
REMARKS BY ELMER B. STAATS 
COMPTROLLER GENERAL OF THE UNITED STATES q93 

TO THE CONSTRUCTION INDUSTRY G *  
MANUFACTURERS ASSOCIATION 3 I/ 

HOUSTON, TEXAS 

NOVEMBER 1 0 ,  1978 

[THE WORK OF THE COMPTROLLER GENERAL 
AND HIS ASSISTANCE TO THE CONGRESSJ 

I am honored to have been invited to address your annual 

meeting here in Houston on how the work of the United States 

General Accounting Office, which I head, contributes to greater 

economy, efficiency, and effectiveness of Federal programs. 

GAO was established by the Budget and Accounting Act of 

1921. Since that time GAO has changed from a financial audit 

agency--doing practically all of its audit work at the GAO 

headquarters building in Washington, examining vouchers shipped 

in and keeping various appropriation accounts--to a principal 

source of information and advice to the Congress. 

The Budget and Accounting Act of 1921 insulates the 

Comptroller General against outside pressure or influence with 

a nonrenewable 15-year appointment by the President and con- 

firmation by the Senate. Once in office, the Comptroller 

General can be removed only by the Congress, for cause, and 

this has never happened. These, and other provisions of the 

law, go far to guarantee a Comptroller General's independence 

in office, and likewise GAO's. 



Broadly speaking, the objectives of GAO cannot be separated 

from the Congress' needs for information and advice in carrying 

out its legislative and oversight or review responsibilities. 

To do this, the Congress requires reliable data on how the 

departments and agencies operate; this the Comptroller General 

endeavors to provide. 

Today GAO's authority has been broadened and deepened by 

many laws; the 1921 Act, though basic, was but a beginning. 

We have a staff of somewhat more than 4,000 professionals 

drawn from many desciplines--accounting, law, engineering, 

systems analysis, economics, business administraiton, and many 

others. About half of the staff is situated in Washington, 

D.C.; the other half is scattered in 15 regional offices and 

four small offices in Europe, the Orient, and in Latin America. 

People sometimes overlook the fact that the Federal Government 

carries on its business in many places throughout the country 

and overseas, as well as in Washington. We attempt to place 

our staff "where the action is" whenever possible. 

CONGRESSIONAL BUDGET 
AND OVERSIGHT REFORMS 

Our present role was shaped largely by the concerns of 

the Congress about its own ability to control the programs and 

budgets it was asked to approve. Those concerns culminated 

recently in a very significant change in the congressional 

budget process. 
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In the early 1970s, the Congress was stirred to reassess 

its role in setting Federal budget priorities by; (1) the 

sharply increased outlays for defense and social programs, 

( 2 )  a series of major Presidential impoundments of funds for 

programs the Congress especially wanted carried out, ( 3 )  the 

realization that a larger portion of the budget was not subject 

to appropriation control, and ( 4 )  the painful act of frequently 

raising the debt ceiling, a debt which has increased from $382 

billion to $875 billion in just 10 years. 

Congress, in July 1974, enacted the Congressional Budget 

and Impoundment Control Act of 1974. Budget committees were 

established in each House. Early in each session all congres- 

sional committees review the President's budget proposals for 

the next fiscal year and submit their views to these House 

and Senate Budget committees. 

The budget committees, considering the overall economic 

situation and the views of the committees and the President, 

then recommend to the House and the Senate overall revenue 

spending and debt targets, and targets f o r  each of the budget 

functions such as national defense, energy, health, and trans- 

portation. 

House, then brought into agreement between the House and the 

Senate through the normal legislative conference process. 

These recommended levels are acted on by each 

3 



A s  Congress  ac t s  on s p e n d i n g  b i l l s  f o r  i n d i v i d u a l  

d e p a r t m e n t s  and a g e n c i e s ,  it k e e p s  score a g a i n s t  i t s  t a rge t s  

Any b i l l  t h a t  would t a k e  Congress  o v e r  one  of i t s  t a r g e t s  is 

s u b j e c t  to s p e c i a l  p a r l i a m e n t a r y  p r o c e d u r e s ;  t h u s ,  Congress  

c a n  go over a t a r g e t  b u t  it c a n  o n l y  d o  so knowingly.  

