant
performance improvements as a result. The well-documented
and quantified USPS system might seem a bit cumbersome,
yet it was needed in order to cover the diversity of operations
and tasks within the organization. Measurement standardization
was needed to build employee trust in the system. Weighting
of results addressed the issue of fairness and the need to
reflect the different contributions made by different operations
to overall organization success. The system seems to be accepted
and trusted by those we interviewed and is a model of a reward
system that is linked to continuous performance improvement. 

However, both organizations indicated some frustration with
not being able to include all employees. DFAS referred to this
situation as a thermal layer below which there was difficulty in
getting people motivated, especially at lower organization levels.
USPS also referred to their problem with going beyond the
management units to the bargaining units. These present real
deployment issues and ones that each organization is continuing
to resolve. Some of that will evolve as the BSC approach is
deployed through individual performance plans in which a 
significant part of an individual’s performance is tied to reaching
his or her individual performance objectives that relate directly
to attaining unit and organization goals. While reinforcement
approaches may not be fully applied because of the current
limits of collectively bargained agreements, objective measures
of performance still can be used to guide individual performance
and support improved unit performance. Linking the organization’s
balanced scorecard to unit and personal performance plans is a
key factor in the deployment process. 

Action Step 8: Develop Action Plans
The balanced scorecard is not a freestanding management
tool. If all the organization has is the strategy followed by the
balanced scorecard, then it is not doing an effective job in
deploying the scorecard throughout the organization. Proper
deployment is essential to get the best use of the scorecard
and is essential in any performance management system. In
the Baldrige criteria, deployment is a central part of the whole
Baldrige process and, more specifically, is related to the strategic
planning process in category 2.2, strategy deployment. 

Deployment takes two major forms. In one respect, it relates
to how well goals are translated from higher organizational
levels down to the unit level and ultimately to individual per-
sonal performance plans. Secondly, it relates more to the
extent of the translation of these goals. The basic deployment
issue is how well all the applicable goals are translated to the
relevant parts of the organization. For example, USPS did not
translate all goals to all employees in the organization. Some of
the goals simply did not relate to the employee’s performance
effort. However, there was good linkage between individual
performance goals and the goals of the unit, which then were
aligned to the goals of the organization.

The difference between alignment and deployment relates to
scope. Deployment relates to connecting individuals to the
organization plan. Alignment relates to how well the goals of
the individual or unit are aligned to meeting the organizational
goals. In both cases, DFAS and USPS took great pains to
ensure that there was good deployment and alignment of goals
to all levels of the organization. However, both organizations
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had difficulty getting performance improvement at all levels
of the organization. In our analysis, this was due to the 
reinforcement system rather than a lack of articulation or
deployment of goals. In both organizations, there were artifi-
cial barriers that created some difficulties with providing pay
for performance. In USPS, it related to the bargained agree-
ment between USPS and the unions. With DFAS, it related to
work rules. Research has repeatedly demonstrated that goal
setting with pay that is linked to performance can enhance
performance outcomes.

The nature of these deployment goals should be different from
simply using the same outcome goals of the organization. The
unit or individual performance goals should be more closely
related to upstream or in-process measures that provide a
meaningful early indicator of those performances and lead to
reaching the organizational goals. The term upstream relates
to outcome measures that are leading indicators of the desired
outcome measures. In-process measures relate to those
measures that are one part of the defined process. They are
early indicators of the quality or timeliness of the total process
performance. For example, assessing that a hamburger is
cooked properly immediately at the end of the cooking stage
helps to ensure a quality end product that will not make
someone ill. Taking this measure at the end of the cooking
stage saves resources (by less wasted condiments and buns)
than if the measurement is not taken until the end of the
entire process.  

For example, tracking sort times, the quantity of mail that
missed the day’s delivery cutoff times, or the number of
trucks delayed all support the larger goal of having the mail
delivered in the desired time. By focusing and even making
statistical comparisons on what factor is related to better out-
come performance, organizations can better align their
actions through focusing on in-process or upstream measures.

Key groups involved: Deployment is a central part of making
the scorecard effective. Without deployment, it is like a ship
without a rudder. The captain may have plans on where the
ship should go, but does not have the tools to make it happen.
Deployment using upstream or in-process measures ensures
more consistent actions aligned with the desired goals of the
organization. Some organizations fall short of complete
deployment by failing to involve the teams and/or individuals
who actually make the needed changes or improvements.
This requires the involvement of key functional workgroup
leaders and cross-functional teams at every level of the
organization. In both organizations, we saw signs of the
development of this effective deployment approach.  

Action Step 9: Actively Work to Manage 
and Continually Develop the Scorecard
Once the scorecard is in place, the mission still is not
accomplished. There needs to be concerted action to ensure
that the scorecard continues to be an effective leadership
development tool. This is done through several different
actions that consistently support the scorecard and help to
improve its role in creating a performance-centered culture.
The following action steps provide some specific direction
upon which organizational leaders need to focus their efforts.

The management governance structure put in place should
ensure that timely communication and feedback occur
throughout the organization. This requires that committees
and task forces be formed and their roles defined. DFAS did
this by establishing a Strategic Planning Steering Group, or
SPSG, made up of senior executives from business lines and
support functions that reported to the Leadership Council.
Then, a Balanced Scorecard Working, or BSW, group was
established to develop definitions, monitor implementation, and
review data integrity. The BSW group was cross-functionally
represented and reported to the SPSG. Measure experts were
appointed to ensure consistent application across the organiza-
tion. There were monthly meetings held to track and compare
short-term performance against the annual targets established
in the budgeting and strategy process. Quarterly reviews
examined linkages to the longer-term scorecard measures. 

Because organizations face different challenges, for the BSC
to be effective it should reflect the strategic vision of the sen-
ior leadership group, not merely be copied or borrowed by
emulating the best measures of the best organizations. At the
other extreme, it also is detrimental to attempt perfection in
scorecards. The balanced scorecard should be dynamic; it
should be continually reviewed, assessed, and updated to
meet the new conditions and challenges that arise. For these
reasons, the scorecard (and the leadership behind it) should
be flexible, adaptive, and innovative.

Traditional measures are often lagging, i.e., they report how
well an organization’s strategy worked in the past. This is
good for keeping score but not for communicating to employees
what they need to do well to affect future performance. It is
important, therefore, to develop a balanced set of measures,
both outcome and performance drivers, lagging and leading
indicators, which are linked to achieving long-run performance.
This is done in the scorecard through the deployment and
alignment process, which always needs to be tested. Units
may want to have their own “pet” measures to be included.
Some units may relate to reaching organizational goals while
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others may be fairly distant or may emphasize an activity
goal that is not effective. Overall, the scorecard team needs
to manage the number of measures used at the organization,
unit, and individual level. Focus on the vital few goals that
direct key areas of performance rather than many insignificant
ones that confuse and reduce organizational focus. This 
may not be easy, but is essential to support an effective
scorecard approach.

Develop a Strategic Feedback System That Is Designed to Test,
Validate, and Modify the Hypotheses Embedded in Strategies 
The cause-effect relationships embodied in BSC allow executives
to establish their best estimate concerning the impact that
changes in performance drivers might have on changes in one
or more outcome measures. There are always some areas in
an organization where linkages between the performance
drivers and outcome measures are more difficult to determine.
Support service areas like human resources and engineering
are examples. Often activity measures are used initially. For
example, DFAS used employee developmental activity (hours
of training) as a starting measure for Growth and Learning.
However, now they are attempting to link the length of time
it will take for a specific employee to reach competency
level in the trained attribute. 

There are a number of documented approaches that can be
used to determine cause-effect relationships within the scorecard.
They include correlation analysis, scenario analysis, anecdotal
reporting, initiative review, and external peer review. All of
these mechanisms enable an organization to review and
think about its strategic direction on a regular basis. By this
step, some of these mechanisms should be embedded into
the review process. For example, DFAS uses initiative review
to establish accountability, to ensure against conflict targets or
measures, and to help in developing a stronger action plan.  

Use the Scorecard as a Management Tool, 
Not as a Performance Evaluation Approach 
If used properly, the BSC becomes a valuable tool that 
organizations can use to improve organizational performance.
But like many effective management tools (Management By
Objectives programs, Total Quality Management, and even
the Baldrige process), it can easily be misapplied by a well-
intentioned management group. Using the BSC as a performance
evaluation approach will dilute its value as a management
tool. As a tool, the focus is on how management and employees
can work together to improve the numbers. If the scorecard
is used only as a performance evaluation device, the ground
rules change. Subordinates begin to look for ways to dilute

the scorecard, performance targets, and scope of outcomes so
that the unit has “better numbers.” These latter activities take
away from the essential mutual problem solving that should
occur. We strongly advocate that the scorecard be used as a
management tool and that performance reinforcements be
based on performance improvements rather than “reaching or
not reaching” goals or the number of “reds, yellows, and greens.”

Actively Work to Sustain the Culture
The scorecard is only part of the process of building a 
performance-focused culture in the organization, albeit an
important part. At the heart of any major program to improve
performance in organizations is the fact that it is likely to
require a change in culture to drive the needed organizational
improvements. Quality management expert Joseph Juran
observed that all organizations, like individuals, possess
immune systems. On the positive side, this “immune system”
resists foreign ideas that might be harmful, but it also has the
undesired effect of resisting and rejecting beneficial changes.
The requisites detailed below help to overcome this resistance
to change. They are certainly applicable in facilitating the
integration of a balanced scorecard into an organization’s
management practices.

Maintain Top Management Commitment 
Employees are inundated with a variety of new management
tools and concepts. Thus, they quickly learn that the best
strategy is to give lip service, because it is usually just a mat-
ter of time until management declares victory and moves on
to the next fad. W. Edward Deming recognized this in 
the very first of his 14 points: “Create constancy of purpose.”
Senior management demonstrates its commitment to the
desired change not only by its words but also by its deeds. 
It takes every opportunity to promote the desired change by
stressing its relevance to future success, the possibilities that
the change creates, how the change will be accomplished,
and each person’s role in creating that change. Management
deals with failures in a constructive and nurturing way, 
without reverting to blame, and celebrates individual and
team successes. At both DFAS and USPS, senior management
was involved intimately in the creation and implementation
of their balanced scorecards. For example, at DFAS, senior
managers, through the Leadership Council and the Strategic
Planning Steering Group, played significant leadership roles
in the design and development of its BSC. From the time
DFAS Director Bloom initiated the process and tasked senior
management to develop the BSC quickly (it was completed
within six months), he was kept informed of progress on a
continuous basis.  
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Establish Organizational Support Systems 
To be adequately prepared for change, organizations require
certain support systems to be in place. Training is one aspect,
but training is not the only support needed to foster the balanced
scorecard. Other elements include the provision of required
support staffs that can facilitate and provide expert advice.
Selection of these people should not be based on who is avail-
able, but on a carefully designed set of requirements that are
right for the organization and its prevailing culture. These
staff can be employees or outside consultants who are willing
to commit sufficient time and energy.

For a change initiative like the balanced scorecard to work, it
must be seamlessly integrated into an organization’s ongoing
management systems. This occurs in several ways. For instance,
over time many organizations integrate their scorecard into all
of their other planning and management systems. If the BSC
represents strategically important issues to the organization, then
it should provide the justification for most resource allocation
and capital investment decisions, including each business unit’s
annual budget. At the individual level, it should be linked to each
employee’s performance assessment and plan. The balanced
scorecard should never say to do one thing while a different
management system produces an opposing signal. 

Foster Communication and Ownership 
The process of communicating with others in the development
of the BSC, rather than the “story” of its adaptation, often 
is of most value to the organization. Employees have the
opportunity to participate with senior managers in a structured
process that helps both sides gain a better understanding of
the link between the organization’s strategy and what has to
happen for that strategy to be executed successfully.

One potential complication in the deployment of scorecards
is the conflict between organizing by function or by process.
Most strategic BSC measures relate to overall organization
processes that are cross-functional in nature. Changes that
might adversely affect one function involved in the process
may be resisted even though they are in the best interest of the
overall organization. Both organizations we studied wrestled
with this difficulty. At first, DFAS gave senior executives dual
roles (functional business line responsibilities and specific client
responsibilities). This proved to be a mistake, and separate Client
Executive roles were finally developed. At USPS, regional units

were traditionally held accountable only for their territorial per-
formance. Now they are being held accountable for how they
affect the entire process of mail delivery across the country.

Conclusion
In the end, the balanced scorecard is a management tool 
that helps executives solve their most central issue: how to
implement strategy, particularly when it requires radical
change. It does this by giving organizations, often for the first
time, a clear picture of the future and a path for getting there.
In the two cases that have been reviewed in this report, DFAS
and USPS, we have seen some dramatic improvements in
their performance resulting from the use of the balanced
scorecard and the organizational culture of performance and
fact-based improvement that are part of the process. We saw
a dedicated staff championing the approach and committed
to the performance excellence that occurs when performance
goals are articulated, deployed, and reinforced in a manner
that leads to sustainable improvements in the organization. 
It takes a focused leadership approach to make this happen,
and this focus must continue to maintain and improve on the
quality results achieved so far. The balanced scorecard is not
a magic pill, but an approach that can lead to a sustained
culture of quality. ■
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Implementing OMB’s Program Assessment 
Rating Tool (PART)

By John B. Gilmour

This article is adapted from John B. Gilmour,“Implementing OMB’s
Program Assessment Rating Tool (PART): Meeting the Challenges
of Integrating Budget and Performance” (Washington, D.C.:
IBM Center for The Business of Government, 2006).

Introduction
For more than a decade, the federal government has been 
on a journey to improve performance and accountability by
measuring how well its programs work and to link measures
of performance to the allocation of budgetary resources. 
For example, the goal of the Government Performance 
and Results Act of 1993 (GPRA) was to refocus efforts of 
government agencies on results as opposed to inputs and
standard operating procedures. GPRA requires agencies to
adopt mission statements, strategic plans, and measures 
of both program outputs (such as the number of infants 
vaccinated) and outcomes (such as the reduction in infant
mortality). It is now routine to see a mission statement and
strategic plans prominently displayed on the websites of 
government agencies. After the first decade, the Government
Accountability Office (GAO) found that while GPRA created
a steady supply of performance information, there was not 
a strong demand for the use of this information by policy
makers or program leaders.

Shortly after he took office in 2001, President George W. Bush
committed to an ambitious agenda of improved government
management. A key element of his agenda was to make the
government more results oriented by expanding the use of
performance budgeting. He directed the Office of Management
and Budget (OMB) to work with each agency to recast their
budget to include performance information. In addition, in 2003,
he expanded this effort by committing to a program-by-program
assessment of performance. At the time, it was estimated that
there were about 1,000 major programs that might be assessed.
President Bush directed OMB to lead this assessment effort,
as well. OMB developed an assessment framework, with the
assistance of agencies and outside experts, which it named the
Program Assessment Rating Tool, or PART. PART has become
a vital component of the President’s Management Agenda
and the administration’s performance budgeting initiative. 

PART is explicitly designed to build upon the performance
information developed by agencies in response to GPRA. The
Fiscal Year (FY) 2005 PART guidance to agencies issued by OMB
states: “The PART is a vehicle for achieving the goals of GPRA.”
PART appears to put more “teeth” in GPRA, especially since OMB,
which administers PART, develops the president’s budget, and its
budget decisions are to be influenced to some extent by PART. 

In the FY 2004 budget, released in early 2003, the Bush admin-
istration numerically rated the the effectiveness of 234 major
federal programs, or about 20 percent. In each of the three suc-
ceeding budgets, approximately 200 additional programs were
assessed, for a total of about 800 as of 2006. The grading
scheme is relatively straightforward. It was designed by OMB in
consultation with an outside advisory panel and the President’s
Management Council, composed of the deputy secretaries and
chief operating officers of the departments and major agencies. It
is based on 25 to 30 questions, grouped into four categories, result-
ing in a total weighted numerical rating ranging from 0 to 100.

Based upon the numerical scores, OMB assigns a management
and performance rating to the programs. These range from the
highest rating of effective, to moderately effective, to adequate, to
a lowest score of ineffective. In addition, the rating of results not
demonstrated means that the measures the program’s managers
developed were not adequate to determine its effectiveness. 

The approximately 1,000 programs are being assessed and
reassessed on a five-year schedule. Managers of programs that
have been assessed who are dissatisfied with their score or have
instituted improvements can request they be reassessed sooner. 

Purpose of This Report
This report examines OMB’s PART initiative from a practical
standpoint: How have federal agencies dealt with the
requirements of PART? What strategies have they employed
to be successful? What challenges do they face?

This report highlights four challenges that confront both
agencies and OMB as they work to complete assessments of
all 1,000 programs and describes approaches agencies are
taking to meet those challenges.
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The first challenge is for departments and agencies to organize
an appropriate means of managing the PART assessment
process. There are great differences among departments and
agencies in the scores given by OMB to their programs, and it
is almost certain that these differences are due in some measure
to the nature of the departmental and agency responses. 

The second is the challenge of using the PART questionnaire
as a means of communicating the accomplishments and
shortcomings of a program to OMB and to other interested
stakeholders. Without careful, hard work at mastering the
PART instrument, even well-run programs with good results
are not guaranteed a good rating. 

