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PREFACE

This paper was prepared during the course of a four month "developmental assignment” with
the Federal Management Issues Area of the GAO’s General Government Division, under the
auspices of the U.S. Office of Personnel Management’s Executive Potential Program-

I very much appreciated the opportunity to work with and learn from my temporary GAO
colleagues that the Executive Potential Program provided. In particular, I want to éxpress
my thanks to David Mathiasen and Benjamin Nelson for facilitating my entry into the GAO
and to Assistant Comptroller General, Richard Fogel; Federal Management Issues Director, |
William Gadsby; and Federal Management Issues Assistant Director, Earl Walters for their
continuing help and support. I elso want io express my appreciation to my superiors at the
Agency for International Development, particularly Annette Binnendijk, Janet Ballantyne,
and John Eriksson, for making this opportunity possible and for their continuing. support as
I siraultaenously juggled two ssts of ‘i*’SpODSlbl].ltleS Above all, I hope that my suggestions
prove useful both to GAO and A.L.D. 13 our mutual efforts to manage government programs
more strategmally for results.

Ultimately, of course, this paper does not reflect official positions of sither the Agency for
International Development or the U.S. General Accounting Office, but solely the views of the
author.




SUMMARY

This paper reviews some of the key issues and options involved in measuring program
performance in federal agencies and assesses their implications for program performance
indicators efforts by the GAO and Congress.

After first defining "program perfOrmanoe," the paper considers different levels of performance:
in relation to organizational structure and hierarchies of objectives, articulating the use of
objective trees as analytical tools. This provides a basis for identifying ¢ypes of indicators for -
different levels of performance, including direct indicators of results (inputs, outputs,
outcomes, impact, and significance) and relational indicators that measure "how well" results
are being achieved (efficiency, effectiveness, relevance, and sustainability). Other key -
elements in a performance indicators typology are also discussed, including performance
indicators for different kinds of programs (service dehvery, regiﬂatorylovemlght '_
intergovernmental, grants, and defense) and different ways of measuring program
performance (direct measures, indirect measures, intermediate indicators, leadmg md1cators, _
quant:tatwe and qualitative measures, and measurement scope). _

Performanee indicator options are then consadered in relationship o management needs at
different organizational levels. While lower level managers generally require information on
operaticnal performance (inputs, outputs, and outcomes), senior managers. are primarily
concerned with program impact and significance, relying on summary statistics and

"management by exception” in monitoring routine operations. Effective management by top

executives requires not only clear "vision" and "values,” and but also a clear delineation of
strategic objectives that both define core programs and suggest how the performance of. these '
programs should be measured. _

Few govemment agencies appear to have well defined performance objectives at this strategic

- level. Congress could play an important role by requiring such objectives and by working

with top agency executives to clarify and confirm them. In so domg, Congress would, -

~essentially, be defining performance "contracts” for which such agencies could then be held

accountable. This would provide a better basis for managing for results, reducing the need
for "micro-management,” while also providing Congress with mcre relevant and targetted.
program and policy information.

Such a performance management focus also has important implications for the GAO. Nearly-
all of the GAO’s General Management Reviews have identified substaniial agency
performance information deficiencies. By helping to delineate clearer program chjectives and
performance criteria, GAO could define a contmmng strategic framework better hnkmg its
ﬁnanelal audit, evaluation, and GMR activities in an agency over time. :




INTRODUCTICN

Although there are major differences between managing public agencies and private firms,
there are also fundamental similarities. To manage effectively, both public and private sector
executives need some basis for assessing their organization’s performance. For private firms,
mobilizing private resources to earn private profits, the primary performance indicator--the
financial bottom-line--is relatively straight-forward. For public agencies, utlhzmg public
resources to produce a broad array of public goods and services, measuring program
performance tends to be more complicated and multi-dimensional. However, it is just this
complexity and ambiguity--combined with the public trust that public service embodies--that
makes the development of appropriate program performance indicators so essential.

In recent testimony before the Senate Committee on Governmental Affairs, the Comptroller
General strongly supported the concept of performance indicators for federal agencies: In
subsequent meetings with GAQO representatives, members of the Committee’s minority staff
requested GAO’s assistance in developing a strategy to promote the use of such performance -
indicators, particularly as specified in S. 3154 (1990) and S. 1 (1991), bills introduced by
Senator Roth. Based on these meetings, literature reviews, internal GAQ discussions, and
consultations with OMB and others, GAO proposed a four part plan of action to support the
Committee’s work and to provide a clearer framework for pursuing the GAO’s own Federal' :
Sector Management objective to develop better measures of agency performance.

This "issues” paper and accompanying "indicators typology represent the first two steps in B
GAO’s proposed strategy. The paper summarizes key issues in measuring program

- performance in federal agencies, develops a typology of performance measures, and assesses

the utility of various performance indicator alternatives for major planning, management,

and organizational functions. Further proposed steps, to be implemented later this spring

- or summer, include an "assessment of user (primarily Congressional) interests and needs”
and -the implementation of "pilot performance indicator demonstrations” with selected

agencies.

WHAT IS "PROGRAM PERFORMANCE?"

