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Summary

Corruption is a phenomenon of great economic significance and one that
i1s finally attracting the attention that it deserves. Newspaper articles in
many countries have been reporting with increasing frequency stories
purporting to show cases of corruption.

The paper defines corruption as noncompliance with principle of the
arm’s length relationship, which states that personal or family relationships
ought not to play a role in economic decisions by private economic agents
or by government officials. This principle is essential for the efficient
functioning of markets.

The normative theory on the role of government implicitly assumes that
the arm’s length principle is respected by government officials. The
theory of pure competition also assumes that the arm’s length principle
prevails in relationships among economic agents. However, in the real
world, economic relations, are often influenced by personal or other kinds
of relations and this influence distorts the working of markets. The paper
argues that cultural factors may be important in determining the extent to
which economic decisions and relations, including those between
government officials and private individuals, are affected by personal
relations. In some societies it will be difficult for individuals to resist
pressures for favorable treatment coming from related individuals. Once a
distinction based on relationships begins to be made, corruption, as defined

above, often follows.



The paper argues that corruption is stimulated by government
—determined conditions that encourage some individuals to get around
obstacles or to attempt to get favorable treatment by bribing those who
control particular public sector instruments. These bribes are often
presented as gifts. The more pervasive is the role of the public sector
(through regulations, taxes, etc.), and the more personalized are relations
among Individuals, the greater will be the scope for corruption. The paper
also argues that, ceteris paribus, corruption is likely to grow with time
because of the learning-by-doing quality that it entails. Individuals who
begin to bend the rules will progressively find it easier on moral or
practical grounds to succumbed to corruption, will begin to imitate those
who have. When it is assumed that "everyone does it,” corruption will no
longer convey the stigma that it does in some countries.

The paper discusses the economic consequences of corruption for the
allocative, redistributive, and stabilization role of the government and
concludes that a reduction in the scope of corruption can come mainly

from a drastic reduction of the pervasive role of the state in the economy.



I. Introduction

On May 8, 1993, the day when the author of this paper sat down to start

drafting its first version, The Washington Post carried a front page story

about a division of the U.S. National Institute of Health in Bethesda “in
which some female employees were promised promotions and raises if they
agreed to have sex with their male manageré...”(]ennings, 1993, p. 1). On

the same day, an article in The New York Times reported that in China,

in the process of privatization of land, “individuals seen to be expropriating
the state’s property at bargain prices.”(Wu, 1993, p. 3) The article went
on to state that”.. today’'s real estate boom raises troubling questions
about land that is allocated not [so much] by prices but by guanxi.”(ibid)
Guanxi is the Chinese word for "connections.” The article cited a Chinese
businessman to the effect that: "if you have guanxi, it is the time to
make big money.” Thus, according to this article, in today’s China,
"connections” have great economic value and smart people can capitalize
on them to earn large "incomes.” On May 8, 1993 French newspapers were
still carrying stories about the suicide of former Prime Minister Pierre Bér
égovoy, attributed in part to his despondency as a result of the accusation
that he had received an interest-free loan from a friend. And Italian
newspapers were providing further details about private entrepreneurs who
had paid large bribes to well-placed politicians in order to get lucrative

contracts with the Italian public sector. On August 10, 1994, when the

1) It has been reported that the process of price deregulation is creating
opportunities for corruption. See Wong(1992).



final version was completed, front page news in the New York Times and

the Washington Post reported on the accusation that gifts given to a high
U.S. government official might have resulted in favorable decisions vis-a
-vis certain business activities.

What is the unifying thread in all of these stories? Essentially, it is the
accusation that the "arm’s length principle” was not applied to economic
decisions. This principle requires that personal relationships should play
no role in economic decisions involving more than one party. Equality of
treatment for all economic agents is essential for a well-working market
economy. In the examples cited above, economic decisions—-in land
markets, in labor markets, in financial markets, in the market for
government contracts, and in government decisions concerning private

sector’s activities——were allegedly not guided by the arm’s length principle.