I n  September ,  t h e  Congress  r e v i e w s  t h e  s p e n d i n g  a c t i o n s  

it has t a k e n  and sets f i r m  c e i l i n g s  o n  the  budge t  t o t a l s  and 

e a c h  of t h e  budge t  f u n c t i o n s  i n  a n o t h e r  c o n c u r r e n t  r e s o l u t i o n ,  

which, t o g e t h e r  w i t h  t h e  i n d i v i d u a l  d e p a r t m e n t s '  and a g e n c i e s '  

s p e n d i n g  a c t s ,  compr i se  t h e  F e d e r a l  budge t  f o r  t h e  n e x t  f i s ca l  

year. 

Today, t h e  Congres s  is i n  t h e  f o u r t h  y e a r  o f  o p e r a t i n g  

s u c c e s s f u l l y  u n d e r  t h e  d i s c i p l i n e  of t h e  Budget A c t  process. 

T h i s  ref lects  a s t r o n g  commitment by t h e  c o n g r e s s i o n a l  leader- 

s h i p ,  t h e  budge t  committees, and t h e  Congress  as  a whole t o  

make t h e  process work, and f o r  t h e  m o s t  p a r t  i t  has worked. 

T h i s  y e a r  t h e  Congres s  h a s  s e t  s p e n d i n g  c e i l i n g s  t h a t  

are  w e l l  below t h e  P r e s i d e n t ' s  r e q u e s t e d  leve ls .  The major 

s t r a i n s  have  been  o v e r  t ough  n a t i o n a l  p o l i c y  i s s u e s  t h a t  

would h e a v i l y  s t r a i n  a n y  p r o c e s s :  Defense v s .  social  program 

s p e n d i n g ,  whether  F e d e r a l  t a x  credi ts  s h o u l d  b e  p r o v i d e d  fo r  

e d u c a t i o n  costs, and t h e  l eve l  of Federal s u p p o r t  f o r  a g r i -  

c u l t u r e .  
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To t h e  e x t e n t  t h e  process helps Congress f o c u s  on  major 

p o l i c y  i s s u e s  and  t h e i r  b u d g e t a r y  impacts, t h e  process is 

working. As a result  I believe there is also a great deal 

more u n d e r s t a n d i n g  of t h e  interest  i n  t h e  budge t  process by 

Members of t h e  Congres s ,  t h e  news media, and t h e  p u b l i c .  

We c a n  d i s a g r e e  w i t h  t h e  resul ts ,  b u t  t h e  p rocess - i s  log ica l ,  

order ly ,  and a g r e a t  improvement o v e r  t h e  o l d  sys tem.  

As I ref lect  on t h e  c u m u l a t i v e  effect  of t h e  v a r i o u s  

reforms i n  t h e  pas t  f e w  decades i n  t h e  Federal e x e c u t i v e  

and  l e g i s l a t i v e  p r o c e s s e s  f o r  s e t t i n g  n a t i o n a l  budge t  prior- 

i t i e s  and assess o u r  p o s t u r e  i n  t h e  l a t e  1970s, I b e l i e v e  

w e  have  e s t a b l i s h e d  a f a i r l y  s t r o n g  i n s t i t u t i o n a l  base .  

However, many i n d i v i d u a l  s u p p o r t s  need t o  be s h o r e d  u p  t o  

assure t h a t  t h i s  progress is s u s t a i n e d .  F o r  example: 

--Over t h e  pas t  f e w  y e a r s  t h e r e  h a s  been  a major i n c r e a s e  

i n  a c t i v i t i e s  t h a t  are  n o t  r e f l e c t e d  i n  t h e  budge t ,  

i n c l u d i n g  g u a r a n t e e d  and i n s u r e d  l o a n s ,  i n t e r e s t  

s u b s i d i e s ,  t a x  e x p e n d i t u r e s ,  and e n t i t i e s  s u c h  a s  t h e  

Postal  S e r v i c e  and t h e  Federal F i n a n c i n g  Bank. They 

are  n o t  i n  t h e  b u d g e t ,  because t h e r e  h a s  been  enough 

p r e s s u r e  t o  keep them o u t ,  t h u s  a v o i d i n g  t h e  c a r e f u l  

s c r u t i n y  o t h e r  programs r e c e i v e .  