The third is the challenge of developing suitable measures.
This is a challenge for many program managers, since they are
under pressure from OMB to develop measures of outcomes,
and a challenge for OMB as well in that the success of PART
as an assessment tool depends crucially on the development
of appropriate measures. 

The fourth challenge is that of interpreting program performance
measures and their associated results in order to understand the
extent to which program managers can be held accountable
for their program’s performance. 

Much has been written about the use of performance measures
and performance budgeting, but so far little has been written
about PART. For example, Harry Hatry has written about the
different kinds of measures that can be used. Melkers and
Willoughby have explored the adoption of performance-
budgeting requirements at the state level and how measures
are used at the state level. Philip Joyce has written about link-
ing performance and budgeting. GAO has examined the extent
to which PART assessments have influenced allocations in the
president’s budget, as have Gilmour and Lewis. The focus of
this report is different, looking instead at how programs have
responded to PART, and the experience of program- and
bureau-level staff in dealing with the demands of PART.

PART and Performance Budgeting
PART is seen as a key element in President Bush’s broader
push to expand the use of performance budgeting. Progress
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The PART Scoring Mechanism

OMB devised 25 to 30 questions grouped into four categories
to assess the performance of agency programs. Each of the
categories contains a series of questions, the answers to
which are given a weighted score for relative significance:

1. Program Purpose & Design (weight = 20 percent): to
assess whether the program design and purpose are
clear and defensible. 

Sample questions: Does the program address a specific
and existing problem, interest, or need? Is the program
designed so that it is not redundant or duplicative of
any other federal, state, local, or private effort?

2. Strategic Planning (weight = 10 percent): to assess
whether the agency sets valid annual and long-term
goals for the program. 

Sample questions: Does the program have a limited
number of specific long-term performance measures
that focus on outcomes and meaningfully reflect the
purpose of the program? Does the program have ambi-
tious targets and timeframes for its long-term measures?

3. Program Management (weight = 20 percent): to rate
agency management of the program, including financial
oversight and program improvement efforts.

Sample questions: Does the program use strong financial
management practices? Does the program collaborate
and coordinate effectively with related programs?

4. Program Results (weight = 50 percent): to rate program
performance on goals reviewed in the strategic planning
section and through other evaluations.

Sample questions: Has the program demonstrated
adequate progress in achieving its long-term 
performance goals? Does the program demonstrate
improved efficiencies or cost effectiveness in 
achieving program goals each year?

Source: OMB

John B. Gilmour is a Professor of Government and Associate Director 
of the Public Policy Program at the College of William & Mary.
His e-mail: jbgilm@wm.edu.
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toward performance budgeting is not just a federal government
challenge. Performance budgeting is not easy to do at any
level of government, but it holds promise for solving the 
fundamental challenge of budgeting—knowing where to direct
scarce resources in order to gain the maximum public benefit.

A deep frustration in legislatures, governors’ offices, and
budget offices at all levels of government is that it is difficult—
in some cases impossible—to know which programs are
doing good work and which are wasting money. Consequently,
ineffective programs can continue to receive funding year
after year, when that money could generate greater public
benefit if directed to programs that produce results. The lack
of reliable information about the effectiveness of programs
leads to the adoption of strategies of incrementalism—small
increases or reductions at the margin of program budgets—
as a way of dealing with the uncertainty about where to 
allocate resources for maximum benefit.

The aspiration of performance budgeting is immense—to
provide decision makers with the information they need to
better allocate scarce resources in a way that will yield the
greatest benefit. Even modest success in identifying programs
that are effective and those that are ineffective, and facilitating
some movement of money away from the ineffective and
toward the effective, will be a valuable accomplishment. 

A second and perhaps equally important aspiration of 
performance budgeting is to induce organizational change—
to encourage agencies to find better ways of achieving their
goals and to improve their results. Allen Schick points out
that behind all performance measurement is “the notion that
an organization can be transformed by measuring its per-
formance.” He is pessimistic about this logic, but there are a
great many optimists, and the jury is still out on the question
of whether and to what extent measurement can induce change.
Optimists contend that if agencies cannot document that
they are producing results, they will be compelled to change.

Some observers believe that PART will help to induce change
by introducing a new level of transparency in government.
For example, Clay Johnson, OMB’s deputy director for 
management, stated recently that “transparency leads to
accountability, which leads to results. Without transparency,
you don’t have accountability.” In February 2006, OMB
unveiled a new website—www.ExpectMore.gov—that makes
available the assessments of about 800 programs that have
been subjected to PART. With this easily navigated website,
the federal government has taken a giant and unprecedented
step to make available to its citizens assessments of individual
government activities. ExpectMore.gov divides programs into
two groups, those that are “performing” and those that are “not
performing.” By exposing programs that are not performing,
OMB is surely hoping to compel them to improve, and to

give their constituents and stakeholders arguments to demand
improvements. These efforts have been recognized by the broader
government improvement community. In 2005, PART was awarded
a Ford Foundation Innovations in American Government award. 

This recognition is remarkable, especially given that the states, not
the federal government, have led the way in adopting performance
budgeting in the United States. Performance budgeting has been
widely adopted abroad, and as of a 1998 report, 47 out of 50
states had adopted some form of performance budgeting. Because
performance budgeting is not defined uniformly, it is hard to
know what that means. States may have aspired to link program
outcomes and budgetary decision making, and adopted systems
of performance measurement, but few have in place a system
that has any kind of explicit link between performance and
budgets. Evidence suggests that the impact of state performance
budgeting systems on legislative priority setting in the budget
process is modest.

Although the federal government has been slow in adopting
performance budgeting, its current approach is particularly
comprehensive and impressive. For example, the care taken
in devising PART to be objective, and the background analysis
and documents that support it, reflect careful thinking about
the challenges of assessing performance across a wide spectrum
of government programs. 

The PART Process
The PART process begins with the release each year of the list of
programs to be assessed that year. The definition of what consti-
tutes a “program” is developed jointly between an agency and
OMB. The program officials then begin their task of formulating
suggested answers to the questions, along with explanations and
evidence. The PART document is now completed online. The
budget examiner for the program reviews materials submitted by
the program and decides which answers to give for each of the
questions. Needless to say, program officials give themselves
more yeses than the examiners do. Program officials who do not
agree with the assessment can appeal up the chain of command
in OMB. There are appeals each year, and a few are successful. 

Programs are given scores based on the proportion of “yes”
answers a program is awarded in each of the four sections.
Although OMB does not report an overall score for programs,
one can easily calculate summary scores using the official
weights for each section and a spreadsheet program. Based on
the overall scores, OMB assigns grades to programs: ineffective,
adequate, moderately effective, or effective. Table 1 reports
the range of overall scores corresponding to each grade.

If a program lacks measures deemed adequate by OMB, it is
rated results not demonstrated (RND). Programs rated in 2005
that were given grades of RND had overall scores ranging
from a low of 11 to a high of 83. The lowest scoring program,
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with an 11, was the Tribal Courts program in the Interior
Department. The highest score—a 97—was earned by the
Inspector General Oversight of Federal Employees Health
Benefits Program (FEHBP) in the Office of Personnel
Management, a small program with an $11 million budget. 

The scores and grades are not just for show: An important goal
of PART is to link budget decisions with assessments of outcomes
and overall program quality, although OMB is also clear that
these assessments are not the only factor in budget decisions.
A high rating will not necessarily be rewarded with a budget
increase, and low-rated programs may receive increases because
they may have been too under-funded to be effective.

An important feature of PART is its emphasis on measuring
outcomes rather than outputs. GPRA also requires outcome
measures, but PART takes this to a new level. Scholarship 
on performance budgeting has discussed the different kinds
of measures at length, distinguishing between outcomes 
and outputs. The PART guidance is clear: “Measures should
reflect desired outcomes.... Outcome measures are most
informative, because these are the ultimate results of a program
that benefit the public. Programs must try to translate existing
measures that focus on outputs into outcome measures by
focusing on the ultimate goal of the program....” The OMB
examiners who do the PART evaluations insist that programs
find true outcome measures whenever possible, pushing

sometimes reluctant program managers to look for creative
ways of assessing their results. An important exception to the
insistence on outcome measures is research and development
programs, for which the OMB guidance acknowledges outcome
measures may be inappropriate because results cannot be 
predicted in advance of the research.

The OMB examiners who do the PART assessments have been
successful in prodding program managers to adopt better
measures. Adopting measures is not new, since they have
been required since 1993 by the Government Performance
and Results Act, but under GPRA less was at stake. With
PART, there is far more emphasis on adopting end outcome
measures, with a link between assessments and budget decisions.
Further, the threat that a program will be labeled “results not
demonstrated” is an important incentive to have programs
adopt measures acceptable to OMB examiners. Departments
with too high a proportion of programs rated RND cannot
get a green on the performance section of the President’s
Management Agenda (PMA) scorecard. In one department,
OMB examiners informally told officials that if they did not
reduce the number of programs rated RND, OMB would
consider reducing the department’s administrative budget.
GAO officials who have examined PART contend that in
some departments a rating of “ineffective” is preferred to
RND, because of the impact on the PMA scorecard.

Individual programs have made significant progress. Initially a
very large proportion of programs were graded “results not
demonstrated,” meaning that OMB examiners did not approve
the programs’ measures. In subsequent years, many programs
have been able to replace their RND grade with a “real” grade
by adopting suitable measures. Figure 1 compares grades
assigned to the initial cohort of programs assessed in the 
FY 2004 budget with their grades as reported in the FY 2007
budget. These programs have had several years to respond to
critiques and suggestions from OMB. As Figure 1 makes clear,

FA L L  2 0 0 6 IBM Center for The Business of Government 6 9

Numerical Score Grade

85–100 Effective

70–84 Moderately Effective

50–69 Adequate

0–49 Ineffective

Table 1: Converting Scores to Grades

FY 2004 Grade FY 2007 Grade

98 programs graded “results not demonstrated”
62 given “real grade” of adequate, moderately effective, etc.

36 still rated “results not demonstrated”

15 program grades increased

83 program grades unchanged

5 program grades decreased

103 programs rated ineffective, adequate, 
moderately effective, or effective

Figure 1: Comparison of FY 2004 and FY 2007 Program Grades

Source: OMB documents.
Note: 34 of the FY 2004 cohort of programs could not be compared with FY 2007 grades because they were either merged into other programs or otherwise
changed such that they could not be paired with a program in the FY 2007 budget. These have not been included in this figure.
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most of the programs initially graded RND have been able to
get a real grade. Programs that were initially assigned a real
grade of either ineffective, adequate, moderately effective, or
effective have also had some success in getting higher
grades. Of 103 programs with real grades, 15 were able to
have their grade raised; five had their grade lowered.

In addition to assessing outcomes, the greatest strength of PART
is the inherent reasonableness of the questions that form the
basis of the process. It is hard to argue with an assessment that
asks programs to have a clear statement of program purpose,
good planning, strong financial management practices, and
so on. These are questions, participants acknowledge, that
are good for a program to consider and answer.

Based on this author’s research and interviews, PART is taken
very seriously at the program and bureau level. Management
systems imposed from above always meet a certain amount
of skepticism and resistance, and that is true with PART. But
attitudes have changed as program managers have seen the
determination and persistence of OMB in implementing PART.
Agency officials who might have thought PART was a passing
fancy that could be waited out realize now that it is here to
stay for at least the duration of the Bush administration, and
that the quest to better link performance to budget will continue.
PART will be even less likely to go away if a bill sponsored
by Representative Todd Platts (R-PA) becomes law. His bill,
entitled the Program Assessment and Results Act, would amend
GPRA by adding a provision requiring OMB to conduct 
program assessments every five years. It has been reported
out of committee but has not yet seen floor action. 

Conclusions and Recommendations
Conclusions
OMB has succeeded in implementing an intelligent and
effective system of performance budgeting. It has produced 800
assessments in four years, and will complete assessments of
all federal programs in 2007. 

The preeminent strength of PART is the reasonableness of the
questions. OMB has worked diligently to produce a set of
questions that directs public managers to think carefully about
important issues. Numerous observers have said they found
the questions to be good and sensible, focusing attention on
important aspects of public management. Answering the questions
causes program managers to think in useful ways about how
their program is designed and run, and how it produces results.

Further, there is reason to think that the program ratings 
are objective and able to distinguish between effective and 
ineffective programs. A danger in any system of program
assessment is that differences in the scores will not manifest

true differences in program management and program quality,
but instead reflect differences in the skill of individuals in 
filling out the form or other similar irrelevant factors. It is 
difficult to assess the validity of PART scores—that is, whether
they are measuring something real—because there is no
other available external gauge that is known to be a reliable
measure of program quality. In this sense, PART is a pioneering
effort. However, this author’s research and interviews indicate
that PART ratings, even if not a perfect measure of program
quality, measure real differences in programs. 

Senior career officials who had participated on the program side
in multiple assessments generally believed that the programs
that received the higher scores were in fact the better programs.
Within bureaus at least, assessments are ranking programs
correctly, but that does not tell us if comparisons across bureaus
and across departments are also valid. Further, the analysts
and programs managers interviewed by the author—virtually
all careerists—almost uniformly believed that the exercise of
completing the PART questionnaire was good for programs. 

PART is notable for the emphasis it places on results and 
outcomes rather than processes and outputs. However, it
appears that some of the programs that have received effective
scores do not have true outcome measures; instead, budget
examiners for these programs have approved measures of
outputs or processes. The decisions of the examiners in these
cases seem reasonable, given the difficulty or inappropriateness
of measuring outcomes in those particular cases. Just as people
in state and local government often criticize the federal 
government’s insistence on “one size fits all” solutions, a
rigid insistence on the sole use of outcome measures fails to
acknowledge the tremendous diversity of federal programs.
Whenever possible, budget examiners should insist that 
programs develop outcome measures, but they should also
recognize that, for certain programs, other kinds of measures
are most appropriate. It appears likely, however, that OMB will
continue prodding programs that do not yet have outcome
measures to identify some. 

Programs face an important choice in adopting measures. OMB
clearly has a strong preference for end outcome measures.
Insofar as a program can identify measures that are acceptable
to OMB, that can lead to a better score. If OMB signs off on
the measures, the immediate reward is that the program will
escape the dreaded results not demonstrated category. Initially,
OMB has required only that the measures have been identified
and adopted, not that there necessarily be any data to plug
into them. That comes later. The downside to adopting true
outcome measures is that the program will be held accountable
based on those measures, and if it cannot meet targets or
demonstrate improvements in the measures, OMB may deem
the program ineffective.
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The strategic dilemma for a program is this. By adopting a true
outcome measure, a program may achieve a better score right
now; but it must then be held accountable to that measure
down the road. Adopting a true outcome measure is a good
idea if events are moving in the right direction, because then
the program may be credited with successes it did not cause.
If it is clear that failure to achieve an outcome goal is due to
circumstances the program cannot possibly control, it may
escape being held accountable. Thus it is possible that a 
program can take credit for improvements it does not cause
while avoiding blame for problems it cannot control. This is
an ideal situation for the program, but it does not promote
transparency and accountability. 

Like GPRA, PART focuses attention on outcomes and results,
but it has not yet succeeded in bringing about significant
changes in program management. Improvements in ratings
have come predominantly from learning better how to use the
PART instrument, not from introducing important changes in
program design or management. Performance budgeting is
intended to improve resource allocation by devoting budget
increases to programs that perform well. But by emphasizing
results rather than process, performance budgeting is also
intended to encourage programs to improve management
and change the means by which they accomplish their goals.
If program officials find that existing processes do not allow
them to achieve the desired results, they may be compelled to
rethink how the program operates. The officials interviewed
for this report did not report that the improved ratings for
their programs came from management changes.

The absence of major management changes should not be
surprising at this point. PART has been in place for only a
few years, and the kinds of management innovations that
PART should ideally bring about will take years to emerge.
Reform will occur when programs find they cannot get good
scores without real change. Further, the author spoke, for the
most part, with individuals in programs that received good
scores, programs with the least need to change. Assessing the
success of PART as an incubator of management reform will
take time and patience. This is difficult for OMB officials
because they are understandably in a hurry to demonstrate
that their efforts have generated successes. But producing
useful assessments of 1,000 federal programs in five years
will in itself be a tremendous accomplishment.  

Recommendations
The insights gleaned from this initial assessment of the OMB
PART initiative can be summarized as a set of recommendations
for agency personnel who prepare the materials used by OMB
in conducting the assessments and ratings, as well as recom-
mendations for OMB itself. 

Recommendations for Departments and Agencies
The experience of programs that have successfully navigated
the challenges of PART assessments provides 10 useful insights
that may help other agencies improve future assessments.

Recommendation 1: Don’t give PART to the intern.
Answering the questions well and persuasively requires extensive
knowledge of the program. Experienced staff need to be
involved in preparing the PART. There are cases of programs
delegating the PART questionnaire to a low-ranking or new
employee, or in one case giving it to a consultant who was
not deeply familiar with the program. Less certain is the
question of who specifically in the department should prepare
the PART responses. In most cases, it appears that the primary
responsibility is given to an individual in the planning or
budget office at the bureau level. In many programs that
have been successful with PART, a fairly senior official has
responsibility for it. Typically this person works closely with 
a more junior person. But whoever runs the PART needs to
be in close touch with people who know the program very
well. In science-based programs, the scientists themselves are
typically involved in answering the questions. In addition, make
sure the people handling the PART are good writers. PART 
is not a writing test, but a good writer can answer questions
artfully and make a program look its best; a poor writer can
fail to communicate the performance of a good program.