II. Government and Markets

Economic theory tells us that if markets were perfect, there would be no
need for the government to play an economic role. Furthermore, almost by
definition, these markets would be guided by the extreme version of arm’s
length relationships among market participants implied by pure or perfect
competition. Decisions concerning the selling and buying of goods; the
hiring, retaining, and compensating of workers; the lending and borrowing
of money, the timing, size, and location of investment projects, and so
forth would be determined by economic considerations and profit
opportunities alone. Personal relationships among the parties would play no
role.

However, markets are not perfect; the existence of public goods, of
externalities in production and consumption, of informational deficiencies,
and of monopolistic practices, justifies and requires that the state play an
economic, corrective role?). The work of Lindahl, Wicksell, Musgrave,
Samuelson and others has been influential in determining the optimal
theoretical, or normative, role of the state.

A fundamental but unstated assumption in the theoretical work on the
role of the public sector is that public sector officials(both policy makers
and civil servants) know what they are doing and are neutral and

impersonal in their pursuit of the social welfare3). When these officials

2) An economic role for the state may also be justified by concerns for equity

and stabilization. See Musgrave(1959) and Stiglitz(1989).
3) Without this assumption, one could not defend a corrective role for the state.

The definition of the social welfare or the public interest, raises difficult



make mistakes, they are honest mistakes. This assumption, though of
fundamental importance, is hidden in the pure theory of public expenditured.
The theoretical work of how the public sector should pursue its

corrective role owes a great deal to Max Weber's ideal or normative type

of rational-legal bureaucracy. As Robin Theobald has put it : Weber's
bureaucrats would operate”..according to rational procedures and
universalistic principles in which there is no place for personalism,
cronyism, and, most of all, the confusion of public with private interests5.”
This bureaucracy”... is run by hierarchically ordered corps of officials who
are recruited and promoted according to objective criteria such as
educational qualifications and professional experience; who are paid a
regular salary which is graded according to rank and qualifications; and
who are allocated fixed jurisdictional areas governed by clearly laid down
rules and procedures.”(see Theobald, p. 56) Weber was aware that
"Bureaucracy, thus understood, is fully developed.. only in the modern
state, and in the private economy only in the most advanced institutions of
capitalism.”(see Weber, 1978, p. 56) In other words he was fully aware that
he was presenting an ideal type of bureaucracy rather than describing

reality®.

theoretical and practical questions ignored here. For the classic treatment of
the theoretical difficulties, see Arrow(1951). see also the discussion of a social

welfare function in Mueller(1989, pp. 384-407).
4) See Samuelson(1954); and Musgrave(1938). See also Mueller(op. cit. pp.

144-147).
5) See Theobald(1990, p.47). Max Weber fundamental work is in Economy and

Society (1978), Vol. 2. For a discussion of the characteristics of a modemn

bureaucracy, see especially Chapter XI, Volume 2, pp. 956~ 1005.
6) See also Weber(1947).
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The extent to which the real world approximates the Lindahl-
Samuelson-Weber ideal is, of course, an open question. The Italian
Scienza delle Finanze, which had a lot of influence on James Buchanan’s
work and, through him, on the development of public choice, would have
been very skeptical on various grounds about the realism, and, indeed,
about the usefulness of the normative theory of public expenditure.

In the real world, the economic role of the state is exercised through the
use of various instruments such as (a) public spending for government
consumption and transfers; (b) taxation and borrowing; (c) various forms
of regulation; (d) lending activities, and, (e) occasionally, less orthodox
governmental actions such as expropriation, conscription, nationalization,
privatization, exhortation, and so forth. Depending on the level of
development of a country and on its sophistication, some of these
instruments are more used than others. For example, poorer countries are
less able to raise large shares of their national incomes in taxes; as a
consequence, they tend to abuse the instruments listed under (c), (d), and
(e)n.