--We need t o  p a y  more a t t e n t i o n  t o  t h e  l o n g  r a n g e  budge t  

The P r e s i d e n t ' s  a d o p t i o n  i m p l i c a t i o n s  of o u r  a c t i o n s .  
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of a 3-year planning period is a good start. 

experience, I would like to see even longer projections-- 

for 10 or 20 years, and for some programs even longer-- 

estimating ranges of costs and possible accomplishments. 

As we gain 

--We need better and more consistent ways to estimate 

budget costs. 

--We need better ways to monitor and report agency perfor- 

mance against budget plans. We simply don't have this 

discipline developed in the way most profit-making 

organizations have found essential. 

--We have a lot to learn about how to evaluate Government 

programs and how to use these evaluations in deciding 

national policy issues. 

I testified on four separate occasions in support of this 

new process. Since 1974 GAO has contributed to the process of 

reform in other ways, ranging from our reports on individual 

programs to our recommendations for improving the general flow 

of information to the Congress; from our decisions about the 

legality of spending, or not spending money, to advice about 

how to improve the oversight process. More recently, growing 

out of our efforts to improve the q;ality and usefulness of 

program evaluation, we have been helping the Congress develop 

what is called "sunset" legislation. Under this concept, 
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programs would automatically terminate unless the Congress 

acted to continue them. 

FEDERAL EXPENDITURES 
AND HOW THEY ARE AUDITED 

Total Federal expenditures fo r  fiscal year 1978, which 

ended last September 30 are estimated to have been about $ 4 6 0  

billion. I think you will agree that no single audit organi- 

zation could very efficiently examine all the centers of 

government decision and control over the spending of that much 

money. As a matter of fact, a large portion of the final 

payments to accomplish the purposes of many Federal programs 

are not made by Federal officials at all. 

Federal financial assistance to State and local Governments 

in 1978 was estimated to be over $80 billion. That money was 

in support of over 1,000 Federal programs administered by 52 

Federal agencies in grants to the 50 states, about 3,000 

counties, and nearly 90,000 cities and towns. 

H o w ,  then, do we attempt to impose reasonable accounting 

and auditing controls over these enormous expenditures managed 

by thousands of organizational entities at every level of govern- 

ment? We do it by setting standards f o r  accounting controls and 

auditing, and by a division of labor among auditing authorities. 

The Federal Government must r e l y  to a large extent on 

State and local government auditors and private firms who audit 
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these programs. I mentioned t h a t  t h e  F e d e r a l  Government paid 

o u t  o v e r  $80 b i l l i o n  t o  t h o s e  l e v e l s  of government l a s t  y e a r .  

You are  f a m i l i a r  w i t h  one  of t h e  l a r g e s t  of t h e s e ,  t h e  Federal 

highway programs a g g r e g a t i n g  a b o u t  $7  b i l l i o n  a y e a r .  

t h e  highway c o n s t r u c t i o n  c o n t r a c t s  are  awarded by S t a t e  and 

All 

local  a g e n c i e s .  The i n t e r n a l  a u d i t o r s  of t h e  F e d e r a l  Highway 

A d m i n i s t r a t i o n  r e v i e w  t h e  d i s b u r s e m e n t  of f u n d s  t o  t h e  S t a t e s  

i n  acco rdance  w i t h  Federal l a w  and r e g u l a t i o n s  b u t  r e l y ,  w i t h  

some checks and t e s t i n g ,  on t h e  S t a t e  a u d i t o r s  t o  examine 

t h e  award and a d m i n i s t r a t i o n  of t h e  c o n s t r u c t i o n  c o n t r a c t s .  

The d i s b u r s e m e n t s  f o r  a l l  o t h e r  Federal g r a n t  programs are  

s i m i l a r l y  a u d i t  l o c a l l y ,  u n d e r  Federal  r e g u l a t i o n s  and s t a n d -  

a r d s  and w i t h  o v e r s i g h t  by t h e  Federal i n t e r n a l  a u d i t o r s .  

