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MEMORANDUM FOR THE ASSISTANT SECRETARIES 
SOLICITOR 
COMMISSIONER OF LABOR STATISTICS 
DEPUTY UNDER SECRETARY FOR 

INTERNATIO AL AFFAIRS 

Subjeot : Applying the Building Block Concept in the 
Department of Labor 

For over a year, the Departments of Labor, Commerce and 
Agriculture have been working with the Office of Management 
and Budget in a pilot test of a concept designed to link t e 
now separate systems of planning, budgeting and execution . 
This lj.nk.age was to be forged by using the building block 
program as the common denominator of all these systems ; each 
building block being a real-world program--producing results , 
consuming resources, and operating un er the control of a 
r esponsible manager . In the Department of Labor , this test 
has been confined to t e Manpower Administration . Attached 
is a copy of the executive summary of t e report of the 
pilot test prepared by McKinsey and Company , consultants to 
the Office of Management and Budget . 

The Secretary, in a letter to the Director of the Office of 
Management and Budget dated February 1, 1971, endorsed t e 
objectives and major recommendations of the r eport and indicated 
that the Department would : 

1. Continue to deve op the concept in the Manpower 
Administrati?n , and 

2. Begin applying the concept to the p anning , b dgeting , 
and execution systems of the rest of the Department . 

As a next step, the ssistant Secretary for Policy Evaluation 
and Research and the ss · stant Secr_etary for Administration wi l 
analyze the present appropriation, act~v~ty an~ pro~a.m st~c­
tures in order to aim li1y them an ell.Illlnate inconsiste cies 
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among them, in line with the "building block" concept . he results 
of this review will be reported to t he Program Budget Review 
Committee before July 1, 1971 along with recommendations as to 
changes which might be incorporated early in the fiscal year 1973 
budget cycle . The report will also note those instances where the 
review indicates that additional time will be needed to develop 
recommendations . A final list of recommendations which will 
include t hese more difficult areas will be submitted to the PBRC 
prior to July 3, 1972 in order to be incorpor ated in the FY-1974 
budget cycle . 

Thia analysis will be conducted for the PBRC by r epresentatives 

' 

of AS/ PE&R and OASA with the sistance of MO r epresentatives . I 
Please designate a member of your staff to vork with the study 

· team and have that individual contact Mr . Tom O' Br ien (OASA) on 
extension 2277 , to arrange for participation by your office . 

In a r el ated development, the Legislat ive Reorganization Act of 1970 
requir es the Secretary of Treasury , Director of the Office of 
Management and Budget, and the Comptroller General to develop 
standard classifications for programs, activities , r eceipt s and 
expenditures . These two tasks will parallel each other to a 
large extent . The initial classifications are required by 
December 31, 1971 . The Department will be cooper ating in this 
effort . 

\ . 

Under Secretary of Labor 
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EXECUTIVE SUMMARY 

ST RE 

AND MANAGEME T IN THE FEDERAL GOVERNMENT 

OFF CE OF MA AGEMENT A D BUDGET 

The Office of Management and Budget (OMB), in conj nction w it 
McKinsey & Company, Inc ., has been ~t.udying ways to improve planning, bud­

The objectives of this study · geting , ;::.nd mana.gement in the federal gov ernment. 
h·ave been to: 

•.. __ , 

1. Integrate newer planning , programming , and budgetin g (PPB ) method s 
and the more traditional appropriation budgeting processes with each 
other and with internal agency management systems 

2.. Streng then depa r tment and OMB capability to perform program and 
budget reviews and analyses i n goal -oriented terms within and across 
agenc y lines 

3. Develop conc epts for information systems to support planning , budget ­
ing! a nd management processes , with particular emphasis on a p ro~_ 
gram progress reportin g system that provides periodic reports of 
program accomplishments and costs a gainst approved goals, objec ­
tives, and plans. 

The study team conducted pilot tests in three selected areas - Department of 
Commerce (Science and Techno ogy programs) , Department of Agriculture 

' . ~ural Housing program), and Department of Labor (Manpower programs). On 
"the basis of these in - depth examinations, recommendations were made in four 
major areas: 

~ Apino a che s to strengthening agency planning, budgeting, an~ man ag e­
ment systems 

~ Changes in OMB information r equirements imposed on the a gencie s 

~ Need s to s t r engthen internal OMB capability for using planning, bud­
_geting, and management information 

~ Pans for imp ement'ng the recommendat"ons • 

.i::..a.cn 01 ;nese areas is discus sed in tu rn be ow. 



7 1.e ?rincipai study recommendation is bat both traditional appropriation 
buc;,,e::n;; ar.' :l~wer prog · m budge ing processes shou d conform to the needs 
oi z.-::,'0.::. ~y ine manz.gement to ensure: ( ) planning, budgeting, and performance 
~i.e ..... su:..· ~ment are integral parts of ongoing agency management processes rather 
t:i.G.:l e~erna y ·mposed requirements incompatible with agency management 
n.::.;.cis, and, (2 ) management accountability for achiev·ng specified results within 
c..pproved resource evels is clear y identified . 

' 
To .implement this major recommendation; ·the 'study proposes a concept for 

p~;:;.n::.-.ing, budgeting, and management systems based on the development of a 
-·.::iear s;:atement of agency goals and objectives and the definition of bui ding block 
'- i;>:-og ·:a:ns specifically linked to agency goals and objectives . These programs 
-:..:: - :).: ; · a g~s of work activity under the control of an accountable manage r and 

· ..: ::s ~ ·.:-.e resources to produce tangible results that serve agency goals and ob ­
· ec t:v1::s. T e result ·ng hierarchy of goals, objectives, a nd b uilding block pro­

. ::; r ... s should rep ace existing program (PPB) structures, and should be 
i ::r~eg:-a~ed into appropriation structures by equating the appropriate level in the 
~-.c::::-archy to budget activities . 