The behavior of real world bureaucracies (and policymakers) may depart
significantly from the Weber ideal for several reasons. Some of these
reasons have provided the basis for the public choice literatured). In this

paper the focus is on the economic role of "corruption.” An important

7) For this reason, the fact that developing countries have tax levels much lower
than industrial countries does not imply that the govermnment plays a smaller
role in them.

8) Dennis C. Mueller’s book, op. cit., is probably the best source on that literature.

Issues such as voting rules, multiparty systems, rent-seeking activities and so
forth are the essence of the public choice literature.



conclusion will be that the more real-life bureaucracies diverge from the
Weber's ideal, the less control will the government have over its policy
instruments and the less correction it will be able to bring, through its
actions, to the imperfections of the market. In other words the less
legitimate and justified will be the corrective role of the government.

The divergence between the optimum of the Samuelson solution and the
real outcome of the public sector's action may be due either to (a)
policymakers pursuing policies that are not consistent with the achievement
of the social welfare function; or (b) to bureaucrats distorting, in various
ways, the signals that they get from the policymakers. The issue of
corruption obviously concerns both. There is, thus, administrative and
political corruption (see Rose- Ackermann, 1978). This paper deals mostly
with administrative rather than political corruption. In other words, it
focuses on the activities of individuals who, in their positions as public
officials, control various activities or decisions. It does not focus on the
corruption associated with particular political systems. The issues discussed
transcend the political configuration of the country; they are not limited to
whether a country has democratic or authoritarian institutions. Political
corruption, however, is likely to be more influenced by a country’s political

system.
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M. Arm’s Length Relationships and Cultural Factors

On January: 25, 1992 The Economist reviewed a paper by Prakash Reddy,

an Indian social anthropologist who, reversing the common pattern of
Western scholars going to study developing countries’ social behavior,
obtained a research grant to study a village in Denmark. He spent a few
months in this village-- Hvilsager--and registered his impressions of the

relations among its inhabitants?. These impressions formed the basis of

Reddy’s paper reviewed by The Economist.

Professor Reddy had been amazed to observe that the villagers hardly
knew one another. They rarely exchanged visits and had few other social
contacts: They had little information on what other wvillagers, including
their neighbors, were doing and apparently little interest in finding out.
Even the relationships between parents and children were not very close.
When the children reached adulthood they moved out and, after that, they
visited their parents only occasionally.

Professor Reddy contrasted this behavior with that prevailing in a typical
Indian village of comparable size. In the latter, daily house visits would be
common. Everyone would be interested in, and getting involved in, the
business of the others. Family contacts would be very frequent and the
members of the extended families would support one another in many
ways. Relations with neighbors would also be close.

This story has implications for the concept of arm’s length and, in tum,

9) The title of the English manuscript is "Danes are Like That.” The published
version is in Danish.



for the role of corruption. Arm’s length relationships in economic
exchanges would be much more likely to prevail in the Danish village than
in the Indian village. In the latter, the concept of arm’s length would
seem strange and alien. It would even seen immoral. The idea that,
economically speaking, one should treat relatives and friends in the same
way as strangers would appear bizarre. Relatives and friends would
simply expect preferential treatment whether they were dealing with
individuals in the private or in the public sector.

If a government were established in each of the two villages, with a
bureaucracy charged with carrying out its functions through the
instruments described earlier, it would be far easier for the Danish
bureaucrats to approximate in their behavior the Weber’'s ideal than for the
Indian bureaucrats. In the Indian village the attempt to create an
impersonal bureaucracy that would operate”... according to...principles in
which there is no place for personalism, cronyism, etc.” would conflict with
the accepted social norm that family and friends come first. In this society
the government employee, just like any other individual, would be expected
to help relatives and friends with special treatment or favors even if,
occasionally, this behavior might require bending, or even breaking,
administrative rules and departing from "universalistic principles.” The
person who refused to provide this help would be seen as breaking the
prevailing moral code and would be ostracized.