AUDIT BY GAO 

O u r  p r i m a r y  ro l e  is t h e  a n a l y s i s - - o r  i f  you p r e f e r  aud i t - -  

of Federal programs t o  d e t e r m i n e  whe the r  money can be saved ,  

s e r v i c e s  performed more e f f i c i e n t l y ,  and o b j e c t i v e s  a c h i e v e d  

a t  t h e  lowest cost. W e  are  r e q u i r e d  by law t o  a u d i t  period- 

i c a l l y  a l l  Government C o r p o r a t i o n s ,  such  a s  TVA, t h e  F e d e r a l  

Deposit I n s u r a n c e  C o r p o r a t i o n ,  Federal  H o m e  Loan Bank Board, 

and many others. Some l e g i s l a t i o n  s p e c i f i c a l l y  d i r ec t s  u s  t o  

e v a l u a t e  o r  a u d i t  spec i f ic  programs o r  a c t i v i t i e s  and report  

t o  t h e  Congress  by a g i v e n  date.  - C o n g r e s s i o n a l  committees 
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and individual members request us to look into a great variety 

of Federal operations of particular concern to them. 

Our work on specific requests from the Congress takes 

Finally, on our about 35 percent of our total staff time. 

own initiative, we review as many of the key Federal programs 

and activities as we can, in accordance with an organized 

plan of priorities. In 1977 we issued over 1,000 reports. 

Its 

The.extent to which it is successful in 

GAO has no power to enforce its recommendations. 

work is advisory. 

bringing about improvements depends basically on the adequacy 

of its factual analysis, the persuasiveness of its findings 

and recommendations, and the support its reports receive from 

the Congress, the press, and the public. 

As you can well imagine, the agencies don't always agree 

with our conclusions and recommendations, nor does the Congress. 

But we have encouraging results--you might say a fairly good 

batting average. 

work can not be measured in dollars, but many can. 

Most of the improvements resulting from our 

In fiscal year 1977 we estimated that the measurable 

savings from our work amounted to approximately $5.6 billion. 

Here are a few examples. 

--We reviewed and analyzed the method of setting pay scales 

for Federal white-collar employees, which is based on 

the principle of comparability with pay in the private 
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sector for similar j o b  classifications. We concluded 

that the range of jobs and firms sampled for this 

purpose did not truly represent the average scales to 

pay in the private sector and other pertinent employ- 

ment markets. The adoption of the factors we recom- 

mended for this purpose will save an estimated $ 3 . 5  

billion annually. 

--We had questioned for some time the extra 1 percent 

factor included in the automatic cost-of-living adjust- 

ment in Federal retirement pay. Congress had introduced 

the extra 1 percent to account for the further increase 

of inflation between the effective date of determining 

the semi-annual increase and the date when retirees 

actually received the first increased retirement check. 

We found that after some years the cumulative effect 

of this extra "kicker" had increased retirement pay 

well above the increase in the cost-of-living. Congress 

adopted o u r  recommendation to eliminate it, with savings 

of about $230 million a year. 

--We audit Department of Defense sales of military equip- 

ment and supplies to foreign Governments. By agreement, 

Defense is supposed to charge the foreign government fo r  

transportation, administrative, and sales expenses, in 

addition to the cos t  of the basic items. Among the 
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expenses incurred by Defense that it was not recovering, 

was a substantial amount for packing, transportation, 

and handling of shipments. As a result of our work on 

these costs for the House Appropriations Committee, the 

Congress reduced Defense's fiscal. year 1978 appropriation 

request by over $200 million, representing the cost of 

those services that should be charged by Defense to 

foreign governments. 

--Some years ago we pointed out to the Treasury that the 

United States was holding unnecessarily large balances 

in non-interest-bearing tax and loan accounts with com- 

mercial banks. The Treasury has now changed its policy 

and has reduced the average balances in commercial banks 

from about $ 6  billion in 1972 to about $1.5 billion. We 

estimate that Federal Reserve Banks now earn the Treasury 

about $140 million a year in interest. 