- Before we can delineate useful program performance indicators, we must first consider what
kinds of performance we want to measure, for what programs, for what psLW seg, and for
- whom. Different programs, different objectives, different managers, angd different sudiences
all require different kinds of performance information. Measuring program [ performance is,
" in other words, closely linked to processes of strategic planming, the clarification of
organizational goals and objectives, the character of decision-making neads, and the needs
of managers for information.

No single set of program performance indicators can satisfy every manager’s information
needs equahy and simultavecusly. Nearly every publlc agency pursues many different
ebjectwes in different substantive areas, and at various organizational levels. Performance
in achieving any of these objectives can be assessed in terms of a variety of not always fully
compatible efficiency, effectiveness, outcome, and impact measures. And, the usefulness and
significance of these measures varies greatly for different levels of management, in different
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organizational settings, in coping with different orgenizational "environments," and in
addressing different action opportunities.

Measuring program performance, in other words, involves much more than simply assuring

public accountability for the legitimate use of public resources. Indeed, measures of program

performance must usually go far beyond even the much more difficult questions of whether

- these resources are being managed efficiently and effectively. To be useful to top agency

decision makers, program performance indicators must also provide a basis for assessing

whether programs are achieving their intended results, whether these results are having

broader impacts in alleviating the policy problems for which programs were created, and .
which among a variety of program options represent the best policy decisions and the best

use of taxpayer dollars.

HIERARCHIES OF OBJECTIVES AND LEVELS OF PERFORMANCE

Just as organizations are structured hierarchically to manage people and resources,
organizational objectives also tend to be structured hierarchically, reflecting the cause and
effect logic necessary to achieve broader program goals. While organizational structure and -
hierarchies of objectives need nof be entirely congruent, results achieved at lower
organizational levels are often themselves inputs towards the achievement of higher level
organizational purposes and goals. Not surprisingly, the kind of performance information
needed, the type of performance being assessed, and the character of useful performance
indicators also varies dramatically for different objectives at different organizational levels.

Sometimes the relationship between organizational structure and program objectives is
primarily one of aggregation across space, with results in particular program locations su:nply :
being added to yield regional objectives and achievements. A state school milk program, for -

example, might seek to distribute a targetted number of milk servings statewide each week.

- At the same time, milk programs in individual school districts would each seek to fulfill their
own smaller distributicn targets. Overall state-wide performance would simply involve the
summing of milk distribution figures across districts. Of course (as we will discuss in more
detail later), different management levels would likely still have different performance
information needs: State-level program executives, for example, would almost certainly
require information sbout performance variations (and the reasons for them) across districts,
but would be far less interested in performance variations across individual schools, which
would be cntlca]ly important to d15tnct program managers.

In addition to aggregation over space most programs also embody a logical lnerarchy of
objectives that is reflected in organizational structure. The key objective for a local polio
clinic, for example, may simply be to innoculate a certain number of pre-school children each
- year. The district polio immunization office, on the other hand, may be seeking to innoculate
a certain percentage of a regional target population, the national polio prevertion program
may be {rying to reduce the incidence of polio as a disease, while the parent "Child Health
Agency" strives to reduoe overall child mortality znd contain the costs of curative child health
services.

From this perspective, activities conducted and results achieved at lower organizational levels
are necessary, but not necessarily sufficient inputs to achieving higher level goals. In
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addition to clinic-based immunization, for example, the district polio office might also conduct
a wide range of other activities--public education campalgns, community health outreach,
gchool vaccination teams, and the like--all aimed at increasing the percentage of the target
population that is immunized. Similarly, the National Polio program may encompass
research, vaccine production and distribution, physician training, and a host of other
initiatives to help achieve its broader disease reduction goal. At a still higher organizational
level, the Child Health Agency might sponsor a variety of osther immunization, emergency
health, education, research, nutrition, and related activities, all aimed at contnbutmg to
reduced child mortality.

Spatiaily aggregated and hierarchically linked program chjectives often exist side-by-side.
Our national polio program may, for example, alsc have a more focused: objective of
innoculating so many children nation-wide--the sum of innoculations by individual ¢linics.
Conversely, individual school district milk programs may be hierarchically structured
components in more comprehensive statewide student health efforts encompassing a variety
of health and nutrition activities. '

Either way, the relationship among program objectives (and the need for performance
information) can often be clarified by depicting performance objectives in a hierachical
"objective tree.” Such an "objective tree” begins with overarching program goals, lists the:
"strategic objectives” that contribute to achieving these goals, the lower level "outcomes"
through which these objectives are achieved, down to specific "outputs” that result from
discrete program activities. The objective tree, in other words, prowdes a graphic deplctlon :
of the overall program logic: :

PROGRAM GOAL (the programs significance for broad national
| trends; results that the program mﬂuences,

] but cannot achieve on its own.
|

{(Subgoals)

|

i
STRATEGIC (program impact; the highest level result
OBJECTIVES that the program can achieve directly and for

! which it will be held accountable)
!
{Sub-objectives)
I
I
TARGETS {Direct outcomes of program activities
i for immediate program clients or targets; can
i be aggregated across sites, as appropriate)
I
OUTPUTS {The goods or services produced or provided
I by the program; can also be aggregated across
| sites, as appropriate)
l
(INPUTS)




The logic of an objective tree is straight-forward: Reading down, we are asking the question,

"how:" what did we need to do in order to achieve this result. Reading across we are asking

"what else"--what additional things need to be done to achieve the next level objective.