The stuciy further recommends development of a family of integ rated infor ­
:71. <-t:.0r. systems - using the building block program as the common denominator -
;o :neet the planning;"' budgeting , and management needs of agencies. Specif­
ically, the study pro poses development of: 

j A planning and budgeting system that: 

- Requires justification of resource requests for build ­
ing block programs in terms of the goals and objec­
tives they serv e 

- Enables successive levels of management to mak~ ri 
tradeoffs among competing requests on the basis of 
priorities attached to goals and objective s 

- Permits selective examination of the base program 
as w el as the ann a budget increment 

- Results in approval of specific financial and nonfinan­

cial targets for each program 

~ A performance measurement system to assess progress toward me et ­
ing approved fina.nc ·a and non.financial targets 
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$" Account ·ng systems t at co ect costs for individual bui ding b ock 

programs . 

·.O:Vf B i\::'ORMAT ON 

T~e study recommends a sing e, stable system of OMB information require­
r..9nts to replace existing PPB and appropriation budgeting requirements. These 
OMB req·uirements shou d draw on information already used by agency manage­
ment, and should not create additional needs for•.information. . .. 

Specifically, the study proposes that: 

.· . . . 
.. · : . . ~ l. The hierarchy of agency goals, ob'jectives, and building block programs 

should be used as the basic structure of ·nformation submitted to OMB. 
To this end, OMB should assist agenci·es in developing their state­
ments of goals and objectives and in making the necessary changes to 

-.. . . 
.• .­

.• 

. existing program structures and budget activities . 

2. Concurrent y, OMB should develop a structure of goals and objectives 
that: (a) draws on the agencies' structures; (b) provides the basis for 
cross-agency review of similar programs; and (c) promotes consi~-. . 
t ency between agency and national goals. 

-.. 
3. Separate PPB and appropriation budget submissions should be aban­

doned, and the budget for spring and fall reviews should be submitted 
in the same goal -oriented structure and forrri.at used by the agencies. 
Submissions for the spring planning rev · ew would likely have longer 
time horizons and less operating detai than fall submissions, but all 

submissions should be in the same form and structure. 

4. OMB should establish a program progress reporting system containing 

separate components for: (a) monitoring progress toward producing 

short-term results expected from the annual budget; and (b) evalua­

ting broader accomp ishments in meeting agency and national goals. 

To conform existing OMB information requirements to this concept, the 
£ ;u.ciy recommends that budget preparation data now required by Circular A-11 
2-- C: 3~_ietin 68 -9 be significantly reduced by: (a) requiring budget justification 

-:-· fr.e sarr.e format as that used by agencies for internal budget development; 
, ::. ; b <:::-ierat "ng tabu ar data for the budget automatical y, using basic input docu­
-:r.c:-.:.;; such as the supp ementary source document; (c) submitting certain bud­
g<;: ~,.·eparat " o de.ta after the Director's review to avoid recycling; and (d) elim­
i;-.<..:ir.g some exis ting requirements. 
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OMB SYS""'EMS 

To strengthen OMB's ca?ability for u ng agency informat'on subm"ssions 
z.nd foi• guiding tne overa 1 p anning and budgeting process, the study recomm ends 

Q:v!.B: 

~ Develop an automated ro ing budget system to aid in budget prepara­
tion and trac <budge status from e arliest planning figures through 
final expenditure .. .. 

~ Strengthen substantia ly its cap.abi ity for analyzing programs across 
agency lines in eac area for which national goals are defined 

~ Issue more specific guidance on r esource and results targets , both 
as an outgrowth of the spring plann'ng review and as an input to pro­
gram execut ion planning. 

· D/.PLEMENT AT 0 

The study recommends evolutionary implementation of the system concept 
and emphasizes the need for OMB technical ass· stance and agen;y participation 
in ~he implementa ion process. Specifically, it is r~commend~Q ~pat OMB: 

' Pro ;;eed with phased implementation in program area,s .w he re the 
Phase- II pilot tests indicate the system concept can be succe ssfully 
applied without urt er refinement. These areas include pro g rams 

--

that: (a) are o perated argely by personnel under direct a g ency control, 
as in the Department of C ommerce; and (b) use grant or loan ope :.:·~ ­

tions but have re at've y hard objectiv es and performance measures, 
as in the Department of Agriculture . Specifically, implementation 
should proceed ·n the pilot test agencies (Department of Comme rce, 
United States Department of Agriculture, Department of Labor), se­
lected n ew agenc ies (Environmental Protection Agency, National 
Oceanog raphic and Atmospheric Administration), and other a g encies 
conducting pro g rams that meet the above criteria. · 

' Conduct four additional pilot imp ementation.s in the social and forei g n 
-a·ffairs program areas to ref"ne the concept further and to pro vid e d ­
ditional information needed to determine the course of imp ementation 
in the se areas. 

~ Co:itinue its ongoing pro· ects to develop a rolling budget system, le gis ­
lative track'nci syst m , and progress re po r ting system. 
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~ Ma ·e meanin ~r!' ch ~ges in "ts ex· st"ng information req irements to 

e irninate un eeded requirements and overlap with the system conc e?t 

pro posed in th " s report . 

-; is estimated that the tota direct cost of agency implementation wou d be 

28 l man-mont' s of OMB time and l, 777 man-months of agency time over a 

2.- l /2-yea.r period. 
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