CONSTRUCTION IN THE BUDGET 
OF THE UNITED STATES 

Now I would like to turn to Government programs that more 

directly affect the construction industry. The two principal 

programs are 

--the construction of facilities owned by the Federal 

Government; and 

--grants for construction of facilities owned by State, 

local, or private entities. 
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T o t a l  Fede ra l  expend i tu re s  f o r  p u b l i c  works i n  F i s c a l  

Year 1978 were about  $ 9  b i l l i o n ,  about $2 .3  b i l l i o n  f o r  

m i l i t a r y  f a c i l i t i e s  and n e a r l y  $7 b i l l i o n  f o r  c i v i l  works. 

The t o t a l  expend i tu re s  for S t a t e - l o c a l  g r a n t  programs t o  

f i n a n c e  c o n s t r u c t i o n  were much l a r g e r ,  an  e s t ima ted  t o t a l  i n  

f i sca l  y e a r  1978 of about  $20 b i l l i o n .  

A l toge the r ,  t h e n ,  when w e  t a l k  about  c o n s t r u c t i o n  f inanced  

by t h e  Federa l  Government, i t  is a $30 b i l l i o n  a y e a r  t o p i c .  

The s u b j e c t  i s  t h e r e f o r e  one of  cons ide rab le  i n t e r e s t  t o  GAO. 

L e t  me f i r s t  t a k e  up o u r  o v e r s i g h t  of  c o n s t r u c t i o n  g r a n t  

programs. Independent ly ,  w e  review t h e  o b j e c t i v e s  o f  these 

programs, Fede ra l  agency cont ro ls  o v e r  t h e  c o n s i d e r a t i o n  of  

a p p l i c a t i o n s  and t h e  award o f  g r a n t s ,  t h e  t y p e s  of g r a n t  agree-  

ments e n t e r e d  i n t o  by Fede ra l  agenc ie s  w i t h  local  p o l i t i c a l  

bodies ,  and t h e  r e su l t s  be ing  obta ined  from t h e  g r a n t  expendi- 

t u r e s .  W e  i n q u i r e  i n t o  s u c h  q u e s t i o n s  as  

--Whether F e d e r a l  agenc ie s  assure themselves  t h a t  t h e  

scope of p r o j e c t s  proposed a r e  reasonable ,  w e l l  j u s t i -  

f i e d ,  and b e s t  designed t o  meet t h e  o b j e c t i v e s  of t h e  

g r a n t  program; 

--Whether l o c a l  c o n t r a c t i n g  o f f i c i a l s  are  governed by 

procurement r e g u l a t i o n s  of a h igh  s t anda rd  w i t h  respect 

t o  compet i t ion ,  openness of awards, a v a i l a b i l i t y  of 

c o n t r a c t o r s '  records f o r  a u d i t ,  etc.; 
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--Whether reasonable progress been made in meeting the 

grant program objectives. For example, after the 

expenditure of several billions of dollars, is the 

Nation's water significantly cleaner; do we have a 

better highway system; and are the local mass transit 

systems relieving traffic congestion? 

We give Federal public works even more attention. We 

continue to rely primarily on internal auditors to audit cost- 

type construction contracts and change-orders, and to monitor 

the adherence by contracting officials and other personnel to 

procurement regulations and payment controls. We do some spot 

checking of these contracts, particularly for large projects, 

but we could not possibly do the entire job. The Department 

of Defense alone currently has over 2,000 active contracts 

for new construction. 

A few examples of our work may be of interest. Let me 

start with a relatively simple one. 

analyzed 3 years of GSA contract awards fo r  construction and 

major repairs of buildings. 

extent of competition was questionable, noting that: 

A few months ago we 

Our analysis showed that the 

--About 13 percent of the contracts were awarded by nego- 

tiation rather than on the basis of sealed bids in re- 

sponse to formal advertising. 
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--Over 20 percent of the formally advertised contracts 

and 40 percent of the negotiated were awarded after 

receiving only 1 or 2 bids or responses. 

--About two-thirds of the negotiated awards were justi- 

fied on the basis of an emergency, not allowing time 

€or formal advertising. 

As a result of our report, GSA's Office of Investigations 

has begun an inquiry into some of the more questionable awards, 

and the controls necessary to assure adequate competition, thus 

restricting negotiated awards to clearly justified situations. 