Reading up we are asking "so what"--what is the significance of cur accomplishments; what

will we achieve if we accomplish everything at this level. This logic can also be depmted
graphically:

/\ why (so what)
|
O----> what else
f

\/ how

While all of the lower level results that are necessary and sufficient conditions for aéhiéving o

higher level objectives should be included in the tree, not all need to fall within the purview - -

of the program in question. Some may represent "assumptions” about conditions in the wider

~environment (such as the availability of transport for milk) or results that are expected from

other programs (such as continued funding for general purpose school clinics). Care should
be taken, however, to assure that assumptlons are valid or thai complementary results are
in fact likely to occur.

A partial objective tree depicting the (somewhat simplified) logic of our hypothetical "Child
Health Program" is depicted on the next page.
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TYPES OF INDICATORS FOR DIFFERENT LEVELS OF PERFORMANCE

The program logic embodie in an objective tree corresponds closely to the more generic logic
of "levels of performance” represented by the hierarchy of performance indicators depicted
below. (This diagram reflects the author’s synthesis and expansion of performance
hierarchies suggested by several sources, including: AID 1989, Gembacz n.d., Hartry et al.
1390, and Wholey 1990. As we shall later see, the objective tree is also closely related to the
choice of performance indicators to meet differing performance information needs at differen
management levels.) '

LEVELS OF PERFORMANCE

Direct Indicators Relational Indicators

SIGNIFICANCE-sreen-- -
: SUSTAIINABILITY
I‘MPAICT ............ ..:
: RELEV!ANCE

OU'I‘CIOMES ,_|I

: EFFECITIVENESS
OUTPUTS s -

: EFFICIIENCY/ACC(}UNTABHII'Y
INPUTS e

These indicators fall into two major categories: direct measures of "what" has been
accomplished and relational measures which assess "how well" it has been accomplished.
Direct Indicators:

Direct indicators of program performance focus on what has been achieved in-
relationship to program objectives at various levels. This includes:

Input Indicators: Measure the quantity (and sometimes also quality) of resources
provided for program activities. Depending on the kind of program this can include:




iotal funding,

operating expenses,

program funding (for programs that provide goods,
services, or grants to third parties),

total person years,

adminisirative person years,

operational (and third party) person years,

materiel and supplies,

etc.

Qutpui Indicators: Measure the quantity (and someumes alsb quality} of goods and -
services that have been created or provided through the use of inputs. Depending on
the kind of program this can include

o clients vaccinated (by a health program),
' farmers visited (by an extension program)
grants awarded {(by a research program)
miles of roads built (by a highway program)
weapons procured (by a military acquisition program)
tax returns processed (by a tax program)
claims processed (by an insurance program),
ete.

Ouicome Indicators: Measures the guantity (and sometimes quality) of direct results
that have been achieved through the provision of program goods and services. .
Depending on the kind of program this can include: '

illnesses prevented (through health vaccinations),
farm practices changed (through extension visits),
research publications or patents awarded (by grant
recipients),
vehicle usage (of roads built),
weapons available (through procurements),
- taxes coilected (through returns processed),
funds distributed (through processed claims),
ete. . :

Impact Indicators: Measures the degree to which wider program objectives are being
achieved through the direct outcomes of program gctivities. Depending on the kind
of program this could include:

reduced mortality/reduced curative health costs :
(through illnesses prevented and other program outcoiiss), B

increased agricultural productivity (through improved '
farming practices and other program outcomes),

reduced traffic congestion {through increased usage of
new highways,

increased industrial productivity (through research
findings and other program outcomes),
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increased military readiness (through more and better
weapons availability),

increased taxpayer compliance/few taxpayer complaints
(through improved tax collection),

improved client satisfaction/less financial hardship
(through better insurance claims distribution),

ete.

Signiﬁtanée Indicators: Measures (where appropriate} trends with respect to the
wider policy problems ("goals”) which program impacts are expected to influence.
Dependmg on the program, this could include:

improved national health statistics (through improved hegith
system performance),

increased farm profits/reduced food costs (through
farming improvements),

reduced transportation costs/expanded economic
development {(through highway improvements),

improved economic growih/enhanced consumer well-being
(through the application of new technology),

improved deterence/foreign policy success (through
improved military readiness),

increased tax funds available (through fairer and more
efficient tax processing procedures),

improved economic recovery {through more efficient
insurance system),

etc.
Re.?,ational Indicators:

These measure how well results at one level of the objective tree have been translated into
results at the next level. This includes:

Efficiency Indicators: In general, efficiency indicators measure the ratio of mputs
sieeded per urit of output produced. This could include:

physical inpute/unit outputs
dollars/unit ouput
labor/funit output, etc.

From the perspective of performance assessment, accountability indicators (the central -~
focus of much program and financial auditing) can be considered a subset of efficiency. =~
indicators. They measure the extent to which program resources are appropriately
available for and applied to the activities (creation of outputs) for whmh they ‘were
targetted

Effectiveness Indicators: In general, effectiveness indicators measure the ratio of
- program outputs (or the resources used to produce these outputs) per unit of program
outcome. This could include:
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number of vaccinations (or cost)illness prevented,
number of farmers visited/farm practices changed,
number grants/research publicaticns,
miles of read built/vehicle usage,
number (or cost) of procurements/weapons {or
firepower) obtained, -
returns processed (number or time)/taxes coliected,
claims processed (number or time)/funds distributed, etc.