Recommendation 2: Get professional help if needed. Staff at
one program that received a weak rating on PART recognized
that they faced a major challenge in devising measures of
results. They were convinced that the program was well run
and designed, but that documenting the accomplishments
would be difficult. To solve this problem, the program rehired
a former staffer with extensive program evaluation experience,
providing them with an individual with a unique and valuable
combination of skills. Experts in program evaluation may be
able to help a program explain what it does and to devise
measures that OMB will approve. 

Recommendation 3: Work with your OMB examiner.
Individuals whose programs have raised their PART rating
repeatedly emphasized the importance of working with their
OMB examiner. In some cases, the examiner came to the
agency and spent the day with program personnel working
on their performance measures. Involving examiners in the
process of devising measures may increase their buy-in of
the measures, and may also increase their understanding of
why certain measures were adopted. Make friends with your
budget examiner. Program officials with good ratings often
praise their OMB examiner. They spend a lot of time educating
their examiner, and the examiner can in turn help program
staff with the task of articulating accomplishments. 
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Recommendation 4: Link PART to your strategic plan. PART
does not take place in a vacuum, detached from planning.
Programs with strong strategic planning already in place have
a better experience with PART. Strategic planning under GPRA
prepares programs to answer the PART questions, and encourages
program staff to think clearly about means-ends relationships.
Individuals who have worked on successful PARTs stress the
seamless connection between their strategic planning and PART
efforts. PART is not a replacement for GPRA; PART is a natural
extension of the planning process put in place by GPRA.

Recommendation 5: Read OMB’s guidance carefully. OMB
supplies detailed guidance for examiners that lays out the
criteria a program must meet to get a “yes” answer to each
question. Program officials need to pay very close attention
to those criteria and address them exactly as they answer 
the questions. Program officials should read the explanation
supplied for each “no” answer and make sure that the exam-
iner has justified it precisely in terms of the guidance. Some
program officials have noticed that examiners have strayed
from the guidance in justifying “no” answers, holding programs
to higher standards. Make sure that the examiner is holding a
program to the exact criteria outlined in the guidance, not
another standard he or she feels is appropriate. 

Recommendation 6: Provide ample documentation. OMB
wants evidence to document answers. Programs that have
successfully negotiated the PART process emphasize the
importance of providing complete, voluminous documentation
for all claims. That means thousands of pages of evidence to
back up every claim made on the PART questionnaire. The
point is not to inundate or intimidate an examiner with an
ominously large stack of paper, but to anticipate questions
the examiner might have. Examiners may not have time to
read all of the documentation provided, but it is important

that, if they look for something, they can find it. Thus this
also means that the documentation should be carefully
organized and easy to navigate.

Recommendation 7: Measure what you can. There is a lot of
pressure for programs to adopt outcome measures, but it has
been possible in some circumstances to gain approval for meas-
ures of outputs. The PART guidance makes an exception for
research and development programs. But other kinds of programs
have been able to persuade an examiner that outcome measure-
ment is impossible or inappropriate in their particular case. 
To see if this is possible, look at programs that have had output
measures approved to see if their circumstance applies to you. 

Recommendation 8: Understand OMB’s perspective.
Individuals at the program level who are answering the PART
questions should make sure they are interpreting the questions
the same way that OMB and their examiner are. Staff at one
program that managed to raise their rating said they found
that the examiner looked very differently at some of the
questions. The second time around they were better able to
anticipate what the examiner wanted. 

If the OMB examiner does not like the measures a program
proposes, it can be useful to look at other similar programs
elsewhere in the federal government that have had their measures
approved. Perhaps it is possible to emulate or devise analogues
to successful measures. In the State Department, the Bureau of
Resource Management serves as a central clearinghouse and
helps program staff identify the kinds of measures that have
been approved elsewhere at State. Emulate successful measures.
Get to know your examiner. Spend time with your examiner.
Get your examiner to discuss measures in advance—get buy-in.

Recommendation 9: Renegotiate the definition of the program.
Many of the program definitions or demarcations are idiosyn-
cratic at best. Defining programs in terms of budget accounts
does not work in all cases. The Bureau of Population, Refugees,
and Migration initially defined programs in terms of international
organizations to which they made contributions for refugee
assistance—the United Nations High Commissioner for
Refugees or the International Committee of the Red Cross.
The bureau has since decided to redefine the programs in
terms of functions performed, such as “protection.” In the
Interior Department, the “Land and Water Conservation
Fund—Land Acquisition” program got a poor score, at least
in part because it is not a program but an “activity.” In the
first year of PART, a large number of small programs in the
Department of Health and Human Services were evaluated;
by the second year, many had disappeared, apparently
merged with other programs that were assessed. 

Recommendation 10: Express measures in non-technical 
language. An important goal of PART is transparency, but
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technically worded measures are opaque. Some examiners
have technical backgrounds, but most do not. Nor do most
members of Congress. Measures that ordinary people can
understand are likely to be better received by OMB and
Congress. It is important for government programs to document
their accomplishments in ways that the people who support
and pay for them—members of Congress and the taxpayers—
can readily understand and appreciate. 

Recommendations for OMB
Likewise, the following insights may help OMB better navigate
some of the challenges raised in this report.

Recommendation 1: Formally introduce appropriate flexibility
about what constitutes acceptable measures. It is laudable that
OMB has pressed diligently for outcome measures whenever
possible. It is equally laudable that examiners have exercised
discretion and allowed some programs to substitute other
kinds of measures when appropriate. However, the PART
guidance is not as clear as it should be about the circumstances
under which something other than outcome measures are
acceptable. The guidance indicates: “Programs that cannot
define a quantifiable outcome measure—such as programs
that focus on process-oriented activities (e.g., data collection,
administrative duties, or survey work)—may adopt a ‘proxy’
outcome measure.” But, in fact, other kinds of programs have
had output or intermediate outcome measures approved. It
would be helpful to program-level staff and OMB examiners
alike if they had clearer indications about when alternatives
to end outcome measures are acceptable.

Recommendation 2: Provide multiple response categories for
answers to PART questions. While the questions are sensible,
the problem is that they must be answered with either a “yes”
or “no.” Since the phenomena being assessed with the questions
tend to be continuous variables, forcing the answers into two
categories necessarily introduces error. The real answers to
the question about clarity of program purpose must reside
along a continuum stretching from, say, 1 to 10. Suppose
OMB decides that scores of 8 and above get a yes, and those
below get a no. Such a system gives the same score to programs
with a 1 and a 7, even though they are very different, and
gives very different scores to programs with a 7 and an 8,
even though they are very close. Such scores will not reflect
reality as well as they might. Examiners report that they often
have difficulty deciding how to answer a question, which means
there are a lot of close calls, and thus a lot of error. The solution
is a simple one of allowing more response categories. Some of
the questions in Section 4 permit a response of a “large extent”
rather than just “yes” or “no.” Permitting intermediate responses
to all questions would yield more accurate assessments.

Recommendation 3: Distinguish between design and man-
agement failures. There is no shortage of programs that fail

because Congress saddled them with a design that makes
political sense, but which inhibits the ability of managers to
produce good results. With PART, OMB is standing up to
Congress, pointing out design problems, and insisting that all
programs produce results. As OMB sees it, congressionally
mandated bad design is no excuse. But it can be discouraging
to agency program managers if their programs are designated
ineffective or results not demonstrated because of a program
design that Congress foisted on them and they cannot control.
It would be useful if PART ratings made a distinction between
(1) failures that are caused by a congressionally mandated
program design, and (2) failures caused by poor program
management. One could also add a third category: failures
caused by unpredictable circumstances beyond the control
of program managers, such as natural disasters, wars, or
inadequate resources. The solutions to these problems are
completely different. Managers who do a good job of running
a flawed program need recognition for their achievements,
just as Congress needs to be continually reminded of the
importance of eliminating statutory impediments to program
effectiveness. ■
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Performance Budgeting
By Lloyd A. Blanchard

This article is adapted from Lloyd A. Blanchard, “Performance
Budgeting: How NASA and SBA Link Costs and Performance”
(Washington, D.C.: IBM Center for The Business of
Government, 2006).

Introduction
The President’s Management Agenda (PMA) of the George W.
Bush administration significantly advances the development
of performance budgeting in the federal government through
its Budget and Performance Integration (BPI) and Program
Assessment Rating Tool (PART) initiatives. Faced with the
extraordinary task of measuring government performance
directly and consistently across thousands of programs, the
Office of Management and Budget (OMB) developed PMA
BPI standards for agencies and PART evaluation questions for
programs with a focus on managerial practices thought to be
used by high-performing organizations. The PMA BPI initiative
established clear practice standards for intermediate and high
levels of success toward aligning agency budgets more close-
ly with mission, goals, and agency performance. PART asked
program managers about program purpose and design, plan-
ning, and management, as well as results for the purpose of
scoring and ranking the programs for budget formulation pur-
poses. While most of these PMA BPI standards are focused on
the development and general use of performance information,
two are focused on performance costing—the full cost and
efficiency criteria. This report highlights the requirements of
these two performance costing criteria and demonstrates how
two agencies, the National Aeronautics and Space Administration
(NASA) and the Small Business Administration (SBA), met
these criteria using different costing approaches.

The notion that budget allocations should favor higher- 
performing programs is the defining principle of performance
budgeting. Performance-based allocations are said to give
incentives for agencies to improve program performance,
providing a more rational basis for allocating tax-funded resources.
The alternative to performance budgeting is continued reliance
on traditional political forces that dominate budgetary allocations,
revealed in two common patterns: “pork” and incremental
spending. While performance budgeting reform initiatives are
not new in the federal government, the performance focus

was firmly established with the Government Performance
and Results Act (GPRA) of 1993. The problem is not in the
supply of performance information, which GPRA provided in
abundance. The problem is the lack of use of performance
information for budgetary and managerial decision making.

The PMA BPI initiative seeks to shift the government’s perfor-
mance focus to the use of such information. Through its criteria,
it sets standards for using performance information, but it also
recognizes that linking performance with full cost and efficien-
cy information is central to successful use in the areas of both
performance enhancement and budgetary decision making. To
meet the PMA BPI standards of success, federal agencies must
demonstrate success on each of the following criteria:

Performance Information
Criterion 1. Regular use of performance information by 
senior managers, 

Criterion 2. Focus on a limited set of outcomes included in
PART and the agency’s strategic plan,

Criterion 3. Employee performance plans are linked to 
program and agency goals and effectively differentiate
between low and high performers, and 

Criterion 4. Demonstrate results on most programs and use
PART findings in budget justifications and for management
improvement. 

Performance Costing 
Criterion 5. Agencies report the full cost of their programs, are
able to compute the marginal cost of performance changes, and 

Criterion 6. Have an efficiency measure for all “PARTed” programs. 

The first four of these requirements prescribe the development
of performance information (criteria 2 and 3) and its general
use (criteria 1 and 4). The last two of these requirements are
performance costing requirements, and these provide decision
makers with the ability to determine the relative cost-effectiveness
of government programs. Performance costing is defined as
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the process of linking a program output or outcome with its
associated costs into a single cost-based performance measure.
Cost-effectiveness is defined as the full cost required to meet
a program performance goal. Performance costing produces
the full and marginal costs of a program output, and these
together with a measure of efficiency are required to obtain 
a measure of cost-effectiveness. Output- and outcome-based
performance measures often are not comparable across programs,
but the associated costs are comparable, and when they are
linked to performance, they provide decision makers with better
information to make performance-based budget allocations.
This report shows how to perform such performance costing
generally and by highlighting the full costing approach used by
NASA and activity-based costing approach used by the SBA.

The full cost of a program differs from the program’s budget
appropriations in that it captures all resources dedicated to
delivering program output, and not just the directly appropriated
resources. The importance of this distinction becomes clear
when one considers the prospect of a small grant program
consuming a much larger share of an agency’s resources than
the program appropriation would suggest. As in the SBA case
study, it took the SBA’s Activity-Based Costing (ABC) model to
help identify the fact that it dedicated $9.5 million of agency
personnel resources to deliver a $396,000 grant program. This
example shows how program costs can be misinterpreted if 
all related costs are not considered, and how the ABC model
helped the agency properly interpret the cost-effectiveness of
the program. The NASA case study shows how that agency
uses its full cost policy to reveal the corporate administrative
costs (at headquarters and the centers) being included in 
programs’ “fully loaded” budgets, creating an incentive for
program managers to push back and question the indirect
costs whose burden they now bear. This example shows how
including indirect costs within a performance costing frame-
work can create pressure to reduce administrative budgets
and shift agency resources toward direct program needs. This
article is aimed at not only helping federal managers better
understand how to meet the requirements of the PMA BPI
initiative, but also to show how to use these required measures
to obtain a measure of program cost-effectiveness.

How Should Performance Information Be Used? 
In his research report for the IBM Center for The Business of
Government, “Linking Performance and Budgeting: Opportunities
in the Federal Budget Process,” Professor Philip Joyce establishes
a comprehensive framework for considering budget and 
performance information. He suggests a number of ways in
which performance information can be used strategically within
each of the major stages of the federal budget process—
formulation, approval, execution, and audit/evaluation. He
argues that the performance budgeting focus to date largely
has been on the supply of performance information. Joyce,
along with John Kamensky, Albert Morales, and Mark Abramson
in “From ‘Useful Measures’ to ‘Measures Used’ “ (Managing
for Results 2005), propose a shift in focus toward creating a
demand for this performance information. It is argued here
that, to some extent, the PMA has done this by requiring 
key cost information. As any economist will admit, good cost
(as price) information must accompany good performance
information if there is any hope to attract demand for and
use of the latter. 

A number of other related reports published by the IBM
Center for The Business of Government focus on various
aspects of performance budgeting. For example, Harry Hatry,
Elaine Morley, Shelli Rossman, and Joseph Wholey’s report,
“How Federal Programs Use Outcome Information,” offers
advice toward, and federal government examples of, successful
use of performance information. Howard Risher’s “Pay for
Performance: A Guide for Federal Managers” shows how to
develop an effective employee performance reward system,
while OMB publishes extensive guidance on the application
of PART.. A cursory review of these requirements will reveal
that leadership and experience are being called upon as
much as costing proficiency. Accordingly, Robert Behn’s
report for the IBM Center, “Performance Leadership: 11 Better
Practices That Can Ratchet Up Performance,” reviews leader-
ship practices that can help agencies successfully address
their deficiencies in PMA BPI status. This article complements
these by examining the costing dimension of performance
budgeting, which is largely contained in criteria 5 and 6 of
the PMA BPI initiative.

Lloyd A. Blanchard is an Assistant Professor of Public Administration at 
the Maxwell School of Citizenship and Public Affairs, Syracuse University.
His e-mail: lablanch@maxwell.syr.edu.
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As of June 30, 2005, only eight of the 25 agencies rated in
the PMA (not including OMB) have reached the highest, or
“green,” standard in PMA BPI—a success rate of 32 percent.
Twenty-one of these agencies have been deemed successful
at focusing on a limited set of outcomes tied to their strategic
plan (criterion 2), 17 were deemed to have effective employee
performance plans (criterion 3), and 14 have demonstrated
regular use of performance information by senior managers
(criterion 1). This last finding is surprising because this requirement
would seem to be the easiest to implement. Could the fact
that just over half the agencies are shown to demonstrate
regular use of performance information illustrate the lack of
demand for performance information by senior managers
bemoaned by the scholars mentioned earlier? Senior managers
may well obtain a wealth of performance information regularly
or on demand, but without the attendant cost information, what
can we expect of them in terms of direction and program
improvement? For example, with performance information
showing a 5 percent shortfall of the target, what should the
senior manager do to ensure that the target is reached next
month or next year? The shortfall could be the result of the
program operating efficiently with inadequate resources, or from
the program operating inefficiently with adequate resources.

To determine which explanation is correct requires a measure
of efficiency (i.e., output per unit of input). Without such a
measure, at best, a senior manager must rely upon program
managers’ ability to apply intuition and experience to determine
whether additional resources are truly needed. A program
manager might ask, “What’s wrong with using intuition and
experience?” Program managers may well possess detailed
knowledge relevant to their program, but the level of precision
called for in Congress’ effort to improve financial management
requires more than such skill can provide. It calls for measur-
able results. 

One explanation for the lack of demand for performance infor-
mation might be found in the lexicon of economics, which
defines “demand” as the relationship between the price and
quantity of goods and services. In the market, a lack of demand
could result from the absence of key price information that
consumers use to evaluate the quality of a good or service. This
begs the question, “What is the analogue for price information
in government operations?” It is argued here that the complete
costs of program service delivery as well as the marginal costs
associated with producing additional units of service are the
price analogues for government. This report focuses on linking
the government’s price analogue, costs, to performance. 