At the request of the House Appropriations Committee, we 

have reviewed annually the request of the Navy for funds to 

construct facilities at the Trident Submarine Base in Bangor, 

Washington--a total planned program of over $600 million. We 

assisted the committee to sort out projects that could be 

eliminated, reduced in scope, or postponed to conform with 

delays in the production of the submarines. In the past 3 years 

our work resulted in reducing Trident appropriation requests by 

a total of $10 million of projects eliminated or reduced, and 

$ 4 0  million of projects postponed. 

GAO did much to focus attention on the rapidly deteriorat- 

ing Federal highway system in a report to the Congress last 

year. The Nation's investment in this system now totals about 

$76 billion. Part of the problem stems from the shortage of 

maintenance funds in the States but it also stems from the 
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f a c t  t h a t  f ede ra l ly  prescribed ma in tenance  s t a n d a r d s  f o r  t h e  

States  have  n o t  been  deve loped  by t h e  Federal Highway Admin- 

i s t r a t i o n  n o r  h a s  t h e  A d m i n i s t r a t i o n  developed  c r i t e r i a  f o r  

u s e  by i t s  e n g i n e e r s  when i n s p e c t i n g  fo r  adequacy  of main tenance .  

A l s o ,  l a s t  y e a r  w e  rev iewed 48 m u n i c i p a l  waste t r e a t m e n t  

f ac i l i t i e s  which r e c e i v e  f i n a n c i a l  a s s i s t a n c e  from t h e  Environ-  

men ta l  P r o t e c t i o n  Agency, p o i n t i n g  o u t  t h a t  f u n d s  had been  

wasted because  of o v e r l y  elaborate and c o s t l y  e s t h e t i c  f e a t u r e s ,  

p o o r l y  d e s i g n e d  f a c i l i t i e s  which would  n o t  p roduce  a d e q u a t e  

. t r e a t m e n t ,  s e r i o u s  cost o v e r r u n s ,  and  i n f e r i o r  workmanship. 

I n  r e c e n t  y e a r s ,  w e  have  g i v e n  a t t e n t i o n  t o  many s a f e t y  

programs, i n c l u d i n g  reports o n  t h e  highway c o n s t r u c t i o n  zone 

s a f e t y ,  r a i l - c r o s s i n g  s a f e t y ,  and u n s a f e  b r i d g e s ,  a l l  re la ted 

of c o u r s e  t o  t h e  F e d e r a l  a i d  highway g r a n t  program. 

A d i f f e r e n t  s a fe ty  i s s u e  h a s  invo lved  i n  a report  w e  

i s s u e d  l a s t  y e a r  e n t i t l e d  " A c t i o n s  Needed t o  I n c r e a s e  t h e  Safe- 

t y  of D a m s  B u i l t  by t h e  B u r e a u  of Reclamat ion  and t h e  Corps of 

Eng inee r s . "  T h i s  r e v i e w  arose o u t  of t h e  d i s a s t e r  of t h e  Te ton  

Dam which c o l l a p s e d  i n  1976.  With t h e  he lp  of a number of 

e x p e r t s ,  w e  were able t o  a d v i s e  t h e  Congress  t h a t  t h e  d e s i g n  

practices used by t h e  Bureau of Reclamat ion  were q u e s t i o n a b l e ,  

d i d  n o t  u t i l i z e  a n  i n d e p e n d e n t  review p r o c e s s ,  and d i d  n o t  

implement t h e  des igner ' s  i n t e n t .  We a l s o  found t h a t  t h e  dam 

had been b u i l t  w i t h o u t  any  e f f e c t i v e  emergency p l a n .  
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S t i l l  a n o t h e r  t y p e  of u n d e r t a k i n g  w a s  t h e  s t u d y  on 

computer-aided b u i l d i n g  d e s i g n  i n  which w e  were a t t e m p t i n g  t o  

e s t a b l i s h  t h e  e x t e n t  t o  which computer  t e c h n o l o g y ,  which h a s  

deve loped  rap id ly  i n  t h e  pas t  decade ,  c a n  improve t h e  way 

b u i l d i n g s  are d e s i g n e d  and c o n s t r u c t e d .  The Federal Government 

of course h a s  a d i r e c t  i n t e re s t  i n  how i t s  own b u i l d i n g s  and 

o t h e r  s t r u c t u r e s  are d e s i g n e d  and b u i l t ,  b u t  w e  t h i n k  t h e  

Federal Government also h a s  a n  i n t e r e s t  i n  how S t a t e  and local  

f u n d s  are  u t i l i z e d  f o r  c o n s t r u c t i o n .  W e  have  much t o  l e a r n  

from t h e  e x p e r i e n c e  of o the r  c o u n t r i e s  and p l a n  t o  c o n t i n u e  

a n  a c t i v e  program i n  t h i s  area. 