Once civil servants begin to make distinction among the people they deal
with according to the degree of family relationship or friendship, they have

abandoned the arm’s length principle. It would consequently be a small



step to begin to expect some compensation from more distant members of
the community for performing for them tasks that should be the duty of
the civil servants to perform or for treating them in the same favorable
way as others. Without such compensation those who required particular
permits or legal documents or other services might have to wait a long
time to get theml®. Thus, ”"speed or oil money” may be required to
accelerate the process and payments of various kinds (“bribes”) to get a
positive response in cases where the bureaucrat has the power of refusal.
The Indian and Danish villages described above represent polar or
extreme cases of how individuals may interact within a community.
Whether Professor Reddy’s description of them is or is not accurate, they
provide convenient polar cases. Most societies probably fall somewhere
between these two extremes, with Nord European and Anglo-Saxon
countries probably closer to the Danish village model and many other
countries closer to the Indian village model. The Anglo-Saxon concept of
"privacy” is probably just a manifestation of arm’s length relationships!l.
Many developing countries would probably be closer to the model
represented by the Indian village. Some industrial countries, such as Italy

and possibly Japan, would also come closer to the latter than the former.

10) For example, tips or bribes may become necessary to get a telephone hookup,
to get quickly the results of blood tests, to get admission to schools or
hospitals, to speedily clear goods at Customs, to get import licenses; in some
countries, even to get train and plane tickets, and so forth. David Remnick
reports that in the Soviet Union even the access to morgues or coffins by

dead bodies required the payment of bribes. See Remnick, pp. 184-185.
11) Interestingly enough the word privacy is very difficult to translate in other

languages. Translations generally do not render the precise English meaning.



Sadly, the very features that make a country a less cold and indifferent
place are the same that increase the difficulty of enforcing arm’s length
rules so essential for modern efficient markets and governments.

In this connection, the concept of “social capital introduced by
Coleman(1990) is of relevancel?). Coleman criticized the economic theory of
perfect competition in a market since it accepts” [the] fiction...that society
consists of a set of independent individuals, each of whom acts to achieve
goals that are independently arrived at, and that the functioning of the
social system consists of the combination of these actions of independent
individuals”(p. 300). He maintains that”..individuals do not act
independently, goals are not independently arrived at, and interests are not
wholly selfish”(p. 301). And that “personal relations and networks of
relations” are important to achieve personal goals. He considers these
relations and networks as a capital asset for the individual, a kind of
social capital. This social capital is not tangible and is not completely
fungible but is” ... productive, making possible the achievement of certain
ends that would not be attainable by the individual in its absence (p.
302)." The concept of social capital can be adapted to our discussion to
reach conclusions that are not necessarily those intended by Coleman.

In our interpretation, social capital is an asset to the individual who
possess it. It is in essence the summation of all the "I owe yous” that

the individual has accumulated vis-d-vis others. Some of these may come

12) The interpretation given in this paper to that concept is not the same as that
given by Coleman. Here we emphasize the social capital as it concerns the
individual rather than society.



from his family background, some from connections developed in school or
at work, some from past favors made, and so forth. But, of course, the
social capital of an individual does not represent a one-way street in
obligations. While the individual can use this capital to ask others to do
things for him, others can draw from their social capital to ask him to
perform tasks or do things for them. One could, thus, distinguish a gross
from a net concept of social capital. The obligations that others have
toward the individual might be largely balanced by the obligations that he
has toward them. The existence of social capital links individuals in a
network of obligations that both increases their opportunities and reduces
their individual freedom. It puts strong pressures on individuals to
accommodate the needs of friends and relatives and creates a presumption
that they will in turn accommodate the individuals’ needs.

In some societies (those closer to the polar case of the Indian village)
the gross social capital of individuals, as we have defined it, will be
particularly large. The examples of the guanxi in China and the relations
in the Indian village all reflect the existence of social capital. The net
social capital of individuals is likely to be unevenly distributed. This net
social capital will play a large role in determining the distribution of
income within countries. The existence of social capital is likely to

interfere with arm’s length circumstances, to lead to corruption.