Relevance Indicators: Where appropriate, measure the relationship of program

outcome to nrogram impact, either quantitatively (unit of program outcome/unit of -
impact) or qualitatively {degree to which wrogram outcomes affect program impacts).

This could include:

illnes~es prevented/mortality rate changes,

farm practices changed/increased agricultural
productivity,

patents granted/increased industrial productivity,

new road usage/decreased traffic congestion, '

improved weapons/increased military detervence,.

improved return processing/increased tax compliance,

improved disaster funds distribution/enhanced economic
Tecovery, -etc.

Sustainability Indicators: Where appropriate, measures the persistence of program
benefits over time, particularly after program funding ends. This could include, for
example:

disease incidence trends after external funding for vaccination programs.
ends,

persistence of changed farming practices after
extension visits are completed,

maintainance and use of roads after highway
construction ends,

or, more generally, the persistence of institutions
(programs, oganizations, relationships, ete.) created to deliver program
benefits.

The Issue of Scope:

Inputs, outputs, outcomes, impact, and even significance can all be measured for discrete
activities, for categories of activities, or for all program activities. Results can also be
reported for individual sites or aggregated across sites. However, at higher management
levels the emphasis is usually on program impact in achieving broader objectives, with senior - .
managers relying primarily on aggregated and summarized data on program inputs, outputs, =
and outcomes across discrete activities and sites. More detailed or site speclfic information
would usually be required only if summary data indicated problems that senior managers
needed to address. A more detailed discussion of this "management by exception” and the
"nested” performance information systems that it implies is provided later.
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PERFORMANCE INDICATORS FOR DIFFERENT KINDS OF PROGRAMS

The kind of program being considered--particularly the kind of goods or services being created
or delivered--has a major bearing on the choice of performance indicators. In this regard,
most federal programs fall into one of the following categories:

Service Delivery Programs: Frograms, such as those administered by the Veteran’s
Administration, tlie Postal Service, the Bureau of Indian Affairs, the National Park
Service, ete. that provide direct services to individual clients. For such programs,
outputs measure the actual delivery of services or products to clients; outcomes
measure the use of services, the perception of services, or the effect of services on-
clients; impacts measure wider changes that programs were intended to produce in
the characteristics of target populations, communities, or organizations.

Regulatory [Oversight Frograms: Programs, such as those administered by the
Environmental Protection Agency, the Nuclear Regulatory Agency, the Food and Drug
Administration, or the Federal Trade Adminristration, that develop, promulgate, and
enforce rules and procedures governing the behavior and operations of individuals,
firms, organizations, and communities. For such programs, oufputs measure the
numbker or kinds of rules, regulations, or procedures developed or enforement actions
taken; outcomes measure changes in behavior or operations, the degree of compliance
with regulations, or the number of successful enforcment actions; impact measures the
achievement of broader strategic objectives that regulatory oversight is intended to ‘
vield, such as reduced environmental pollution, improved nuclear safety, faster
availability of more effective drugs, increased economic competition, etc.

Intergovernmenial Programs: Programs, such as those administered by the Food and
Nutrition Service, the Agricultural Extension Service, the Community Development
Administration, the Department of Labor (Job Training Partnership Act), or the
Department of Educaticn (State and School District Block Grants) that invelve mized
oversight, review, management, and funding by differert levels of government (and
with federal resources usually allocated tarough formula funding). For such
programs, outpuls measure the extent to which rescurces have been delivered to
targetted operating entities; outcomes measure the extent to which resources are being
appropriately applied to targetted activities (and, at the local level, the quality and
quentity of goods and services actually delivered to clienis); impact encompasses
improvements in the quality and quantity of goods and services being provided by
targetied entities (and the extent to which wider changes that programs were
intended ¢o produce in the characteristics of target populations, communities, or
organizations are being achieved).

Grant Programs: Programs, such as those administered by the National Science
Foundaticn, the National Institutes of Health, the Office of Naval Research, the
Department of Education, and the Department of Housing and Urbaun Development
that provide funding for specific activities or projects in reponse to applications or
proposals by individuals or institutions. For such programs, suipuis measure the-
delivery of resources to appropriate graniees and the quality and quantity of activities
undertaken by grantees using those resources; outcores measure the direet results
of grant-funded activities (publications and patents from research conducted,
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education completed, housing units built, ete.); impact measures the signficance of
these results for wider program objectives (improved weapons technologies, improved
health or economic competitiveness, expanded educational participation, or improved
availability of urban housing, etc.)

Defense Programs, the single largest component. of the federal budget, include grans,
intergovernmental, and regulatory/oversight programs, but primariiy involve the
delivery of a particular kind of service: military preparedness. Depending on the

- specific defense program being considered, performance measures can vary widely.