The two performance costing standards, criteria 5 and 6,
essentially summarize the costing requirements for good 
performance budgeting, and without this information, senior
managers and members of Congress are hard-pressed to make

good resource allocation decisions based on performance
information alone. They might see how effective programs are
toward achieving their goals, but do not know what new
resources are required to meet such goals. With a measure of
program full cost, one can obtain the marginal, or additional,
cost associated with a performance increment. With a measure
of efficiency, one can begin to discern the potential reasons
for performance shortfalls. Together, senior managers and
members of Congress can better understand the “bang for the
taxpayer buck” associated with government programs. Thus, the
PMA BPI performance costing requirements are the linchpins
that integrate, literally and figuratively, budgets and performance. 

Recommendations
Based on the experience of NASA and SBA, OMB will accept
reasonable, practical approaches tailored to the agency’s particular
situation, but the conditions and capacities of the agency in
question should be important considerations in which approach
should be selected to accomplish these goals.

This article argues that the prorated allocation method is a
low-cost way to meet the full costing requirements of the
PMA BPI initiative. While it is not the most accurate method
of estimating costs, its accuracy is based on the agency’s
ability to select the most relevant cost drivers on which to
base cost allocations. A disadvantage to using the prorated
allocation method is that the accuracy may rely on assumptions
that do not withstand scrutiny. For example, NASA allocates
headquarters-based general and administrative (G&A) costs to
programs based on relative program share of the total agency
budget. A relatively capital-intensive program, like the space
shuttle program, would be allocated more indirect costs than
a direct tracing or cause-and-effect approach would allocate.
If G&A costs are driven more by the program share of agency
employees than the budget share, then a more accurate 
allocation basis (i.e., cost driver) of G&A costs would be FTEs, 
as NASA does with its field-center-based G&A costs.   

On the other hand, direct tracing often requires more employee
involvement in the cost assignment function, and this could
present problems that could do more harm than the potential
bias in using weak cost drivers in a prorated allocation procedure.
For example, SBA’s Survey relies on self-reporting by employees
across the agency about the allocation of their time to various
activities. Even honest reporting might result in data irregularities
that do not reflect accurately the allocation of personnel
resources. An employee assigned to multiple program tasks
could easily assess his time allocation erroneously, and the
accumulation of this effect across employees could alter agency
allocations in ways not considered or planned. Nevertheless,
simple steps can be taken to validate employee responses, and,
as one example, SBA has supervisors check the allocation of
their employees’ time. The point here is that direct tracing
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systems need to have the proper controls to ensure the validity
of account access and postings, or using it can cause more
harm than a less accurate prorated allocation.

The framework for integrating costs and performance presented
here is an attempt to clarify the performance and cost components
that constitute an “integrated” performance budget, and to
show how to use such a framework when the performance
measures are not quantifiable. To the extent that outcome-based
performance measures are available, they can be used in this
framework, and cost-performance integration is ideal. Reasonable
people can disagree on the performance and cost distinctions
made here. This article, as well as the full report, should 
be taken as a guide on how to carefully construct usable 
(i.e., interpretable), cost-integrated performance measures
called for in the PMA BPI initiative.

The recommendations listed below point to specific steps that
agencies can take to improve their cost accounting policies and
procedures. The hope is that they can help agencies successfully
continue the long and persistent effort to manage government
programs using cost and performance results as guides.

Recommendation 1: Align performance, costs, and accounts.
Agencies should ensure alliance of program performance and
goals with the guiding mission and overall agency strategy. To
accomplish this, agencies must go through an exercise that care-
fully aligns, or maps, all program activities to one or more of
the strategic goals of the agency. NASA accomplished this by
organizing their programs into programmatic themes in their
strategic plan, as well as aligning these more clearly within the
mission directorates. SBA’s strategic plan aligns agency activities
with five strategic goals, one of which is specific to the PMA itself.

First, program performance measures must be synchronized with
the mission and strategic goals. If these measures do not capture
what is explicitly called for in the mission or strategic plan, then
a logical narrative should be provided in the latter and annual
performance plans to show the link between the two. 

Next, program costs must be synchronized with the program
performance measures above. Continuous or categorical measures
can be used to develop this connection, but without this step, an
agency will not be able to use the benefits of cost accounting. 

Finally, agencies should follow examples from NASA and SBA
in negotiating with their congressional appropriations com-
mittees to better align the appropriation account structures to an
agency budgetary structure that supports cost accounting and
the efficiencies to be gained. Other agencies that have 
negotiated such changes include the Environmental Protection
Agency, and the Departments of Justice, Labor, Transportation,
and Veterans Affairs.

Recommendation 2: Build outcome-based measures for
ideal cost-performance integration. Agencies should strive 
to develop the effectiveness, cost, and efficiency measures
discussed above, because they are what allow senior and
program managers to understand more precisely the relation-
ship between budget costs and performance. To the extent
that outcome measures can be quantified, the preferred
measures of service effectiveness and service efficiency 
can be developed. These offer the best reflection of program
performance, and the service efficiency measure, which is
the full cost of producing a given outcome, can be used to
evaluate the “bang for the buck” of various programs. Moreover,
the computation of marginal costs, which is the cost associated
with an increase in service impact, and the public sector
price analogue, will allow the agency to scale its operation
to an efficient level and understand the value of the services
provided, and not just the budgeted amount.

If quantifiable outcome measures are not available, the agency
could develop categorical outcome measures, or quantify 
reasonable output measures. When using output measures as
proxies for outcomes, one should provide a logical narrative
to clarify the relationship between the output being used and
the service outcome desired, and that should be used but for
lack of data. A logical narrative that holds up to scrutiny is 
a good indication that the output measure is a reasonable
proxy. However, data on outcomes should still be pursued. 

Recommendation 3: Develop a cost allocation method that
fits the organizational design. Agencies should develop a cost
allocation method that models downward cost flow, but consistent
with the organizational structure and how programs are situated
within that structure. Even though NASA and SBA each have
a substantial field presence, NASA’s centers provide unique
capabilities and operate programs and projects that in some
cases cut across themes managed by mission directorates. Its
Full Cost initiative recognized this complexity by focusing on
directly attributing as much costs as feasible to the program
home through its new integrated financial management system,
regardless of center location, and then racked up indirect costs
in terms of G&A costs (Corporate and Center) and service
pool costs. 

SBA’s organizational structure is rather straightforward, and its
programs are labor-intensive and delivered by district offices
and other network partners that essentially do the same thing
at each location across the nation. With just 3,500 employees
and a small budget, SBA implemented a low-cost survey-based
tool to collect information vital to understanding how the
agency’s resources are being used. 

The structure of the cost allocation model should be dependent
on the organizational structure. That is, take the organization chart
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for the agency, identify the programs that make up the agencies’
service menu, and organize non-program activities into indirect
cost categories that share the same cost drivers. G&A costs will
exist at different levels in the organization chart, but unless they
can be directly attributed to program activities, they should be
lumped together in a helpful way. Human capital, procurement,
and facilities management are the main examples of such indirect
costs, and would likely make up separate categories given 
different likely cost drivers. The programs’ share of these cost drivers
agency-wide (for example, budget, personnel, and/or square feet)
will then determine how these indirect costs will be allocated. 

Recommendation 4: Supplement existing systems to support
performance costing. Agencies should start modestly and
improve budget-performance integration capacity over time.
The biggest reason for such an approach is the cost of 
implementing new cost accounting systems to handle the tasks
required for good cost management. Too many agencies have
tried and failed to implement financial management systems,
as the requirements for such systems are still developing for
federal government use. The agency can, however, build
modest subsidiary systems that are compliant with the Federal
Financial Management Improvement Act for the purpose of
allocating indirect costs to direct cost centers. NASA and SBA
took the two extremes. NASA is still implementing its state-of-
the-art integrated financial management system, and the SBA
only tweaks its very modest survey tool every year. Consult
the Joint Financial Management Improvement Project require-
ments for managerial cost accounting before signing on the
dotted line.

Recommendation 5: Create incentives to improve effectiveness
and efficiency. Agencies should create incentives for support
and program managers to become more efficient on their own.
Full cost at NASA now gives program managers authority over
the use of a key resource: personnel. By making direct personnel
costs the program’s responsibility, and not a separate budgetary
line item, NASA created an incentive for program managers to
reveal their true need for personnel resources. By “taxing” the
programs for the agency’s indirect costs, NASA created an
incentive for program managers to question support managers
about the G&A and other costs being attributed to programs, but
not controlled by the programs. In general, full cost at NASA
creates the incentives for program and support managers to
behave more as market-based producers, revealing their true need
for certain resources, and paying for what used to be “free” from
a budgetary standpoint.

A competitive marketplace works so efficiently because Adam
Smith’s “invisible hand” guides and sorts market transactions
such that the price a consumer pays for a good or service is
equal not only to the benefit gained from consuming it, but
also to the marginal cost of producing the last unit. At SBA,
full cost measures revealed an allocation of key personnel
resources that could not be justified on mission-based or policy
grounds. Developing them and using them in this simple way
alone can help agencies better understand how resources 
are being used. Publishing the full costs of programs in the
congressional submission and financial statements ensures
that congressional and taxpayer choices are better informed,
and this creates incentives for efficiency gains within the
political process.

Development of the key effectiveness, cost, and efficiency
measures will help manifest these incentives by providing the
information needed to make better allocation decisions. In
other words, these measures provide the best analogue to
market prices available in the public sector. They allow senior
managers, members of Congress, and taxpayers to effectively
“value shop” the menu of government services. This article
does not suggest that costing performance budgets will replace
powerful political forces in the budget process. But with inte-
grated cost-effectiveness measures in place, agencies will be
in a better position to defend their budget submissions, to
satisfy the PMA BPI criteria and “get to green,” and to create
the incentives for program and support managers to act more
efficiently on their own. ■
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Performance Accountability
By Shelley H. Metzenbaum

This article is adapted from Shelley H. Metzenbaum,
“Performance Accountability: The Five Building Blocks and
Six Essential Practices” (Washington, D.C.: IBM Center for
The Business of Government, 2006).

Governments around the world are increasingly adopting goals
and measures as a way to improve societal outcomes and
enhance accountability. To improve societal outcomes, govern-
ments seek to “grow the good”—the health, safety, well-being,
and general quality of life. At the same time, they aim to “slow
the bad”—harmful or unhealthy events, risk-raising causal factors,
unnecessary costs, wasted time, fraud, corruption, and incivility.
To strengthen government accountability, governments seek to
meet four distinct categories of accountability expectations: fiscal,
ethical, democratic, and performance. 

Experience has shown that goals and measures can be remark-
ably effective performance-driving, accountability-enhancing
tools. But experience has also shown that they can provoke
self-protective responses that interfere with performance and
accountability gains: timid targets, measurement manipulation,

measurement elimination, outcome avoidance (resulting in an
affinity for output targets), and claim games where some rush to
claim credit for accomplishments while others run from it, fear-
ful of provoking resentment among their peers. 

These performance-dampening responses most often arise when
goals and measures are explicitly linked to externally provided
(extrinsic) incentives, whether positive incentives in the form of
rewards or negative ones in the form of penalties or poor public
scores. When incentives are inappropriately linked to measure-
ment of performance results or the wrong kinds of incentives
are chosen, performance management systems tend to backfire,
discouraging workers and even motivating them to cheat. 

Indeed, an overwhelming body of research and experience
suggests that promising rewards to individuals in government
agencies seldom works when the rewards are linked to attainment
of specific targets, progress relative to peers, progress relative to
the past, or per unit of product. Somewhat surprisingly, in most
cases government should resist the temptation to offer explicit
rewards to individual employees for meeting or even making
progress toward specific targets, except when employees are free
to opt in and opt out of contests to attain new performance levels
without fear of penalty or embarrassment for non-participation. 

Similar caution needs to be exercised when using performance
incentives for organizations. Extrinsic incentives can work, 
but they can also backfire, depressing both performance and
accountability. They can rob goals and measures of their ability
to stimulate the kind of effort and innovation that results in
continual, sometimes dramatic, improvements in societal
conditions. And, they easily provoke unproductive fear that
interferes with improvement efforts, especially when account-
ability expectations are left vague. 

This is not to suggest that organizations, their managers, and
those who work for them should not set goals or measure
progress toward the goals. Quite the contrary! Goals and
measures are among the most important tools public sector
organizations can use to enhance both performance and
accountability. 

Four Categories of Accountability
Fiscal accountability: Government spends its money as author-
ized, with as little waste as possible.

Ethical accountability: Government agencies operate honestly,
without conflict of interest, self-dealing, other forms of fraud, 
or abuse of the power of governmental authority.

Democratic accountability: Government agencies do what their
citizens want and need, engaging citizens and their elected rep-
resentatives in understanding trade-offs and making well-informed
choices among competing priorities. Government agencies treat
people civilly and courteously, unless there are strong justifications
not to, so people do not resent or resist government because it has
acted in a rude, slow, or inappropriate manner.

Performance accountability: Government agencies and their
employees work intelligently and diligently to deliver effective
and cost-efficient government programs.
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What it does suggest is that less attention should be paid to
incentives and far more to ensuring the active and effective
use of outcome-focused goals and measures. Instincts to link
rewards (and penalties) explicitly to goal attainment or com-
parative standing, whether through performance-based pay,
budgets, or other extrinsic bounty, should be resisted. Linking
rewards and penalties to goal attainment is not only an inef-
fective motivator but also an unfair and infuriating one when
individuals or organizations lack the skills, resources, or authority
to meet (or make progress toward) their targets and the means to
secure those inputs. Indeed, some missed targets are inevitable
in healthy, discovery-provoking, risk-tolerating enterprises. If
individuals and organizations met all of their targets all the
time, it would suggest that they had chosen timid targets and
missed the performance-driving power of a stretch target. 

What it also suggests is a need for public organizations to
clarify accountability expectations both with those being
held accountable and with those holding them to account,
including supervisors, legislators, budget offices, grant-giving
organizations, delivery partners, and the public. Specifically,
public organizations and their managers should be held
accountable for six essential practices: 

• Emphasizing outcomes, using specific targets 
• Measurement mastery 
• Delivering feedback 
• Assuring an ongoing venue for interactive inquiry 
• Cogent strategies 
• Implementation

To achieve both accountability and performance gains, public
organizations and their managers need to tap the power 
and respect the limits of the five basic building blocks of 
performance management: 

• Clear, measurable goals 
• Measurement to motivate, illuminate, and communicate
• Verbal feedback to unleash the power of goals and measures
• Interactive inquiry 
• Cautious use of externally provided incentives 

The first four of the six essential practices characterize how the
first four of the five basic building blocks should be used. The
fifth and sixth essential practices, cogent strategies and
implementation, are critical to converting the first four practices
into improved societal outcomes. 

Cogent strategies and implementation can also include the use
of the fifth building block, incentives. Great caution must be
exercised, however, when extrinsic incentives are employed as
part of an implementation strategy lest they drive out intrinsic
motivators. It is often preferable to let goals, measures, feedback,
and interactive inquiry work on their own to drive performance
goals without burdening them with explicit links to the promise
of reward or the threat of penalty. 

The Five Building Blocks of 
Performance Accountability

Clear, Measurable Goals
Goals motivate and drive performance improvement because
they focus, energize, encourage persistence, and stimulate
discovery not only for individuals but also for organizations.
They have this effect even without an explicit link to incen-
tives. To drive significant performance gains, goals need to 
be specific and challenging. To improve societal outcomes,
goals also need to be outcome focused wherever possible,
except in instances where resources or skills are inadequate
to meet the goal, in which case near-term learning and
capacity-building goals are appropriate. Where the positive
effect of agency activities on outcomes has been clearly
established, short-term output targets can be established but
should be accompanied by longer-term outcome goals. A
few specific goals should be challenging. At the same time, 
it can be helpful to set other targets to communicate areas
where continual progress is sought, steady state is acceptable,
and slippage will be tolerated. Group goals should be set
when cooperation is needed. Goals do not need to be linked
to incentives to be effective. They do, however, need to be
used, which is why feedback is so essential. Also, goals work
best if used in a constructive, not a critical, manner. 

Shelley H. Metzenbaum is a Visiting Professor at the University of Maryland
School of Public Policy and Executive Director of the Environmental
Compliance Consortium. Her e-mail: smetzenbaum@verizon.net.
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Those holding government to account should expect government
agencies to adopt specific targets that make clear to the public
what government is trying to do (including adoption of a few
stretch goals that are challenging but realistic) and what it is
not trying to do. They should not blame or penalize agencies
for missed targets, provided experience-informed, cogent
strategies have been developed and implemented to meet 
the goals. 

Measurement to Motivate, Illuminate, 
and Communicate
Measurement motivates, illuminates, communicates, and
informs choice. Even without an incentive, measurement
motivates both organizations and people because people
enjoy a sense of accomplishment and take pride in a job
well done. Measurement illuminates by identifying those
with better performance who provide a path forward for
those wise enough to learn from the experience of others.
Measurement communicates what works and what doesn’t,
speeding both the uptake of effective practices and the discard
of ineffective ones. Measurement also informs both electoral
and consumption choices, serving as a shorthand language
facilitating communication between government and both 
its citizens and consumers of government services.