A r ev iew of great  i n t e r e s t  t o  a l l  of u s  concerned  w i t h  

t h e  cost of h o u s i n g  w a s  a r e p o r t  w e  i s s u e d  i n  May on  "Why A r e  

N e w  House Prices So High,  H o w  A r e  T h e y  I n f l u e n c e d  by Government 

R e g u l a t i o n s ,  and  Can Prices B e  Reduced?'' Some of t h e  answers  

t o  t h i s  q u e s t i o n  have  been  w e l l  d i s c u s s e d  b u t  w e  wanted p a r t i -  

c u l a r l y  t o  p o i n t  o u t  t h a t  l o c a l  government r e g u l a t i o n s  for  l a n d  

development  and h o u s i n g  c o n s t r u c t i o n  i n  many communit ies  may be 

a l l  o u t  of p r o p o r t i o n  t o  t h e i r  i n t e n d e d  b e n e f i t .  

I n c r e a s i n g  U.S.  e x p o r t s  is a major g o a l  today--one t h a t  

requires t h e  Government and  i n d u s t r y  t o  work t o g e t h e r .  GAO 

is  g i v i n g  p r i o r i t y  a t t e n t i o n  t o  t h i s  i s s u e .  An example of 

o u r  r e c e n t  work i n v o l v e s  e x p o r t  l i c e n s i n g .  
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Government administration of export licensing is potentially 

damaging to the export business because management is spread 

among many agencies. This results in lack of accountability 

and delays and uncertainties in decisionmaking which can cause 

exporters to lose  sales--even if the license is subsequently 

approved. To increase accountability, we have recommended to 

the Congress that license management responsibility be con- 

centrated in the Department of Commerce. We also suggested 

that a high level multiagency committee should be established 

to develop an export control policy which balances national 

security, foreign security or trade policies, and international 

trade policies. 

We expect to testify at hearings which will be held early 

next year on revisions to the Export Administration Act, and 

are continuing to evaluate various aspects of U . S .  export 

control policy and practices, such as U . S .  participation in 

multilateral controls, and compliance with controls. 

In 1976 the Congress substantially reduced a long-standing 

tax incentive for citizens employed abroad. At that time there 

was a high degree of uncertainty as to what the loss of this 

incentive would mean to individuals, firms, and the U.S. economy. 

To find out, GAO surveyed nearly 400 U . S .  citizens working in 

11 countries and about 180 U.S. firms employing Americans abroad. 
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We found widespread concern, including estimates that the tax 

change would 

--result in at least a 5 percent reduction of U . S .  

exports, 

--cause companies to reduce the number of American 

employees abroad in response to higher costs, and 

--prompt the return home of the large number of 

employees. 

The greatest impacts were expected to occur f o r  companies and 

employees located in high cost areas, such as the Middle East. 

Among the firms, the potential impact was considered greater 

for those in the building and construction industries because 

of their heavier reliance on American employees. 

Based on our work in this area, GAO urged that considera- 

tion be given to continuing some type of incentive, at least 

until more effective policy instruments f o r  promoting exports 

and commercial competitiveness abroad are identified and imple- 

mented. Now that we have the Foreign Earned Income Act of 1978, 

future GAO work will likely be directed to evaluating its 

impact--from the standpoint of the companies, the employees 

themselves, costs, and the potential need for future changes. 