In general, ouipuis will focus on the quality and quantity of defense goods and
services obtained (number of people trained, weapons systems produced,
communications capabilities in place; outcomes will encompass how well these goods
and services perform (power and reliability of weapons, capabilities of soldiers,
performance of communications; impacts measure the achievement of wider strategic
objectives (such as increased military readiness or an improved ability to project
military power); while significance «mcompasses progress in terms of broader national
objectives {deterrence 2chieved or foreign policy goals supported). '

DIFFERENT WAYS OF MEASURING PERFORMANCE

‘n addition to measuring different "levels” of performance for Zifferent “kinds" of pregrams,
indicators can also be differentiated in terms of how performance is measured. This includes:

Direct measures: As the name implies, direct measures precisely correspond to and-

directly embody expected program results at any particular performance level.- Such
measures might include quantities of goods delivered (output), counts of clients served

(cutput), levels of weapons accuracy (outcome), changes in consumer behavior

{outcome), decreases in infant mortality (impact), ete.

indirect measures: If direct measures are too difficult, costly, or inconvenient to
obtain, performance may be measured indirectly, through indicators that correspond
less precisely to the performance we zre sceking. This might involve, for exampie,
using lower farmgate prices as an indirect indicator of increased agricultural
productivity, using declining taxi-cab or freight tariffs as an indicator of decreased

traffic congestion, or using reduced consumer complaints as an indicator of mproved

tax processing. Indirect measures can be relatively straight-forward {e.g., declining
insurance claims as an indicator of safer car designs) or they can be guite ingenious

and creative--one major museum, for example, measured "tile wear” to indirectly -

assess the relative popularity of its exhibits (cf: Campbell et al., 1966).

Intermediate indicators: Sometimes we need information on program results before

final performance data is available. At other times, we may need to know whether

our program is on track, even though final results have not yet been achieved. In
either case, we could turn to “intermediate indicators” to provide an early assessment
of performance. We might, for example, measure fertilizer purchases as a preliminary
indicator of changed farming practices or increased nuiritional knowledge as an
indicator of changed eating practices. '
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As the term implies, "intermediate indicators” measure "intermediate” results, :
intervening steps towards achieving program purposes. Generally they vepresent
changes that are asscciated with the performance we seek, but for which information
-can be obtained earlier. Sometimes, intermediate indicators represent preliminary
links in a causal chain, and their utility depends greatly on the validity of the policy -
“theory” linking them to final results. Ocassionally, intermediate indicators reflect.
results from initial or selected program sites, and their usefulness depends on the -
extent to which they in fact prove representative. . :

Leading indicators: Sometimes "leading indicators” (or indices of indicators) can be -
identified that have well established or statistically validated links with longer term
results. While similar to "intermediate indicators,” such "leading indicators” (for 2
example, the index of leading economic' indicators) generally have multiple .
applications and a track record of reliability. - ' =

Qualitative and Quantitative Measures: While often a consideration, the issue of o

quantification is, in itself, rarely a major problem in assessing program performance.

There are always trade-offs to be made between the precision, cost, reliability, and :

validity of information, but more quantification is not necessarily better.; The real .

issue is how precise our information needs to be in order {o be useful. It is almost
- always better to have more valid and cheaper measures that are less precise than to -
have more precise measures that cost too much or are of dubicus validity. .

In principle, qualitative measurement refers to purely narrative desciptions of

program activities, operations or results.. Quantitative measures range from simple
categorizations (nominal measures), to rank orderings of categories, to equal interval

scales, to ratio scales (with a real zero point). For some performance assessment
purposes ratio and interval measures, which provide the most scope for analysis, are
easily available. In other cases, however, frequency counts in rank ordered or nominal
categories are more than sufficient. : S S

' Measurement Scope: Performance indicators sometimes directly n:ieasﬁré, resu.l_i.é for
an entire target population of individuals or organizations through availabile

- administrative records, observations, or census surveys. Often, on the other hand, the o

scope of measurement is limited to a sample of targets or sites. When samples are .
used, an additional technical issue is introduced: how reliably can we statistically
infer overall program performance based on this sample? Sometimes, performance is

- measured only in one or a small number of program settings. While such case-studies =
can provide guite useful informatior on how programs work, why they don’t work as
expected, and how they can be improved, one must be extremely careful not to .
presume that results from one site necessarily represent program performance overall,
Indeed, such case-studies are usually conducted in the context of "linkihg studies" -
(discussed below) rather than as a replacement for broader performance data. ..

Linking studies: Often managers need to learn more about the causal linkagss

between program outputs, outcomes, and impacts. This is particularly true when
indicators show that although planned program outputs are being delivered, broader
program purposes are still not being achieved. Something clearly is missing: either -

our program logic is faulty, our assumptions are invalid, or some necessary "input"is - - -
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lacking. Linking studies--often including detailed zase si::dies—are, in essence,
"formative” evaluations, which examine how programs work and what is needed to
msake them work better. As such they often provide important feedbacks to program
redesign and higher level policy debates.

PERFORMANCE INDICATORS AND PROGRAM MANAZEMENT

All managers--operational adminisfrators, middle-level executives, and top policy-makers--

need information on how their programs are performing as a basis for decision-making.
However, more senior und more junior managers have rather different performance
information needs. This is not only because of the wider scope of senior management

responsibilities, but, more importantly, because senior managers are responsible for higher

levels of program performance. While operational managers are primarily concerned with
the tactics of program implementation, senior executives are primarily concernéd with the -
strategic implications of program and policy alternatives.