Studying measurement patterns, changes, anomalies, and
relationships reveals problems needing attention and program
successes worthy of replication. Many useful measurements
are not indicators of agency performance, per se. They simply
serve to trigger focused follow-up questions that lead to the
detection of the underlying causes of problems and progress.
Unfortunately, measurement is often primarily used to answer
the compliance-oriented question: “Did an agency or program
meet its target?” It is far more constructive and effective
when measurement is used primarily to answer performance-
improving questions, such as: “What works and is worth
replicating?” and “What does not, that needs attention?” 

Verbal Feedback to Unleash the Power of Goals
and Measures
Essential to effective performance management is not only
quantitative feedback in the form of measurement but also verbal
feedback. Well-delivered verbal feedback boosts confidence
that a goal can be met, stimulates ideas and specific plans about
how to meet it, and reinforces the importance of specific goals. 

Interactive Inquiry
When cooperation among many parties is needed to meet a
goal or when relevant expertise exists outside an organizational
unit, a forum that facilitates frequent interactive inquiry enriches
the performance-improving power of goals and measures.

These meetings provide an efficient and effective forum for
easing cross-organizational cooperation, delivering feedback
when more than one person has information relevant to goal
attainment, and obtaining quick answers and advice from
managers, peers, and others in the organization. For these
meetings to work, without deteriorating into show-and-tell
sessions or stifling open and honest assessments, they should
lead with questions and not with answers, avoid blame, and
push for better understanding of conditions and causes, as
well as specific action plans.  

Cautious Use of Externally Provided Incentives
Extrinsic incentives in the form of externally promised rewards
and threatened penalties can motivate, but they can also 
discourage and introduce unhealthy fears that compromise
discoveries that lead to performance gains. Therefore, extrinsic
incentives should be used only in a limited number of circum-
stances and applied with great care. A reluctant approach to
the use of extrinsic incentives is advisable especially for indi-
viduals but also for organizations.

The Six Essential Practices for Improving
Performance and Strengthening Accountability
The enormous potential problems that can arise when extrinsic
incentives are inappropriately used underscore the importance
of clarifying performance accountability expectations. Even
when incentives are not explicitly linked to goal attainment
or relative performance, problems often arise because those
being measured fear such links will eventually be made. To
use goals and measures in a way that improves societal results
and strengthens democratic accountability, what is therefore
needed in every public organization is a clear articulation and
understanding of performance accountability expectations.
Specifically, government organizations and their managers
should be held accountable for six essential practices:

• Emphasizing outcomes, using specific targets: using specific
outcome-focused goals or targets, a few of which are chal-
lenging; establishing specific targets when they have not
been externally set; and communicating targets to the public. 

• Measurement mastery: using measurements to gauge
progress toward the targets; communicating measurements
to those who can influence progress as well as to the pub-
lic; and discovering what the measurements reveal by
organizing and studying them to look for patterns, anom-
alies, changes, and relationships in the search for what
works, what does not, causal connections, and areas
where more understanding is needed. 

• Delivering feedback: helping others in the organization to
set outcome-focused targets (including a few ambitious ones),
to believe in their own abilities to reach specific targets, to
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find specific ideas and practices that enable them to reach
the targets, and to obtain needed skills, resources, and
authority to meet targets or revise them to account for
implementation obstacles.

• Assuring an ongoing venue for interactive inquiry: ensuring
the existence of a venue that regularly engages others with
expertise and resources relevant to the attainment of specific
targets in providing feedback, stimulating synergistic thinking,
sharing experience, planning and coordinating actions,
assessing implementation efforts, and updating targets and
action plans based on the best available evidence.

• Cogent strategies: developing cogent long-term strategies
and shorter-term action plans based on the best available
evidence and ideas.

• Implementation: implementing strategic and action plans
and ensuring that insights from experience are fed back
into the development of targets, strategies, and activity
selection on a timely basis.

Will this prescription for performance management account-
ability expectations, informed by research findings, work in
practice? Evidence from numerous government agencies suggest
it can not only work, but it can work in a powerful way with
great outcome and accountability returns. It is evolving in New
York City, Baltimore, the state of Washington, the educational
system in Tennessee, numerous United States federal agencies,
and in the United Kingdom and New Zealand. 

There are promising developments on the political front, as
well. A small but increasing number of elected executives—

for example, the mayors of Baltimore, Washington, D.C., and
New York City—have boldly announced specific outcome-
focused targets with deadlines, openly reported on progress
and problems, and won re-election despite missed targets. And
while most legislative decision makers at the federal level have
ignored formal documents related to the Government
Performance and Results Act (GPRA) and the Program Assessment
Rating Tool (PART), many have in fact paid attention to agency
goals and outcome measures when goals and measures are
delivered in a format that is relevant to them.  

What is needed is a performance management approach that
is outcome focused, measurement rich, and inquisitive but
not punitive. When agencies adopt the six essential practices
described here, outcomes improve and accountability
increases. Outcomes rise because goals focus and motivate,
measurement reveals what works and what doesn’t, and
feedback and interactive inquiry inspire, inform, and engage.
Accountability (and democracy) increase because public
articulation of specific goals clarifies what each organization
will do and what it will not do, allowing citizens and their
elected representatives to determine if the organization is
doing what they want it to do and inviting them to use their
electoral and administrative process voices to respond if they
disagree. Outcomes and accountability also rise because
goals, measurement, strategy transparency, and interactive
inquiry encourage intelligent, honest, and diligent efforts. ■

PART and Performance 
Accountability Expectations

The Program Assessment Rating Tool (PART) of the U.S. Office
of Management and Budget appropriately gives federal agencies
credit for many of the practices recommended here, including
setting specific and challenging goals, emphasizing outcomes,
and mastering measurement. Two aspects of the PART should
be revised, however, to lessen the likelihood of dysfunctional
agency responses: 

• OMB should not score programs low for not meeting targets
when programs have set challenging, outcome-focused targets,
measured progress, and implemented what seemed like a sensible
strategy at the time the target was set. 

• OMB should not score programs low for not meeting targets
they cannot control because of legislative barriers, even when 
an agency has proposed corrective legislation to the White House.
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Sharing an Understanding of Shared Services 
A Brief Snapshot of What FM and HR Service Providers Are Offering Federal Agencies

By Amit Magdieli and Jonathan Breul

Introduction
Momentum has been building in the federal government 
to align many of government’s administrative functions with
designated shared service providers in several “lines of business.”
To match the interest and need of current and potential clients,
a group of shared service providers has been designated 
by the Office of Management and Budget (OMB). OMB has
been working to ensure that the “offerings” of these service
providers are robust and distinguishable enough to attract a
large number of clients and provide them with a high degree
of service over the long term.  

The designated lines of business (LOBs) are areas in which
shared services will be developed. Agencies will be expected
to migrate their internal administrative activities to the desig-
nated shared service providers. The original six LOBs, estab-
lished in 2004 and 2005, are:

• Financial management
• Human resources
• Grants management
• Case management
• Federal health architecture
• Information systems security

In 2006, three more were added:

• Information technology infrastructure
• Geospatial
• Budget formulation and execution

Much has been written about the benefits and issues surrounding
shared service providers since OMB announced its plan in
March 2004 for consolidating core government functions. To
better understand how the government is organizing the lines of
business to provide shared services, this article examines two of
these LOBs: human resources (HR) and financial management
(FM). For HR, the government has identified five providers; for
FM, four. This article profiles some of the service providers in
FM and HR—the two functional areas that are most advanced in
their implementation.

Why Shared Services?
According to Albert Morales, vice president of public sector
strategy, IBM Global Business Services, “High-performing
organizations in all sectors are extremely interested in the
improved efficiencies and higher levels of service that shared
services can offer. Shared services can help free up scarce
budget resources and permit departments and agencies to 
focus on critical program and mission requirements.”

Rather than expend significant effort and resources modernizing
existing agency-specific systems, federal departments and
agencies are now expected to select, through a competitive
process, a government-wide service provider for human
resources management and financial management services. OMB
has estimated cost savings of nearly $5 billion over 10 years
from the consolidation of common systems and the stream-
lining of similar business functions that occur across federal
agencies. Even more can be gained if the service providers
expand to provide services to quasi-governmental agencies
with similar functions and missions to government agencies. 

FM HR

Treasury Department, 
Bureau of the Public Debt,
Administrative Resource Center

Treasury Department, 
Bureau of the Public Debt, 
HR Connect

Interior Department, 
National Business Center 

Department of Health and
Human Services, Program
Support Center

General Services Administration,
Federal Integrated Solutions
Center

Interior Department, 
National Business Center

Transportation Department,
Enterprise Services Center

Department of Defense: Civilian
Personnel Management Service
and the Defense Finance and
Accounting Service

Agriculture Department,
National Finance Center
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Recently, OMB has stated that agencies must include a plan
for migration to shared service providers with their annual
budget submission, thus increasing the urgency and rele-
vance of the shared service providers. Upon migration to
common, government-wide solutions, agencies will shut
down existing systems, which will not only save money but
also make available resources for agencies to better focus on
achieving their core missions. 

The Challenge of Migration
The task of completing the migration is daunting. There are 
an estimated total of 6,000 information technology systems
(including FM and HR systems) across the federal government,
many of which serve specific and often outdated uses that
have grown over time. Departments and agencies will be
challenged to migrate to a new shared service environment,
terminating old systems while ensuring that their operations
transition smoothly, with no interruption in services.

OMB has recently issued guidance on services offered and
directives to govern the FM LOB. This guidance reminds all
departments to include a plan to migrate to the shared service
providers with their 2008 budget request—an indication of
the Bush administration’s serious interest in increasing the use
of the designated service providers. 

Many of the shared service providers either have already
been operating as a service provider or are holdovers from
franchise fund operations in years prior to the formal OMB
rollout of this program. Nearly all have robust operations,
infrastructure, and a long list of satisfied internal and 
external customers that have been using their services to
achieve exemplary levels of service and execution in their
back-office operations.  

Despite their similarities, each shared service provider offers
a unique set of services and a differentiable methodology for
delivering successful HR or FM functions to their clients.
From information technology operations to help desk support
to consolidated service centers around the world, each has
found a distinctive way of serving its clients. It is evident that
one size does not fit all, and most service providers feel that
their agency is best suited for certain agencies but not all.
This article delves into the details of some of the service
providers’ capabilities, size, range, and potential compatibility
with external agencies looking to find the organization that
will manage their functions in the future.  

“We are in an age of transformation of historical
dimension driven by technology. Much of the federal
government has organizationally remained the same
since the Cold War with the exception of the recent
reorganization creating the Department of Homeland
Security. With the explosion of the use of the Internet,
the pressure on governments to adopt its use and 
provide a much higher level of citizen response is
exponentially increasing. Through President Bush’s
Management Agenda, improving federal agencies’
operations by implementing e-government, the U.S.
response has been a top-down, sustained focus in
driving change across the federal community. We are
transforming government through clicks not bricks,
essentially changing how the government provides
services and products. We are moving from vertical
stovepipes to a more horizontal form of government
operationally. This is a logical consequence of the
opportunities created by the advancement of information
technology. The e-gov initiatives and the line of business
effort are spearheading this change. But it is not an
overstatement to say that this effort is very difficult and
complex given the size of the federal bureaucracy. 
It requires a long-term senior-level commitment to
successfully make it happen.”

— John Sindelar 
Associate Administrator 
Office of Governmentwide Policy
General Services Administration

Amit Magdieli is a Senior Consultant, IBM Global Business Services.
His e-mail: amit.magdieli@us.ibm.com.
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Profiles
Selected profiles of FM and HR shared service providers follow.
Each shows robust growth level over the last three years and
anticipates considerable growth in business in the years ahead.
Most provide services centered around one enterprise
resource planning (ERP) system, such as Oracle or SAP, and
focus on attracting clients that have the greatest synergy with
their current infrastructure or have commonalities with their
mission. However, there is much variety among the shared
service providers, as there should be. Nearly all major ERP
systems are represented as well as several custom-built options.
Also, some have opted for a different model, providing a
best-of-breed option and the opportunity to use one of three
different FM ERP tools for financial services. 

The tables that accompany the profiles include categories that
provide an easily comparable indication of a service provider’s
size and operation. While they are not meant to give a complete
picture of the organization, they do provide a broad set of
business operating metrics—capability to accommodate business
growth, full-time equivalent employees (FTE) count, adjustment to
business dynamics, and basic thresholds of service effectiveness.
Each service provider profile also lists contact information
from whom more information can be obtained.

Department of the Treasury, Bureau of the Public Debt,
Administrative Resource Center (ARC)
Director: Fred R. Phillips
Contact: Michelle Yanok (304) 480-7236
The Department of the Treasury’s Administrative Resource
Center has been providing financial management services to
other government agencies for almost 10 years and is currently
recognized as a shared service center under OMB’s FM LOB
initiative. For the last five years, ARC has been using the Oracle
Federal Financials system to service 33 different agencies,
both internal and external to Treasury. For the duration of its
operation, ARC has provided unqualified “clean” audit opinions
for both Treasury as well as all of its customers. 

“Our strength is our dedicated, stable workforce, which has
exceptionally low turnover,” says Orlando Yaconis, deputy
executive director of ARC. Located in Parkersburg, West
Virginia, ARC is one of the primary employers in the area. The
location also provides a much lower cost structure than would
be the case in large metropolitan areas like Washington, D.C.

Department of the Treasury, Bureau of the Public
Debt, Administrative Resource Center—FM Three Years Ago (FY03) Present (FY06) Three Years from Now (FY09)

Sales (travel/systems/accounting/budget) $8.8 million $19.6 million $40 million

FTEs employed for FM functions 126 269 500

Audit opinion Unqualified Unqualified N/A

% of customers from external agencies 60% 57% 75%

Bids outstanding 6 3 N/A

Bids won/lost 3/3 2/2 N/A

% of business completed by private sector 0 0 0

Work conducted on government site? Parkersburg, WV Parkersburg, WV Parkersburg, WV

ERP system used Oracle Federal Financials Oracle Federal Financials Oracle Federal Financials

# of transactions processed 30,346 invoices; 
31,013 travel vouchers

90,273 invoices; 
74,403 travel vouchers

200,000 invoices;
150,000 travel vouchers

# of government employees serviced 9,973 14,565 30,000

Jonathan D. Breul is a Partner, IBM Global Business Services,
and a Senior Fellow, IBM Center for The Business of Government.
His e-mail: jonathan.d.breul@us.ibm.com.
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Currently, the workforce dedicated to the ARC financial man-
agement function totals 269 employees. 

ARC spends minimal time in proactively marketing its services.
Instead, it heavily relies on its reputation and status as a shared
service provider to bring in new clients. This strategy has
resulted in a steady stream of new work, including recent
key wins with the Executive Office of the President, United
States Mint, and the Office of Personnel Management. ARC 
is confident that it can continue to grow at a steady rate as
the FM LOB initiative takes hold. 

Yaconis believes that the future looks positive for this agency, and
that the primary challenge will be to grow the already quality
workforce and to continue to provide the quality customer
service to which ARC’s customers have become accustomed.

While the Treasury Department’s ARC is a recognized financial
management shared service center, the center also has a divi-
sion involved with the HR LOB initiative as an HR service
provider. ARC provides services for a full range of HR functions
including personnel processing, pay and leave, staffing and
classification, employee and labor relations, and employee
benefits. The ARC HR operation services over 11,000 federal
employees in 23 separate government entities. In the last few
years, Treasury has added key wins including the Department
of Agriculture’s Information Technology Services group and
the Armed Forces Retirement Home, and has completed
migrations of key agencies within Treasury itself, such as the
United States Mint and Treasury’s departmental offices.

“We have structured our workforce to be able to accommodate
growth in our operations,” says Yaconis. He believes this is
important as the advent of the HR LOB initiative and the shared
service center concept will motivate many more agencies to
look to the shared service centers. 

The Treasury HR system, HR Connect, is managed by another
group within the Treasury Department. HR Connect is an
automated HR management system that enables managers and
employees to easily manage personnel information and make
strategic decisions while re-engineering the core personnel
processes provided by HR professionals. The HR Connect
Program Office partners with ARC to provide the full range of
HR servicing, both systems and services.

The HR Connect system is currently operational in 11 Treasury
bureaus and in components of the Department of Homeland
Security and the Department of Justice. In addition, the
Department of Housing and Urban Development has fully
deployed HR Connect. The system services over 150,000
government employees.

Department of Health and Human Services, 
Program Support Center (PSC)
Director: J. Philip VanLandingham
Contact: Patricia Pearson (301) 504-3115
patricia.pearson@psc.hhs.gov
As a revolving fund organization, the Department of Health
and Human Services (HHS) has been operating as a shared
service provider for over 10 years. However, due to its
involvement as a line of business sponsor or a shared service
provider in three separate LOBs, HHS brings a wide array of
services and skills consolidated under one organization for
federal clients and also supports both state and local govern-
ments through their grant management work. 