The declining rate of productivity growth in the United 

States in a problem deserving immediate attention. Experience 

indicates that this problem will continue unless positive steps 
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are taken now. As we all know, the Federal Government has 

a pervasive impact on the Nation's productivity, both 

directly, through ongoing programs administered by various 

agencies, and indirectly, through taxes, subsidies, regula- 

tions, fiscal policies, and so forth. For these reasons, 

GAO has focused, and will continue to focus, on identifying 

ways the Federal Government can improve productivity--within 

its own operations, as well as in State and local governments, 

and in the private sector. 

Some major GAO efforts in this area include: 

"Manufacturing Technoloqy--A Changing Challenge to 

Improved Productivity." In this report, we concluded that 

the United States needs to make manufacturing productivity 

a national priority to remain internationally competitive 

and maintain strong industries. New technology can help, 

by increasing the productivity of industries that produce 

goods in small lots. Also, we can learn from foreign 

industrial nations about the ways they diffuse technolog- 

ical advances throughout their manufacturing bases. 

"The Federal Role in Improvinq Productivity--Is the 

National Center for Productivity and Quality of Working 

Life the Proper Mechanism?" We found the center was 

falling short as a means to accomplish productivity goals, 
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and that the Federal Government needed to increase its 

efforts to help counter the decline in the rate of 

productivity in the Nation. To do so, we concluded that 

the Federal Government needed a stronger continuing pro- 

gram in this area, and recommended that t h e  center's 

functions be assigned to existing agencies and that 

these agencies be given adequate funding and support. 

GAO is currently undertaking a number of studies concerned 

with productivity improvement, including: 

--The impact of Government regulations on productivity. 

--Comparison of the productivity of functions performed 

in both the private and public sectors. 

--The need and design of a national clearinghouse on 

productivity. 

--Case studies of productivity improvements in selected 

industries. 

Some economists believe that the economic outlook for the 

next decade depends largely on the growth rate of capital in 

the next few years. A faster rate of capital formation would 

tend to improve productivity and diminish the tendencies toward 

slower growth of real income and higher rates of inflation and 

unemployment. Some assert that the United States is currently 

accumulating capital at a rate which is historically low, low 
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relative to other developed countries, too low to promote ade- 

quate economic growth €or the future, and too low to absorb 

the growing labor force. To address these issues, we have 

undertaken a study of the role of government in providing 

incentives and disincentives for capital formation and how 

the rate of capital fomation affects such problems as infla- 

tion and unemployment. 

Concerns are being voiced increasingly in the Congress 

and elsewhere about the apparent decreased confidence in the 

government, particularly in the government's ability to make 

programs work effectively and to serve well those individuals 

and groups for which public funds are spent. If these concerns 

are valid, it is more important than ever before that the 

public be aware of the work of GAO as an organization which has 

as its principal concerns fiscal integrity and the economical 
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and effective management of governmental programs. GAO can 

play a part in overcoming these concerns. 

What can we conclude from'these all too brief remarks 

on the sometimes overlooked strengths of democratic government? 

Again, I do not wish to sound platitudinous. Let me leave with 

you something Winston Churchill said one day in Parliament in 

the 1950s: 

"Many forms of Government have been tried, and will be 
tried in this world of sin and woe . . . No one pretends 
that democracy is perfect of all-wise. Indeed it has 
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been said that democracy is the worst form of Government 
except all those other forms that have been tried from 
time to time." 

I have taken this time to describe the work of the General 

Accounting Office because this agency is one of the greater 

strengths of the Federal Government. It is important to 

remember also that the mere presence of an oversight agency 

such as GAO with the power to dig into problems and make them 

visible to the Congress and the public is an important asset 

to any government. 

Likewise I have discussed in some detail the budget reform 

that the Congress has imposed on itself to bring more control 

over annual appropriations, because this will bring greater 

strengths to the government in the future. 

We should remember that government, essentially, is people 

working for the public--some 3,000,000 Federal employees pro- 

viding services everyday. Not newsworthy are the day to day 

functions, from the lowiest orderly in a VA hospital to the 

nuclear physicist making technical gains in energy. Govern- 

ment being all-pervasive, any scandal in its ranks becomes 

notorious. When things go wrong in an agency--as presently 

in the General Services Administration, the Governmeht's house- 

keeper--the whole government comes under a cloud in the hinter- 

lands. This is understandable but unfair to the government and 

its workers and misleading to everyone. 
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