Within the same organization, management information reeds do, of course, overlap. All
perfurmance irformation, after all, ultimately derives from the same set of activities,
reflecting the same core of inputs and outputs. And most performance information will be
coliected "on the ground,” at operational levels. To meet the differing information needs of
more senior and junior managers, performance indicators (like organizations and .
organizational objectives) usually reed to be hierarchically structured. This can be

-accomplished through "nested networks" of partially overlapping performance information

systems, in which lower-level performance indicators are summarized or selectively

- "skimmed" as & basis for higher level information.

Any particular performance information system will necessarily reflect the particular goals,
structures, and activities of the organizstion it bas been designed to serve. The following
sections therefore provide only a gereral summary of the differing character of performance

- indicators and information needs at different organizational levels:

‘Operational managers:

Operational maragers are concerned primarily with the tactics of implementing a particular
program component. Within their relatively narrow areas of responsibility, they need to -
know that necessary inputs (human and financial resources) are in fact available and that
planned outputs (goods and services) are in fact being produced. They need to know that
resources are being used legitimately, that financia! accountability is being assured, and that
inputs are being efficiently transformed into outputs. Operational managers also need at
least some information on program outcomes and impact to demonstrate that program
outputs are in fact being delivered and achieving intended results, but this is primarily for .
the purpose of formative feedback, to fine-tune program implementation, and to motivate
performance. Operational managers would not, however, normally be expected to assess the
underlying logic of the program they ave implementing or the policy theory on which it is-
based. Nor would they be expected to consider the relative merits of program or policy
alternatives.
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Middle managers:

Middle managers are usually responsible for implementing an entire program or a major
program component--a range of activities, often across a number of sites, aimed at achieving
some larger strategic objective. Middle managers generally play only a supporting role in
defining these strategic objectives, choosing among them, or articulating the underlying
policies from which these objectives derive. They are, however, very concerned with
managing their program better, with selecting and fine-tuning program activities to improve
program outcomes, and with enhancing their program’s broader impact. :

To achieve these aims, middle managers do need summary information on program inputs

-and outputs and, particularly, comparative information on the efficiency of implementation

across sites so that they can identify emerging problems for more intensive "management by
exception.” Even more importantly, middle managers need comparative information on the
achievement of program outcomes. This provides a basis for judging cornparative
effectiveness (across sites or activities), for deciding which progrem activities should be
expanded and which contracted, and for identifying any gaps or inadequacies in the program
strategy that need to be filled. Middle managers will also want at least some information on
program impact to validate the significance of their program strategy and assure that its:
policy underpinnings remain valid. '

Senior Executives:;

Senior executives are primarily concerned with strategic management. They must articulate
their Agency’s mission (its vision and values), clarify the policy presumptions that underlie
this mission, and identify the strategic objectives and program initiatives through which this
mission will be achieved. Further, they must accomplish this in the context of a dynamic
external environment--a continually shifting mix of Congressional oversight, interest group
pressures, bureaucratic competition, and executive politics. :

Senior executives do need summary information on program efficiency and effectivenesss.
They need to know that planned goods and services are being delivered and that desired
outcomes are ocurring. =~ More pointedly, they need to be sure that any emerging
impiementation or cutcome problems are being identified and addressed at appropriate .
management levels and they need to be able to reassure both clients and crities of this fact.

To manage strategically, however, senior executives alsc need comparative information on
program ovtcomes and impact. This provides a basis for judging the comparative significance
of program alternatives, for deciding which programs should be expanded and which -
contracted, and for identifying gaps and inadequacies in program strategies that need to be
filled in order to achieve policy goals. When "significance" is measured in relation to the cost.
of program inputs, this information can also feed back directly into a performance based
budgeting system. .

Beyond this, senior executives also need information on the wider national trends to which
their programs are expected to contribute, at least in part. If these trends are positive, that
provides further evidence that their agency’s mission is being fulfilled. If, however, relevent
trends are negative or weak, that raises questions about possible gaps in Agency strategies
or inadequacies in underlying policy presumptions.
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MANAGING FOR RESULTS

Good program performance information is essential to pood strategic management. Managers
at all levels must know the resulis their programs are achieving--whether outputs, outcomes,
or impact--if they are going to respond creatively to changing opportunities and constraints
and achieve better results in the future. However, too many organizations, particularly
federal agencies, seem to place their primary managerial emphasis on process. and
_procedures, ensuring that activities are carried out rather than that results are achieved.

Program performance indicators will be at the core of any system for agencywide program
performance monitoring. As such, they can tell us whether desired results are occurring and
whether program outcomes are basically on track. They can also provide, at a: fairly
aggregate level, at least a rough basis for comparing the kinds of results that different
‘programs are achieving (or that similar programs are achieving in different locations).
Perhaps most importantly, they can provide a clear warning when something is wrong and
when intended results are not being achieved. : .