While HHS does not provide the full range of HR services to
external agencies, its own analysis against OPM target require-

Department of the Treasury, Bureau of the Public
Debt, Administrative Resource Center—HR Three Years Ago (FY03) Present (FY06) Three Years from Now (FY09)

Sales $6.5 million $15 million $28 million

FTEs employed by agency specifically 
related to servicing LOB functions 60 140 240

% of customers from external agencies 35% 50% 50%

Bids outstanding N/A 3 N/A

Bids won/lost 0 3/1 N/A

% of business completed by private sector 0% 0% 0%

Work conducted on government site? 100% 100% 100%

ERP system used HR Connect HR Connect HR Connect

# of transactions processed 15,000 personnel actions;
2,000 staffing actions

35,000 personnel actions;
5,000 staffing actions

55,000 personnel actions;
8,000 staffing actions

# of government employees serviced 5,000 11,000 20,000
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ments shows the department currently meeting all of OPM’s
mandatory target requirements, as well as many requirements
OPM has identified as critical and useful for future years. 

HHS leverages the e-payroll capabilities of the Defense
Finance and Accounting Service, which houses its payroll
function, to interface with its HR Management System called
Capital HR. Capital HR is supported by HP hardware and a
PeopleSoft commercial off-the-shelf, or COTS, application that
has been highly federalized to meet Title V, Title 38, and Title
42 requirements. Capital HR can and does accommodate
“bolt-ons” to take advantage of progressive technology. While
able to accommodate the transformation of any agency external
to HHS, “we are initially focusing on agencies that are natural
partners due to our HR program similarities or are affiliated
with the same payroll platform,” notes Patricia Pearson, program
manager, Human Resources Line of Business.

With over 800 professionals dedicated to the HR service support,
including in-house consultants experienced in managing the
transformation for agencies looking to migrate to an external
shared service provider, HHS is well positioned to be a shared
service center and is offering HR service beyond the initial HR
LOB Phase One mandated services. Another unique aspect of
the HHS offerings is access to its online educational network,
HHS University, specifically geared to improving the compe-
tency of federal employees in general as well as HR profession-
als in government. 

While enthusiastic about future prospects as an HR service
provider, Pearson mentions several roadblocks to success not
only for HHS but for all HR LOBs: “We are challenged by a
lack of dedicated start-up funding that is necessary for investing
in any new business initiative, including funding for marketing
and responding to requests for proposals and inquiries from

agencies desiring to secure a service provider. Private sector
competitors typically have fully staffed offices with robust
budgets allocated for marketing and professionals trained in
securing additional business. Also, waiting for guidance on
private sector involvement as service providers has limited
our ability to secure external customers. Finally, funding
potential migration costs of a failed customer relationship if
that continues to be an OMB mandate is a challenge and
concern to us.”

Department of the Interior, National Business
Center (NBC)
Director: Doug Bourgeois
Contact: Edward Crump (202) 234-1004
The National Business Center has gone down a different path
than many of its HR peers. However, with nearly three decades
in the business and currently servicing 37 external customer
agencies and the entire Department of the Interior, NBC can
confidently say that different could be better. NBC provides an
integrated HR and payroll system for the government, eliminating
two systems and the interfaces between them. It also offers a
best-of-breed platform as opposed to an ERP application approach. 

Edward Crump, managing director of NBC’s Solutions
Coordination Office, highlights his views on the advantages
of best-of-breed solutions versus ERP packages, which have
gained popularity in recent years: “We did a business case
analysis of ERP packages versus ‘best of breed.’ Our customer
base was extremely happy with the platforms we provided, and
with the diversity of their needs and requirements, we decided
there is no need to migrate if it is working successfully in the

Department of Health and Human Services,
Program Support Center Three Years Ago (FY03) Present (FY06) Three Years from Now (FY09)

Sales $474 million $588 million $625 million

FTEs employed by agency specifically 
related to servicing LOB functions 1,337 876 1,500

Audit opinion N/A N/A N/A

% of customers from external agencies 48% 51% 70%

Bids outstanding N/A N/A N/A

Bids won/lost N/A N/A N/A

% of business completed by private sector N/A 66% 66%

Work conducted on government site? 100% 100% 100%

ERP system used PeopleSoft (Capital HR) PeopleSoft (Capital HR) PeopleSoft (Capital HR)

# of transactions processed 560,000 400,000 HR transactions 1 million
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current state. We have a modern legacy payroll and personnel
system, and the niche solutions that are cutting edge in the
industry are sometimes not compatible with a larger ERP system.
This way we can offer our customers the best in the marketplace.”

NBC offers a comprehensive suite of services, including 
personnel transaction processing and a full array of payroll
operations services, and currently offers all of the core services
outlined by OPM’s short-term concept of operations, which
includes personnel action processing, time and attendance,
payroll processing, labor cost distribution, benefits processing,
and workforce analytics. Additionally, it offers HR operations,
or back-office services.

One of its main challenges is balancing continued growth
with servicing. According to Crump, NBC is putting more
effort into enhancing current services and functionality than
increasing customer base. As a result, over the past few years
as the center has achieved economies of scale and launched
innovative products, its customers have experienced a 25
percent decrease in cost levels and at the same time a 520
percent increase in the functionality of the Federal Personnel
and Payroll System. Currently, NBC services approximately
300,000 government employees, with primary operations
located in the Washington, D.C. metropolitan area and a
data center in Denver. 

NBC sees its success only increasing with the establishment
of the HR LOB initiatives and feels it is well poised to attract
and service a variety of new clients. However, center staff echo
the concerns of several of their peers in citing constraints to
future growth. Limitations of the funding mechanism, such 
as regulations of the Economy Act, and competing on a level
playing field with the private sector are concerns for NBC
when looking to the future.  

NBC prides itself in offering a variety of options to potential
customers in the financial area, just as it has with its HR service
offerings. While many agencies have focused on providing one
ERP financial package to their customer base, NBC has leveraged
20 years of legacy service to dozens of clients to provide three
different options: CGI-AMS Momentum, Oracle Federal Financials,
and, in the near future, SAP, recently chosen as the ERP system
of choice for all of the Department of the Interior (DOI). 

Crump said one of the primary reasons for this strategy is that
NBC is inheriting a significant number of legacy systems with
legacy clients. “Some of our customers are very comfortable
with the legacy AMS Federal Financial System (FFS), so

Momentum is very familiar and they would like to stay on that
platform, which we looked to accommodate. Similarly we have
many people who, starting several years ago through the present,
are looking to transition to Oracle. We were able to ramp up
an Oracle solution over time and achieve economies of scale
through our business model and not spread ourselves too thin,”
Crump says. “One advantage of this multi-package approach
is that we have the experience in handling a surge of people
getting up and running in either system or looking to transition
from one to another. DOI internally decided to go with SAP,
so that is our third offering. We are offering SAP—which no
one else is doing—which has made us a natural candidate
for all other government agencies who are using this.” 

To remain price competitive and service customers better,
NBC offers a tiered approach that provides the best value
suitable to a customer’s size and unique requirements. For
smaller agencies, NBC offers a shared environment that has a
standardized setup and no customizations. For customers with
unique security needs or requirements, such as a mid-size
agency, it offers a unique instance of the financial system, using
the majority of standard settings and allowing the customer
some flexibility in account setup, but no customizations are
allowed. For larger agencies that normally need maximum
flexibility, NBC offers a unique standalone instance and setup
configuration to meet the agency’s business requirements,
including building all necessary interfaces to systems that
interface with the core accounting system. 

NBC has leveraged a public-private partnership with its system
providers to increase customer base. It has participated actively
in marketing events in the federal marketplace as well as in
user group meetings of its private sector clients to meet potential
clients. From these activities, NBC is normally contacted 
by potential customers for further follow-up discussion and
meetings. Further, because of their partnerships with CGI
Federal and Oracle, there is reciprocity in identifying oppor-
tunities and customers. 

NBC feels the challenge of finding resources to bid on additional
work for clients. For small and mid-size agencies, NBC is able
to absorb the cost of technical and cost proposal development.
However, large agencies require a significant investment based
on their unique request for proposals (RFP) requirements. To
date, NBC has been able to selectively respond to large agency
RFPs due to its partnerships with Oracle and Momentum.

(The Department of the Interior, National Business Center,
did not provide data on their business operating metrics.)
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General Services Administration, 
Federal Integrated Solutions Center (FISC)
Director: Christopher Smith
Contact: Angela Smith (202) 501-1877/fisc@gsa.gov
The General Services Administration (GSA) is one of the oldest
shared service providers in government. With over 40 years
of experience, GSA has a strong model, which it has been
able to market effectively both internally to GSA as well as 
to external clients. GSA’s Federal Integrated Solutions Center,
under the direction of the Office of the Chief Financial Officer
(CFO), is a hybrid shared service provider with many core
functions performed internally but with data centers contracted
to the private sector. Transaction processing is conducted in
GSA’s two regional finance centers: Fort Worth, Texas, and
Kansas City, Missouri.

While GSA is named a financial management shared service
provider, FISC is also able to leverage the extensive range of
GSA’s resources and services to provide broad and deep support
to its customers. It also supports many of its client agencies

across several lines of business. In addition to being one of
the few agencies that provides HR, FM, and e-payroll support
for the entire agency, it also provides services to over 40 FM
clients, 36 payroll clients, and 39 HR clients. 

GSA’s FISC is poised to launch an aggressive marketing 
campaign to inform and attract more clients. “We have recently
taken a long and hard look at how we are positioning ourselves
in the marketplace to ensure we understand the federal 
market’s needs—now and into the future. In order to be 
sustainable for the long haul and before we begin marketing,
we want to make sure we have a strong message about the
value we can deliver and how our solutions address agencies’
requirements,” says Christopher Smith, chief information 
officer for the Office of the CFO. 

The impetus for this campaign relates to recent events coming
mainly from OMB. “The competitive framework and services
to be provided were not truly clear until recently, when we
received more guidance from OMB. In the coming months
we plan to be more aggressive in going out to agencies with
our offerings. We will split our efforts between informing
agencies—across the board—and targeting certain agencies
to address their specific needs,” Smith says.

General Services Administration,
Federal Integrated Solutions Center Three Years Ago (FY03) Present (FY06) Three Years from Now (FY09)

Revenue: external agencies N/A N/A N/A

FTEs employed by agency specifically
related to servicing LOB functions 119 113 Will scale in accordance with 

client needs

Audit opinion Unqualified
Mixed (internal GSA) 
SAS-70 controls effective 
(external agencies)

Unqualified audit opinion/
SAS-70 controls effective

% of customers from external agencies 90% 90% 95%

Bids outstanding Unknown 3 8

Bids won/lost 13/1 N/A N/A

% of business completed by private sector 20% 50% 50%

Work conducted on government site? Data center is private; all 
other work at government site

Data center is private; estimated
80% done at government site

Can vary depending on 
client needs

# of transactions processed 

More than 4,000 users 
2004: 39 million transactions
2003: 1.3 million invoices; 
$19 billion disbursed; 512,000
billings; $25.3 billion in billings

Momentum supports annual 
volumes from several thousand
to more than 20 million 
transactions valued at $1 million
to over $100 million. 

The shared service center is fully
equipped and expandable to
scale to meet evolving needs of
each new and existing customer.

# of government employees serviced 10,300 7,500 +25,000–100,000

GSA Federal Integrated Solutions Center
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Department of Transportation, Enterprise 
Services Center (ESC)
Director: Marshal Gimpel
Contact: Tim Jeffcoat (405) 954-3421
The Enterprise Services Center at the Department of
Transportation (DOT) has been engaged as a service provider
for 20 years, focusing on three main services: IT involving
help desk, hosting, and hardware support; application support
leveraging its COTS Oracle Federal Financials software; and
accounting and financial services. With information centers in
the Washington, D.C. metropolitan area as well as Oklahoma
City, ESC has been able to achieve economies of scale as it
has increased its customer base to 19 agencies both internal
and external to DOT.  

ESC has adapted Oracle Federal Financials to more closely
align with the functions of government to create the Delphi

program. The differentiator of Delphi is its ability to perform
financial statement support and produce full statements in a
matter of hours after closing. ESC Director Marshal Gimpel
emphasizes the speed of the Delphi program. “We have gone
beyond the clean opinions for our customers and have focused
on closing the books at near benchmark levels. We do our 
monthly close overnight, in approximately six hours. Our
year-end trial balances are produced within 24 hours and we
can do a complete closeout within 72 hours,” says Gimpel. 

According to Gimpel, ESC’s notable achievement is the abili-
ty to create a partnership with private industry. “Through this
partnership, we are realizing real synergy. Synergy is marry-
ing our mission and ethic of service and combining it with
innovative business dynamics. In the last several years, we
were able to enhance the Delphi platform with major
upgrades and continue support to customers, but then when
done give them major enhancements.” ESC’s success in
implementation is demonstrated by its ability to create a new
and compliant financial structure for the Transportation
Security Administration (TSA) when it was formed.

Department of Transportation, 
Enterprise Services Center Three Years Ago (FY03) Present (FY06) Three Years from Now (FY09)

Sales $98 million $121 million $200 million

FTEs employed by agency specifically 
related to servicing LOB functions 831 821 1,200

Audit opinion Unqualified Unqualified Unqualified

% of customers from external agencies 10% 21% 50+%

Bids outstanding N/A 4–8 6–12

Bids won/lost N/A 80% 40%

% of business completed by private sector 50% 50% 50%

Work conducted on government site? 99% 99% 95%

ERP system used Oracle Oracle Oracle

# of transactions processed 
A/P: 10k/mo, A/R: 440/mo 
Travel: 4k/mo, Cards: 20k/mo
Pay: 200k/mo 

A/P: 40k/mo, A/R: ~1k/mo 
Travel: 15k/mo, Cards: 76k/mo
Pay: 124k/mo 

A/P: 64k/mo, A/R: 2k/mo 
Travel: 24k/mo, Cards: 120k/mo
Pay: 2–400k/mo 

# of government employees serviced 100,000 62,000* 100,000–200,000

# of users supported 3,500 3,910 8,000+

*Present decrease accounts for the mandatory migration of TSA to DHS system.
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Department of Defense: Civilian Personnel
Management Service (CPMS), Defense Finance 
and Accounting Service (DFAS)
Program Directors: Cheryl Fuller (CPMS), Patrick T. Shine (DFAS)
Contacts: Patricia Strother, patricia.strother@cpms.osd.mil (CPMS),
Patrick T. Shine (DFAS) (317) 510-2135
No discussion of an HR and payroll solution would be complete
without the inclusion of the Defense Department agencies in
charge of managing these functions for the largest employee
organization in the federal government. In addition to providing
services for 5 million active and retired military personnel,
and 700,000 Department of Defense civilians, the Defense
Finance and Accounting Service is adding over 344,000 civilian
clients from the Department of Energy, the Department of Health
and Human Services, the Environmental Protection Agency,
and soon the Department of Veterans Affairs. For personnel
functions beyond payroll, the Civilian Personnel Service
manages the Defense Civilian Personnel Data System (DCPDS),

which supports over 800,000 civilian employees. A recent
migration to a web-enabled environment makes DCPDS the
largest human resources system in the world. Operational HR
services are provided in a regionalized environment by 15
service centers across the department.

HR transformation is a major priority within DoD’s 
HR community. DoD is in the midst of implementation of 
the National Security Personnel System, which will convert 
a large majority of its employees from a longevity-based 
system to a pay-for-performance system.  

Base Realignment and Closure activities are also under way
within the department. Both of these activities will have major
implications for the HR servicing community through 2009.
Therefore, DoD is not actively seeking new client agencies at
this time. As a result, DoD has informed OPM and OMB that
it will not take on any new clients until late 2007.

(The Department of Defense, Defense Finance and
Accounting Service, did not provide data on their business
operating metrics.) ■

Department of Defense, Civilian Personnel
Management Service (CPMS) Three Years Ago (FY03) Present (FY06) Three Years from Now (FY09)

Sales N/A N/A N/A

FTEs employed by agency specifically 
related to servicing LOB functions 9,658 9,995 N/A

Audit opinion N/A N/A N/A

% of customers from external agencies 0.25% (1/4 of 1%) 0.25% N/A

Bids outstanding N/A N/A N/A

Bids won/lost N/A N/A N/A

% of business completed by private sector N/A N/A N/A

Work conducted on government site? 70% (est.) 80% (est.) 100%

ERP system used Oracle HR Oracle HR Oracle HR

# of transactions processed 

4.5 million payroll 
transactions per year; 
11,000 accession 
transactions per year

4.5 million payroll 
transactions per year; 
11,000 accession 
transactions per year

N/A

# of government employees serviced 820,000 820,000 N/A
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This article is adapted from David C. Wyld, “RFID: The Right
Frequency for Government” (Washington, D.C.: IBM Center
for The Business of Government, 2005).

RFID 101: The Basics of the Technology
Introduction 
What is RFID? Surveys have consistently shown a lack 
of RFID awareness and an overall lack of understanding
about the actual capabilities—and limitations—of automatic 
identification technologies. 

• According to the most recent large-scale national survey 
on RFID, less than half of the general public (41 percent)
have an awareness of RFID technology. 

• A recent survey likewise showed that board-level 
executives were roughly equally divided between those
who were up to speed on RFID technology (45 percent)
and those who had no idea what it was (43 percent).

• There is an “RFID gender gap.” Men are more than 
twice as likely as women to be aware of RFID and 
significantly more likely than women to perceive the
whole concept of using RFID to track products as being 
a “good idea.” Thus, as has been the case with other 
radical technologies (cell phones, the Internet, high-
definition television), men tend to be in the lead in 
terms of their overall knowledge of and interest in the
technology. 