By themselves, performance indicators cannot tell us why results have or have not occurred
or which, among a range of program alternatives, is the most efficient and effective. .
However, in conjunction with the other evaluation, analysis, and reporting activities, program
performance monitoring becomes a much more powerful tool. Program evaluations, for
~example, are specifically directed at answering questions about how programs are working,
why results vary, and which program alternatives have the most impact and are the most

cost-effective. Similarly, operational-level performance information provides a basis for

summarizing service delivery, analyzing implementation efficiency, and assuring -
accountability in relation to Congressional earmarks. '

Improving program performance--and the wider efficiency and effectiveness of federal.
agencies--will require a much stronger emphasis on managing for results. This kind of
"performance management” will certainly require a much clearer formulation of program -
objectives and program performance indicators. Such indicators also provide the basis for
other, related management improvements: ' : "

0 the development of explicit performance coniracts between management levels,
which clearly define program objectives and expected results, and for which
- managers can be held responsible; '

0 the decentralization of program management based on such performance
contracts, which avoids micro-management and frees senior executives for more
sirategic decision-making, while clarifying the responsibilities and decision-
making authority of subordinates. S

0 more rational program decision-making based on clearer program objectives, _
more comparative data on program performance, and a better understanding _
of program alternatives. .

o a better basis for performance-based budgeting, rewarding programs that
achieve results and penalizing those that do not. '
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It should be noted, however, that the relationship between program performance indicators
and budget decisions is neither simple nor straight-forward. Poor results may, for example,
reflect the extent of the problem being addressed rather than inadequacies in the program,
indicating a need for more rather than less resources. Alternatively, performance data may
be more relevant to choosing among program alternatives than to establishing overall funding
levels for a program area. Placing too much emphasis on narrowly-defined performance

indicators in budget decisions could also distort the objectives being sought and the data

being reported. More generally, performance-based budgeting raises difficult questions—-not
fully addressable here--about how various program objectives, performance levels, funding
categories, and budget time frames should be inter-related.

IMPLICATIONS FOR CONGRESS

Good program performance information is just as essential to good Congressional oversight
as it is to good agency management. Just as well articulated program objectives and
performance indicators can help top agency executives focus on "managing for results,” s0 too.
can they help Congress focus its oversight more strategically on agency policies, objectives,
and achievements. Indeed, just as top executivies can use performance indicators as a basis
for clearer management contracts with subordinates, Congress could also use well defined
strategic objectives and performance indicators as a basis for management "contracts” with
agencies. Moreover, by clearly defining strategic performance expectations, and by reducing
requirements for most operational performance reporting except in cases of program failure,
Congress can greatly enhance its ability to assess major program and policy issues- while
reducing its need for operational "micromanagement.”

Improved "performance management" by agencies is not, however, likely to happer on its
own. One of the key findings of the GAQ’s General Management Reviews (GMRs) is that
substantial performance information gaps exist in nearly every agency studied. Even more
disturbing, the GMR’s found that performance objectives in most agencies were themselves
unclear, contradictory, ambiguous, and poorly related to program activities. Legislation
requiring clearer program performance objectives and reporting would take an important first -
step towards filling this management need. Congressional involvement would likely be
essential not only in helping to delineate program indicators, but also in helping to clarify
the "strategic objectives” that these indicators are intended to reflect.

Program objectives and performance indicators are inextricebly linked. Program objectives
without corresponding performance indicators provide no basis for accountability, while-
indicators without accompanying program objectives remain empty promises. As the nation’s
highest policy and program overseer, Congress has a particularly critical role in working with -

.top agency managers in defining key strategic objectives and corresponding performance

indicators--the highest level results for which the agency will be held directly accountable.
Congress also has a central role to play, particularly given resource limitations, in helping

agency executives prioritize their objectives and make trade-offs among objectives that

conflict.

Tt is strategic obj éctives, more than the historical peculiarities of agency structure, that define
the core programs for which the agency would be held responsible. Once these strategic
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objectives are clarified, lower-level performance indicators, while sometimes technically
difficult to collect, are much easier to define.

By requiring agencies to develop, in consultation with relevant Congressional committees,
clearer strategic objectives and performance indicators, Congress could provide the basis for
more explicit performance "contracts” between itself and the Executive. Such “contracts”
could also belp distinguish information needed to meet internal managment and external
accountalnhty concerns.. Just as important, by reorienting agency executives towards

"managing for results,” such legislation would begin to revolutionize the meaning of "quahty"
in federal program administration.

IMPLICATIONS FOR THE GACO

An emphasis on "managing for results” also has a direct relevance to GMR’s and other: GAO

activities. Certainly, helping agencies d<lineate clearer strategic objectives and performance

indicators has already been an important part (though sometimes phrased in other terms)

of most GMRs. However, a mors explicit focus on such strategic "performance management"

issues, could define a much clearer framework for future GMR activities. In addition to

clarifying agency-wide goals, this might involve assessing the adequacy of "objective tress"
and "performance indicators” for particular agency programs, assessing the correspondence

of financial and program information, assessing the adequacy of performance information-
analysis and processing capabilities, ete.

Delineating clearer strategic objectives, performance indicators, and program logics could also
define the key issues and criteria for GMR follow-on activities. Indeed, a clearer delineation
of these strategic "performance management" concerns, might well define a con’inuing -
framework that would better link the entire range of the GAQ’s audit, evaluation, and GMR
activities within an agency over time.