The ‘Short-Answer Essay’
Kenneth Porad, who is in charge of Boeing’s auto-ID 
program, explained RFID as being “like shining a flashlight 
at a mirror and reflecting the light back.” While this 
analogy is an easy way to explain the technology to a 
lay audience, an engineer might readily object, as it is 
not technically correct. This is because with RFID, the 
communication occurs through the transference of data 
not through audio or light, but over electromagnetic waves 
in radio frequency communication. 

Three elements are necessary for an RFID system to work:

• Tags
• Readers
• Software/information processing 

In a nutshell, the technology works like this: The tag is the
unique identifier for the item it is attached to. The reader
sends out a radio signal, and the tag responds with a signal
to identify itself. The reader then converts the radio waves
returned from the tag into data that can be passed on to an
information processing system to filter, categorize, analyze,
and enable action based on the identifying information. 

What’s in a Tag?
There are three essential components that combine to form
an RFID tag:

• Chip
• Antenna
• Packaging

An RFID tag has at its heart an integrated circuit (IC), which
contains the unique identifying data about the object to
which it is attached. One of the identifiers—but not the only
one—that can be used to identify the item uniquely with an
RFID tag is the Electronic Product Code, or EPC. The IC is
attached to a small antenna, which most commonly is a
small coil of wires. The third element is the packaging of the
tag that contains and protects the IC and the antenna. This
packaging can come in a variety of sizes and forms, geared
to meet the requirements of the specific application. In fact,
RFID tags can take a variety of forms, including:

• Smart labels
• Keys or key fobs
• Watches
• Smart cards
• Disks and coins, which can be attached to an item with a

fastening screw

RFID: The Right Frequency for Government 
By David C. Wyld
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• Mount-on-metal, with special construction that creates a
buffer between the tag and the item to reduce interference
and heighten readability

• Glass transponders, which can be implanted under the skin
of a human or animal

Hitachi has developed the mu-chip, a very tiny (.4 millimeter
square) RFID tag that is the size of a grain of rice. RFID 
tags can function in harsh environmental conditions and 
temperature extremes.

Passive Tags
There are three basic categories of tags—passive, active, and
semi-passive. Passive tags are already very familiar to us, as
we see simple examples in the form of the Electronic Article
Surveillance, or EAS, tags used throughout the retail industry.
With a passive tag, the tag basically has no power source,
and as such, it is only “on” and able to transmit information
when it is within range of an RFID reader. Passive tags function
through a process known as “energy harvesting,” wherein energy
from the reader is gathered by the tag, stored momentarily, and
then transmitted back to the reader at a different frequency. 

In brief, the science of a passive RFID system works like this.
The reader sends out electromagnetic waves, and a magnetic
field is formed when the signal from the reader “couples”
with the tag’s antenna. The passive RFID tag draws its power
from this magnetic field, and it is this power that enables the
tag to send back an identifying response to the query of the
RFID reader. When the power to the silicon chip on the tag
meets the minimum voltage threshold required to “turn it
on,” the tag then can respond to the reader through the same
RF wave. The reader then converts the tag’s response into
digital data, which the reader sends on to the information
processing system to be used in management applications.  

This all happens almost instantaneously. In fact, today’s RFID
readers are capable of reading tags at a rate of up to 1,000
tags per second. Through a process known as “simultaneous

identification,” most RFID systems can capture data from many
tags within range of the reader’s antenna almost simultaneously.
In reality, however, the tags are responding individually—
within milliseconds of one another—in a manner to prevent tag
and reader collision in their signals through response protocols.  

“Smart labels” are a particularly important form of passive
RFID tag. A smart label is an adhesive label that is human-
and quite often machine-readable with a bar code. However,
the label is also embedded with an ultra-thin RFID tag
“inlay” (the IC and a printed antenna). Smart labels combine
the functionality of passive RFID tags with the convenience
and flexibility of either being pre-printed and pre-coded for
use or printed “on demand.” Looking ahead, analysts have
predicted that the vast majority of RFID tags will come in the
form of smart labels. In fact, it has been estimated that smart
labels will constitute 99.5 percent of the trillion tags forecast
to be in use a decade from now. 

Active Tags
An active tag functions in the same manner as its passive
counterpart, but it contains a fourth element—an internal
battery that continuously powers the tag. As such, the tag is
always “on” and transmitting the information contained on
its silicon chip. The active tag is only readable, however,
when it is in the reading field of an RFID reader. However,
the battery significantly boosts the effective operating range
of the tag. Thus, while a passive tag can only be read at a
range of a few yards, active tags can be read at a distance 
of 10 to 30 yards or more. However, while the useful life 
of an active tag is limited by the life of the onboard battery
(typically five years at present), a passive tag has an unlimited
life span. Due to the need for a battery, active tags will
always cost more and weigh more than passive tags. 

Semi-Passive Tags
A third tag category is what is referred to as a semi-passive
tag. With semi-passive tags, the RFID tag is combined with 

David C. Wyld is the Maurin Professor of Management and
Director of the Strategic e-Commerce/e-Government Initiative at
Southeastern Louisiana University. His e-mail: dwyld@selu.edu.
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a sensor, enabling the semi-passive tag to sense the environ-
ment. This sensing capacity can be for such environmental
monitoring as:

• Temperature
• Shock or vibration
• Movement

Like an active tag, this category of tag has a battery, which both
powers the sensing capability and extends the readability range
of the tag. Semi-passive tags have found uses where it is critical
to monitor both the location and condition of an item. As tag
prices fall, it is very likely that there will be more and unique
uses for such tags.

Tag Memory
RFID tags can also be classified by their memory capabilities,
which can come in three forms:

1. Read-only tags: Store data that cannot be changed.
2. Read/write tags: Store data that can be altered or even 

re-written over the original data. 
3. Combination tags: Have some data that is permanently

stored on the tag, along with additional memory capacity
that is available for updates and/or sensing data.

While most tags function in the “license plate” mode, with
limited memory capacity (generally 96 or 128 bits at present),
far more sophisticated tags are available to meet the needs of
specific applications. 

The Electronic Product Code
The EPC is designed to be the unique, item-level identifier
for the item to which it is attached. As described earlier, the
EPC information on the RFID tag is the pointer to where the
complete information on the item is stored. There are four
elements that make up the 96-bit capacity Electronic Product
Code. These are:

1. The Header (or Version): Identifies the length of the EPC
number, including the code type and version in use (up 
to 8 bits).

2. The EPC Manager (or Manufacturer): Identifies the company
or entity responsible for managing the next two EPC elements
(up to 28 bits).

3. The Object Class (or Product): Identifies the class of item
(for example, the Stock Keeping Unit [SKU] or consumer
unit) (up to 24 bits).

4. The Serial Number: Identifies a unique serial number for
all items in a given object class (up to 36 bits).

There are literally hundreds of trillions of unique identifications
possible in the 96-bit EPC structure; thus, manufacturers

From The Business of Government Hour

Interview with Alan Estevez, Assistant Deputy Under
Secretary of Defense for Supply Chain Integration,

U.S. Department of Defense, First Aired March 25, 2006

Today, an Army, in the battlefield, while engaged in combat
operations, reads bar codes about 60 percent of the time to do
inventory receipt. RFID can solve that problem. For the other 
40 percent, obviously that materiel is not receded, but folks
that need it may not know that it is actually on-site and ready
for use for them. And the length of time in the pipeline causes
reordering, causes more inventory in the system, has a nega-
tive impact.

RFID, by taking the need for an up close and personal read 
of a bar code out of the hands of a soldier, sailor, airman, 
or marine, and putting it through the use of a hands-off read
capability that can be read at 30 feet, can close out that
pipeline, make that materiel ready for use, increase the 
readiness, and increase our combat capability.

You have to look at this as a transformational technology. It is
not about pure technology, it is about changing your business
process and taking advantage of that technology; otherwise,
you’re going to lose out. Our best implementations to date
have been folks in the field that had a business problem they
were looking to solve, took advantage of RFID technology 
to solve that business problem, and we’ve achieved great
results in that.

The trick for us is [to] expand that across the complex 
network of the Department of Defense. We need people 
on the ground that are committed, and are looking for the
application and learning those lessons, and willing to share
those lessons. 

The other thing you need is top-down commitment. If you
look at what’s going out in the commercial sector—in places
like Wal-Mart or Gillette, Procter & Gamble, Hewlett Packard—
those folks are committed to rolling out this technology to
change their business process and to increase their profitability.
We need that same commitment in the Department of Defense,
and … we do have that great leadership support. All you have
to do is turn to the quadrennial review, where one quarter of
the discussion about logistics was about the need to imple-
ment RFID to facilitate supply chain change. 

To hear The Business of Government Hour’s interview 
with Alan Estevez, go to the Center’s website at 
www.businessofgovernment.org. 

To download the show as a podcast on your computer or MP3 player,
from the Center’s website at www.businessofgovernment.org, right
click on an audio segment, select Save Target As, and save the file.

To read the full transcript of The Business of Government Hour’s
interview with Alan Estevez, visit the Center’s website at
www.businessofgovernment.org. 
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should not have to worry about running out of EPC numbers
for unique identifiers for each of their product types for 
many decades or more. The EPC data structure can generate
approximately 33 trillion different unique combinations,
which, according to Helen Duce of Cambridge University,
would be enough to label all of the atoms in the universe. 
In fact, according to projections from the National Research
Council’s Committee on Radio Frequency Identification
Technologies, this will allow for each of the billions of people
on earth to have billions of tags each. 

This can be contrasted with the 12-bit structure of the current
UPC data structure. There is a “memory” limitation on bar
codes, because with their coding structure they can identify
“only” 100,000 products for each of 100,000 manufacturers.
As John Parkinson points out, this may simply not be enough
for companies operating in the global, modern economy. 

What Does an RFID Reader Do?
An RFID reader consists of three essential elements: 

• An antenna
• A transceiver
• A decoder

RFID readers, which are also referred to as interrogators,
can differ quite considerably in their complexity, depending
upon the type of tags being supported and the functions to
be fulfilled. Readers can be large and fixed, or small, hand-
held devices. However, the read range for a portable reader
will be less than the range that can be achieved using a fixed
reader, as the effective read range is determined by the size
of the antenna, the efficiency of that antenna, and the power
of the transmitter. Readers can have a single antenna, but
multiple antennas allow for:

• Greater operating range
• Greater volume/area coverage
• Random tag orientation

The RFID reader—either continuously (in the case of a fixed-
position reader) or on demand (as with a handheld reader)—
sends out an electromagnetic wave to inquire if there are any
RFID tags present in its active read field. When the reader
receives any signal from a tag, it passes that information on
to the decoding software and processes it for forwarding to
the information system it is a part of. 

Recently, it has been forecast that as soon as 2007, RFID
readers will not be just distinct, dedicated devices. Rather,
RFID reading capabilities will soon be capable of being 
integrated into cell phones, personal digital assistants (PDAs),

and other electronic devices—technology that is being tested
even today.

‘What’s the Frequency, Kenneth?’ 
Frequency designates the intensity of the radio waves used 
to transmit information. Frequency is of primary importance
when determining data transfer rates (bandwidth), in that 
the higher the frequency, the higher the data transfer rate. 
In principle, any radio frequency (RF) system works much
akin to your car radio (assuming you don’t have satellite
radio!). For instance, all FM radio stations in the United
States must operate between 88 and 108 MHz. Thus, if you
are currently tuned to 97.1 FM, it means that your radio is
tuned at the moment to receive waves repeating 97.1 million
times per second.

RFID Frequencies
Four common frequencies are used in RFID systems. Each of
the four frequencies has its own properties, and there are a
variety of reasons why each is used in specific applications.
While work is progressing to harmonize world standards in
each of the four frequency ranges, frequency restrictions
imposed by governments around the world have been a 
significant obstacle facing RFID development. For instance,
while Europe uses 868 MHz for UHF systems and the U.S.
uses 915 MHz, Japan and China currently do not allow any
use of the UHF spectrum for RFID. National governments
also regulate the power of the readers to limit interference
with other devices. 

Read Range of RFID Systems
The read range refers to the working distance between a tag
and a reader. The range that can be achieved in an RFID 
system is determined by five variables:

• The frequency being used
• The power available at the reader
• The power available within the tag
• The size of the reader and tag antennas 
• Environmental conditions and structures

Higher frequency tags have far greater read ranges than tags
operating at lower frequencies. This is because, all things
being equal, power is the key element in this process. In the
previously described energy-harvesting technique that is
employed to power passive tags, it is important to note that
the process returns the signal with only a fourth of the power
transmitted to power it up. Thus, with the relative—and
unavoidable—inefficiency of the process, in order to double
the read range, the power used must be increased 16 times.  
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Making It Automatic—Read Rates
Finally, as is the case with so many technologies, while the
physics are relatively simple, the devil is in the details to get
readers and tags to properly communicate. While the goal
for the technology to be “automatic” and hands-off necessi-
tates 100 percent read rates, such has not always been the
case in pilots and early implementations. Several variables
can dramatically affect read rates in practice. These include:

• Tag selection and placement
• Antenna selection and placement
• Reader (interrogator) settings

According to Robb Clarke, founding director of Michigan
State University’s RFID Lab, it must be remembered that
experiments and pilots of tags and readers in controlled 
circumstances “represent the best possible scenarios for read-
ability.” And, as the shift is made to actual warehouse condi-
tions and higher quantities/higher speeds, readability can be
significantly challenged.

Many seemingly extraneous factors can complicate the 
reading process. First, the presence of metal or water, either
in the item itself or in the reading field, can cause significant
declines in read rates. This is because liquids absorb radio
waves and metal reflects them. Much has been written about
the technical problems of dealing with both problems. For
instance, when dealing with the tagging of aircraft parts and
even luggage tracking, the metals present in the aircraft must
be taken into consideration. Likewise, there are problems in
dealing not just with the presence of water and humidity in
the environment, but high water content in the packaging
and in the items being tagged. These include, but by no means
are limited to:

• Fruit 
• Beer 
• Wine

Any setting in which RFID is used has the potential for radio
signal interference to occur. When this happens, the read
rates—and therefore the functionality of the system—can be
hampered on anything from a minor to catastrophic level.
For instance, Douglas Martin, an executive consultant with
IBM Global Business Services, observed that in IBM’s work
with Wal-Mart on a pilot project involving the back-room gro-
cery operations of seven stores, IBM consultants experienced
interference from a number of sources. These included:

• Walkie-talkies
• Forklifts
• Cell phone towers
• Bug zappers 

Likewise, Hewlett-Packard has reported that in some cases,
the use of cell phones by their forklift drivers would cause
misreads of RFID tags. Finally, there is the simple matter that
sometimes the people element comes into play, as workers
need to be informed that it is important that they drive the fork-
lift at a certain speed past a certain point or apply a smart
label at a precise location on a carton, in order for the RFID
tags to be read properly. 

In the end, making RFID systems work in practice—meaning
produce 100 percent read accuracy—is thus a complex 
matter. In fact, L. Allen Bennett, the president and CEO of
System Concepts, an RFID integrator providing services to
the Social Security Administration and other organizations,
provided an apt analogy when he stated, “It’s a little like
Chinese cooking,” in that all the ingredients have to be pre-
pared “right” and be combined in the proper manner. Every
location where RFID is to be used and every item to be read
by RFID thus presents its own unique set of circumstances.
Thus, at present, there is no “one best way” to accomplish
RFID, whether your setting is a distribution center, an airport,
a hospital, a parking lot, or a retail location. Carey Hidaka,
an RFID specialist at IBM Global Business Services, observed
that “in many ways, these [RFID] deployments are more art
than science, although the science is very important.” Hidaka
stressed that when working with RFID, it is vital to remember
that “these are not plug-and-play systems.”

Conclusion: ‘You Say You Want a Revolution...’
In the end, the current push for RFID may be a small part of
a larger mosaic. Indeed, Paul Saffo foresees that much of the
focus on RFID today is on doing old things in new ways, but
the truly exciting proposition is the new ideas and new ways
of doing things that will come from RFID. Building upon the
previously advanced ideas on RFID as making possible “an
Internet of things” or a “wireless Internet of artifacts,” Saffo
sees RFID as making possible what he terms “the sensor 
revolution.” This is based on viewing RFID as a media tech-
nology, making it possible for what he categorizes as “ ‘smar-
tifacts’ or intelligent artifacts, that are observing the world on
our behalf and increasingly manipulating it on our behalf.”
Saffo thus stresses the importance of thinking outside the box
on RFID and looking beyond today’s problems to find “unex-
pected applications,” which is where “the greatest potential
for RFID lies.” Indeed, Saffo urges people to take a 20-year
perspective on RFID, believing that we are in the early stages
of “a weird new kind of media revolution,” in that “RFID will
make possible new companies that do things we don’t even
dream about.”
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If we indeed take the long view of history, we can see that
some of today’s biggest industries, most pedestrian technologies,
and most indispensable parts of our lives come from sparks of
imagination about how to use a technology in unimagined ways.
Indeed, we have seen bar coding itself used in applications
far beyond the supply chain functions for which it was created.
Who would have dreamed that GPS systems would today be
routinely used by business executives lost in their rental cars
in big cities, and by fishermen and hunters on the bayou?
Who would have dreamed that people around the globe,
from Moscow, Russia, to Moscow, Idaho, and everywhere in
between, would have their own cell phone? In the 1950s,
when people gathered around a cumbersome black-and-white
television to watch “I Love Lucy,” who could have dreamed
of a 500-channel universe? Could anyone at DARPA have
envisioned the multitude of opportunities for companies such
as eBay, Amazon, and Google that would be spawned by the
Internet? Today we are seeing the first fruits of this “weird” new
media revolution that RFID is sparking (see “The Byproducts of
the ‘Weird’ New Media Revolution”).