OBSTACLES TO STRATEGIC MANAGEMENT

We should not underestimate how difficult the transition to more strategic, performance-
oriented management will be for many federal agencies. To be both relevant and practical,
objectives and indicators must reflect a convergence between policy goals and operatmnal
program realities. This will require a collaborative "top down" and "bottom up” effort by
managers at all organizational levels. And, a number of potentially serious roadblocks will
have to be avoided before federal agencies will be able to manage more successfully for
results.

Disagreemients about Purposes and Goals:

Programs sometimes lack well defined strategic objectives because senior policy-makers are
unable to agree on what their purposes and goals should be. Are foreign aid programs
primarily expected to improve the well-being of people in developing countries or to advance
U.S. national security interests? Are defense procurements intended to improve military
readiness or to provide employment in key consituencies? Are school feeding programs
created to avert hunger, improve school performance, or provide an income transfer to poor
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families? Should customs inspections be designed to facilitate international trade or to police
illegal imports and exports?

Performance indicators provide the clearest guidance for management action when they
embody a linear program logic reflecting clear program priorities. The real world, however,
18 rarely so clear, and programs often encompass multiple and conflicting objectives. While
it is difficult to portray multiple purposes within a single objective tree, it may sometimes be
possible to define parallel objective trees reflecting these multiple purposes. Such
performance data could then be useful in making decisions that reflect trade-offs among
competing objectives, particularly when such objectives can be prioritized or weighted.

It is more difficult to deal with disagreements about goals when such goals are truly
incompatible or mutually exclusive. Such disagreements may ultimately need to be resolved
through political decisions by senior policy-makers or the Congress. Unfortunately,
ambiguities about program objectives may themselves be politically desirable. In such cases,
delineating useful performance indicators could prove quite difficult.

Lack of Cofrespondence Between Objectives and Programs:

According to the old adage, "if you don’t know where you are going, any road will take you
there." Without a clear understanding of what it is we are trying to achieve, it is impossible
to define a program strategy, an appropriate set of program activities, or useful indicators
of program performance. Indeed, in the absence of clear objectives, the arbitrary choice of
"indicators” may implicitly define objectives that are inappropriate or unatiainable.

But just as programs without corresponding strategic objectives provide no basis for
accountability, strategic objectives that are not linked to real program activities remain
empty promises. Strategic objectives need to be grounded in a logical structure of program
activities that defines meaningful indicators at all management levels.

Working to the Measures:

Performance indicators are more useful for judging the performance of programs than for
judging the performance of managers. Programs may fail because they lack sufficient
resources, reflect inappropriate policies, face unanticipated external conditions, or for any of
a variety of resasons. Managers should be held accountable for obtaining and using program
performance data, for understanding why their programs are succeeding or failing; and for
making appropriate changes to help their programs work better. Managers should, in'other
words, be responsible for managing for results, but not necessarily for results as such.

Linking personnel and budget decisions too closely to program performance can potentially
corrupt the measures being reported or the objectives being sought. If managers know they
will be judged on narrowly defined performance criteria, they will make sure, one way or
another, that indicators come up right. This may involve outright dishonesty--keeping two
sets of books--or merely too much emphasis on inappropriate program activities. One
shouldn’t forget the proverbial Russian tocl factory that only made penny nails when its
managers discovered that their performance ratings would be based on the number of items
produced. Particularly if objectives are poorly defined, too much emphasis on performance
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indicators may encourage risk-averse managers to implement only those activities they are
sure will succeed.

CONCLUSIONS

The concern with measuring program performance and using performance information in
management decisions is certainly not new. Programming, planning, and budgeting systems;
management by objectives; and other performance management approaches have been tried
by federal agencies before and have, for the most part, not lived up to their expectations.
What, then, are the grounds for optimism that current efforts will be imore successful?

For one thing, performance management appears to be an idea whose time has come. The
budget deficit, funding caps, and the need to make hard program and policy trade-offs has
placed a2 premium on good performance information and made it much more relevant to
decisicns that now have to be made. Secondly, there appears to be clear Congressional
recognition that more micro-management will be counter-productive, but a continuing need .
for the kind of accountability that performance indicators can help fulfill. Finally, there is

- a growing awareness that quality management can only be based on well-defined objectives
and measurable achievements.

Even more important, performance information is now seen more clearly as part of a strategic
management process, rather than as a mechanical programming and budgeting tool.
Defining objectives and indicators is inexorable intertwined with the delineation of programs
and strategies--a collaborative process involving all levels of program management.

There seems little doubt that federal agencies will be required to develop some kind of
program performance indicators. The issue is doing it right, in a way that really improves
the quality of federal services. The challenges are great, but the costs of not meetmg these
challenges are greater still.
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Annex [

INDICATOR TYPOLOGY

Cause and Effect Hierarchy

Inpats _
——— Efficiency
Outputs -

Effectivieness
QOutcomes =
—=— Relevance
Impact
r——— Sustainability
Significance —

Explanatory Approachs
-- Analysis of Linkages
-- Analysis of Assumptions

-- Analysis of Environment

Program Types

o Service

o Police/Defense

o Intergovernmental
o Regulatory

0 Funding/Granting

o Policy
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Indicator Levels
Operational/Implementation
Operational/Management

Senior Program Management

Top Agency Mznagement/
Congress

Activities
Programs

Strategies

Policies
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