There will undoubtedly be an “RFID revolution.” How far
and how fast it will move, and at what cost (both in dollars
and privacy) and benefit (to our commerce and, indeed, to
our own health) remain to be seen. The trajectory and the
timeline for this revolution may be uncertain, and the ultimate
scale of RFID’s impact on business, society, and indeed our
everyday lives spans a very wide margin of error (from minor
conveniences to total transformation).   

Yet, we can benefit today from being cognizant of the long
view of history, knowing how the government has played a
role in advancing other communications media. Thus, the
public sector should have a different ROI equation related 
to its RFID investments than any private sector entity can—
and perhaps even should—have at present. While companies
such as Wal-Mart can look at their internal investments in
RFID and hope that others in its supply chain will follow,
they must ultimately make their decisions based on what is
going on within their own four walls. Yet, we ultimately do
not—and really cannot—live in a slap-and-ship world. In
supply chains, the move has been toward greater integration
and cooperation. Likewise, the power of the network has
been demonstrated over and over again—through the
Internet, mobile telephones, electronic media, and so on. 

As shown in Figure 1 on page 98, the larger the net cast by
RFID becomes (linking organizations internally and their exter-
nal supply chain partners, both upstream and downstream), the
higher the overall value proposition becomes.

RFID thus presents a classic “chicken and egg” problem, in
that wider RFID adoption will likely lower the costs associated
with RFID and markedly increase the beneficial aspects. The
author of a recent book on RFID, Steven Shepard categorized
the current supply chain as operating under what he aptly
described as “the Kevin Costner effect.” Adapting the famous
line from the movie Field of Dreams, he described the layers
of players in the supply chain as operating under the philoso-
phy that “if you build it, they will come.”

In the long view then, it is likely that an “RFID multiplier”
will emerge, whereby one lead entity’s RFID spending will
cause ripple effects in the form of RFID investments by 
others in its supply chain, and then on to the next level of
derivative supply chain partners down the line. While this
concept applies to government RFID investments as well,
RFID ROI in the public sector will come not only from the
RFID multiplier in the supply chain, but also from the larger
spark of those new ideas and new companies that will pursue
them in the marketplace. This will lay the ground for job and
wealth creation, and make government investments in what

The Byproducts of the ‘Weird’ 
New Media Revolution

A multitude of RFID applications have been proposed and/or
actually piloted in the past year. The following are representa-
tive of the kinds of work that are “pushing the envelope” on
novel and exciting ways to employ RFID technology to date:

• Outfitting the home environment with networks of RFID-
tagged items and readers enables patients with Alzheimer’s or
other memory impairments to carry out daily tasks and main-
tain their independence.

• Art galleries and museums are giving patrons RFID readers to
enable them to learn more about the exhibited works they are
viewing and enhance their experience, even creating cus-
tomized CDs and webpages chronicling the individual’s
unique encounters with the items in a collection.

• Theme parks, from Dollywood to Disney, are experimenting
with RFID-enabled wrist-band technology in novel ways, from
enabling lost children to be located to tracking ride utilization
to facilitating patron payments.

• Casinos are employing RFID-enabled chips to extend their vis-
ibility to better track table play and to be more accurate in
awarding comps to their most valued patrons.

• According to the official Xinhua News Agency, the govern-
ment of China will affix RFID tags on all of its 163 captive
pandas. This step is being taken to better monitor the panda
population and to discourage inbreeding. The implantable
chip will carry the panda’s age, family derivation, and other
identifying information.
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Saffo termed a “weird new kind of media revolution” an
enticing economic development tool. The public sector’s
efforts to pilot and implement RFID today and over the next
decade will help to advance the RFID knowledge base, establish
best practices, overcome some of RFID’s technological quirks
and physics problems, and set the standards to provide the
common set of tracks for the RFID industry. 

Thus, federal, state, and local officials must rightly examine
each prospective use of RFID—from the battlefield to the
warehouse to the library to the hospital—for the implementation
and ongoing costs versus the tangible service gains and cost
savings that can be achieved to determine the short-term ROI
of their project. They should also know that by making the
decision to implement ROI in their venue for their purposes
and for the benefit of their stakeholders, they are helping to
advance the technology and, ultimately, will help give the
technology the lift needed to fly over the long term. Thus,
they will help lay the foundation not only for future RFID
uses in their own organization but aid the development of
the people and companies that will prosper in the midst of
the RFID revolution.  

Will RFID be “the next big thing”? At this point in the tech-
nology’s life cycle, it is too early for anyone to tell, but the
stars certainly seem to be in alignment for the next decade to
be a tremendously exciting one. As the Defense Department’s
Alan Estevez recently wrote: “The real value of RFID lies not

in what it can do today but in what it will do in the future.”
As Brian Albright so aptly characterized the RFID challenge,
“We’re in the very early stages of a marathon.” However,
Marshall Lager observed that as of August 2005, RFID is
“ready for prime time”; the technology has “left the lab” and
it is fast entering the mainstream of business. Although as
Kevin Reilly cautions, while there is a flurry of supply chain
and back-office, back-operations activity, we may well not see
widespread deployment of RFID in the consumer-facing
environment until 2008.

Many share the sentiment of Susan Kuchinskas that “RFID will
change business and society as much as cell phones and the
Internet have. While the technology will transform business
processes, it also will ease some of life’s daily annoyances.”
One blogger exquisitely captured the latter sentiment regard-
ing RFID when he wrote: “I’m serious. I don’t really care
much for Wal-Mart’s inventory problems. RFID could solve
my inventory problems” (emphasis in the original). He
desired a smart home that could help one locate “unhappy
objects,” such as a forgotten coffee cup or the TV remote,
made intelligent with RFID. For instance, if he couldn’t find
his bag for a trip, he’d like to have the smart home system
prompt him with: “Dude. You left the suitcase in the bath-
room under the sink again.” If we reach that point, the RFID
future will have arrived. ■
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New from the Center: Recently Published Reports

Effectively Managing Professional Services Contracts: 12 Best Practices
Sandra L. Fisher, Michael E. Wasserman, and Paige P. Wolf

A growing pool of government managers is responsible for managing professional services contracts.
This report gleans a dozen best practices, based on real-world experience, currently used by successful
managers across the public sector. A major theme of these experiences is the importance of creating a
more effective working relationship. Unlike the traditional adversarial relationship, the recommended
one is more like a partnership between the project officer, the contract manager, and the contractor.
The report is also aimed at the government contractor community, which is learning how to participate
in working relationships in new ways.

Performance Budgeting: How NASA and SBA Link Costs and Performance
Lloyd A. Blanchard

This report presents a framework for integrating costs and performance based on the statutory and
conceptual foundations of costing requirements. It describes how two very different federal agencies
successfully met the President’s Management Agenda’s (PMA) performance costing requirements.
The report draws upon published reports and articles, as well as the author’s own experience leading
PMA reform efforts at the National Aeronautics and Space Administration (NASA) and the Small
Business Administration (SBA). NASA’s Full Cost initiative relies on a statistical-based approach to
allocating indirect costs that cannot be directly attributed to program outputs. SBA’s survey-based
approach uses an Activity-Based Costing model. The report concludes with practical recommendations
presenting the advantages and disadvantages of the two approaches and specific steps that agencies
can take to improve their existing procedures and policies.

Moving from Outputs to Outcomes: Practical Advice from Governments 
Around the World
Burt Perrin

This report provides substantial evidence that countries across the world are moving toward a
results-oriented approach in a wide variety of government contexts. Until recently, the process and
performance of government has been judged largely on inputs, activities, and outputs. Based on a
two-day forum sponsored by the World Bank and the IBM Center for The Business of Government
involving officials from six developed and six developing countries, Perrin identifies state-of-the-art
practices and thinking that go beyond the current literature.
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Using the Balanced Scorecard: Lessons Learned from the U.S. Postal Service and
the Defense Finance and Accounting Service
Nicholas J. Mathys and Kenneth R. Thompson

Showcased in this report are two large federal agencies that adapted the balanced scorecard
approach to their operations and have used it for more than five years to drive improved performance.
The challenge, the authors note, isn’t creating a scorecard; it’s getting its elements to align and to
link to each other and to the operations of the agency. The report presents compelling stories of
how the U.S. Postal Service and the Defense Finance and Accounting Service did just that. It 
concludes with nine action steps that agency leaders might adopt if they want to achieve similar
improvements in performance. 

Performance Accountability: The Five Building Blocks and Six Essential Practices
Shelley H. Metzenbaum

This report addresses the conundrum facing many public managers: If their measurement system
focuses on accountability, managers tend to set lower performance targets for themselves; but if it
focuses on performance improvement, managers tend to be comfortable with higher performance
targets. How do leaders manage this legitimate tension? The report sets forth five building blocks—
useful tools and techniques—for constructing a good measurement system for an organization and
describes six practices that leaders need to use to make appropriately designed systems work properly.
This report will be of interest to policy makers as well as managers. Policy makers need to understand
the implications of the systems they design, such as performance-based pay tied to organizational
targets. Managers need to understand that what they choose to do or not to do also has implications
for the successful use of performance measures. 

Implementing OMB’s Program Assessment Rating Tool (PART): 
Meeting the Challenges of Integrating Budget and Performance
John B. Gilmour

Performance budgeting attempts to link how well a program works with the dollars spent. The goal
is to help decision makers make more informed trade-offs in tight budgets. In 2003, the federal
Office of Management and Budget created an assessment process to quantify the effectiveness of
major federal programs. This report asks: “How have federal agencies dealt with the requirements
of OMB’s Program Assessment Rating Tool (PART)?” which is used to inform OMB’s budget decisions.
The author identifies four challenges facing implementers and offers recommendations to both
agencies and OMB on ways to better manage the assessment process.
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Public Deliberation: A Manager’s Guide to Citizen Engagement
Carolyn J. Lukensmeyer and Lars Hasselblad Torres

This report documents a spectrum of tools and techniques developed in recent years to increase 
citizens’ involvement in their communities and government. It highlights ways in which public
managers can develop an active approach to increasing citizens’ involvement in government at all
levels. This report is a useful and informative guide to managers across the nation seeking innovative
ways to engage citizens, such as informing, consulting, involving, and collaborating with them
through a number of techniques. Examples of engagement tools include the use of online surveys
and peer-to-peer communication tools such as blogs and wikis. Many of these tools are now being
piloted and used by states, localities, and nonprofits.

A Manager’s Guide to Choosing and Using Collaborative Networks
H. Brinton Milward and Keith G. Provan

A public manager’s primer on collaborative networks, this report distills key concepts about the
four major types and purposes of networks and, more importantly, what managers need to do if
they find themselves in charge of or participating in a network. The report describes five essential
tasks managers need to perform for any network to be successful. It also presents clear and practical
insights rooted in the authors’ experience observing ongoing networks, mainly at the local and
regional levels, where much of the innovative work in using networks is occurring.

The Next Government of the United States: Challenges for Performance 
in the 21st Century
Donald F. Kettl

This report addresses the question, “So, what happens next?” The next president will face a very 
different set of management challenges from the ones that confronted the current president when
he took office. Can we begin to predict and prepare to respond to these challenges? That is the 
task that Dr. Kettl took on. Part I of the report includes an insightful essay that was used to promote
discussion during a two-day Thought Leadership Forum that the IBM Center for The Business of
Government convened in 2005. Part II contains a summary of the Forum.
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Reforming the Federal Aviation Administration: Lessons from Canada and the
United Kingdom
Clinton V. Oster, Jr.

This report explores the key issues facing the Federal Aviation Administration (FAA) and describes 
the alternative air traffic models being used by Canada and the United Kingdom. By evaluating
their successes and challenges, Professor Oster provides valuable information and insights that will
be helpful in the forthcoming debate over alternative air traffic management models for the United
States, specifically how to make necessary capital investments in the air traffic control system. The
report examines air traffic control systems in Canada and the UK—both of which have converted to
private sector operating models—to see whether their experience with funding capital investments
might be applicable to the United States. 

Six Trends Transforming Government
Mark A. Abramson, Jonathan D. Breul, and John M. Kamensky

In this report, the Center’s Executive Director, Mark Abramson, and the Center’s two Senior Fellows,
Jonathan Breul and John Kamensky, identify and describe six trends that have the potential to transform
government to being results oriented, performance based, customer focused, and collaborative in
nature. The six trends provide a road map for public managers and policy makers as they face 
challenges in a world where the unexpected is becoming the routine, and the need to be prepared
means understanding the big picture and larger context. The six trends provide potential effective
responses to meet the challenges ahead.

Special Reports Series

NEW from the IBM Center for The Business of Government Book Series:

Competition, Choice, and Incentives in Government Programs
Edited by John M. Kamensky and Albert Morales
Published by Rowman & Littlefield Publishers, May 2006

Since the 1980s, the language used around market-based government has muddied 
its meaning and polarized its proponents and critics, making the topic politicized and 
controversial. Competition, Choice, and Incentives in Government Programs hopes to
reframe competing views of market-based government so it is seen not as an ideology 
but rather as a fact-based set of approaches for managing government services and 
programs more efficiently and effectively. (www.rowmanlittlefield.com)

List of Contributors
John M. Kamensky, Albert Morales, Jacques S. Gansler, Jón R. Blöndal, William Lucyshyn, 
John Barker, Robert Maly, Sandra Young, Russell Lundberg, Jonathan Roberts, Anne Laurent,
John J. Callahan, John Cawley, Andrew B. Whitford, and Gary C. Bryner

How to Order Books
Available at bookstores, online booksellers, and from the publisher 
(www.rowmanlittlefield.com or 800-462-6420).
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What I’ve Learned from the IBM Center

On July 15, 2006, the IBM Center for The Business of Government celebrated its eighth birthday.
While not a traditional milestone, the anniversary date of the Center’s creation started me reflecting
on the Center’s history and what I have learned during the past eight years. It’s been a unique
opportunity to run a small organization dedicated to learning and pushing the boundary of
knowledge about the management of government. 

Lesson 1: Just get started. When we started in 1998, we had several good ideas and a strong concept—
providing research stipends to outstanding researchers to produce 30- to 40-page monographs.
But we weren’t sure it was going to work. What if nobody applied? There were many questions
for which we did not yet have answers. Our challenge was either to wait until somehow we fig-
ured out all the answers or to just get started and actually find out if anybody would respond to
our first research announcement. We decided to just get started. Over 3,000 applications and
250 awards later, we recall how we learned during our first year that there was indeed interest in
the Center and our research program aimed at providing cutting-edge knowledge to government
executives. If we had waited to answer all of our initial questions, we might still be just an idea. 

Lesson 2: Assemble a top-notch team. There are few “one person” operations in the world. For
an organization of any size to succeed, it must have good people, and there is no shortcut to
finding top-notch talent. So in contrast to lesson 1 (get started), assembling a top-notch team
takes longer and is an ongoing challenge. We made several key decisions along the way. An
early decision was to use the Center as a training ground for consultants who were at the begin-
ning of their career and who would rotate through the Center. We quickly learned that these
individuals were a constant source of energy and ideas for the Center and its activities. 

A second key decision was to recruit a senior team, consisting of individuals who had an extensive
knowledge of government management and had demonstrated a commitment to making government
work better. Individuals fitting that description are in short supply, so we waited until the right
people became available and then asked them to join the Center’s team. We were fortunate to
recruit John Kamensky and Jonathan Breul and their expertise for our team. 

Lesson 3: Create a collegial environment. The next lesson is about the importance of creating a 
collegial, “flat” environment in which the Center’s “rotating” consultants, the “senior” team, and the
Center’s grantees would work closely together to produce cutting-edge knowledge. In many ways,
the Center created a virtual university consisting of the best researchers from within the United States
and across the world. Working via e-mail, voice mail, teleconferences, and infrequent face-to-face
meetings, I’ve been continually impressed with the willingness of our colleagues to work to improve
their reports right up until publication time. A collegial environment encourages such a spirit. 

Lesson 4: Communicate, communicate, and then communicate some more. The final lesson is
about the importance of communication. We quickly found that there were two parts to our
mission. In addition to producing reports, we had to disseminate the knowledge gained and 
recommendations stemming from our reports. If we aimed to only produce information, our job
would have been incomplete. We are still hard at work today—eight years after starting—to find
new and innovative ways in which to communicate Center reports and findings to government
executives across the nation, as well as around the world. Producing knowledge is not enough;
one has to constantly communicate, communicate, and communicate some more about the
activities of any organization. 

It has been a rewarding eight years, and I look forward to continuing to learn more in the 
years ahead. ■

Mark A. Abramson is 
Executive Director of the IBM 
Center for The Business of 
Government. His e-mail:
mark.abramson@us.ibm.com.
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