IV. On Corruption

Not long ago the word corruption was infrequently used in professional
works although the problem reflected by its existence is obviously a very
old one!®. That word did not appear often in newspapers and it was
rarely mentioned by economists even though sociologists, political
scientists, and a few economists did pay some attention to it. Very few
economists spent much time assessing its economic significanceld. Recent
newspaper articles indicate that this phenomenon is far more widespread
and universal than previously thought. Evidence of it is everywhere, in
developing countries and, with growing frequency, in industrial countries.
A perusal of recent daily newspapers would show that this problem has
attracted a lot of attention in Brazil, France, Germany, Greece, India, Italy,
Japan, Korea, Russia, Spain and many other places!®). Prominent Political
figures, including presidents of countries and ministers, have been accused
of corruption and, as a consequence, some have resigned or have been
forced out of office.

Corruption comes in many shapes and forms. It is very difficult to define

13) Writing more than two thousand years ago, Kautilya(Prime Minister of a state
in northern India) wrote in the Arthashastra(New Delhi : Penguin Books, 1991)
that "just as it is impossible not to taste honey or poison that one may find at
the tip of one’s tongue, so it is impossible for one dealing with government
funds not to taste, at least a little bit, of the King's wealth.” The quotation is
on p. 281.

14) There is, of course, some economic literature on it but much less than one

would have expected from the importance of the phenomenon.
15) In countries without a free press, of course, newspapers may have been

prevented to report on it.



and at times it is definitions have appeared in the literature but none
seems to be fully satisfactoryl6). Here we shall simply define it as the
intentional noncompliance with arm’s length relationship aimed at deriving
some advantage, for oneself or for related individuals, from this behavior.
In the Danish village described by Professor Reddy, if corruption existed, it
would reflect the isolated acts of particular individuals who would try to
take advantage of their positions for personal gain. In other words it
would reflect a clearly, unwarranted and antisocial behavior not induced by
social pressures or prevailing social norms. In this case its identification
might be easier since the victims of this corruption would be more likely
to report the perpetrators. Its punishment would also be easier since it
would conform with generally accepted social norms. However, in societies
with close social or interpersonal relationships, its frequency is likely to be
greater, its identification much more difficult and its punishment more
problematic. This implies that the models of criminal or illegal behavior of
the type pioneered by Becker(1968) and by Allingham and Sandmo(1972)
will be of limited applicability since some of the requirements of those
models(knowledge of probability of getting caught and knowledge of the

penalty) would not be satisfied.

16) See, for example, the various definitions given on page 2 of Theobald’s book,
op. cit. or in Klitgaard (1988, pp. 21~24). A famous definition is the one given
by the Indian Penal Code, a person is guilty of corruption who "being or
expecting to be a public servant, accepts, or obtains, or agrees to accept, or
attempts to obtain from any person, for himself or for any other person, any
gratification whatsoever, other than legal remuneration, as a motive or reward
for doing or forbearing to do any official functions, favor or disfavor to any
person or for rendering or attempting to render, any service or disservice to
any person.”



The term corruption comes from the Latin verb to break, rumpere. It,
thus, implies that something is broken. This something might be a moral
or social code of conduct or, more often, an administrative rulel?. If it is
the latter, a requirement must be that the rule that is broken is precise
and transparent. Another is that the official who breaks it derives some
recognizable benefit for himself, his family, his friends, his tribe or party,
or some other relevant group. Additionally, the benefit derived be seen as
a direct quid pro quo from the specific act of "corruption”. This simple
description reveals several potential difficulties.

First, there must be evidence that a precise rule is broken. This requires
that all the rules must be precisely stated, leaving, thus, no doubts about
their meaning and no discretion to the public officials. But what about
cases where the rules are not precise or where the bureaucrats are
specifically given some discretion? For example, in many countries
legislation related to the granting of tax incentives or import licenses has
often left a lot of discretion in the hands of the officials who must make
the decisions to grant them. They must decide whether an investment or
an import is "essential” or "necessary” to the country. These officials are
often the sole interpreters of what those terms mean. Thus, in a way, they
are in a position of monopoly since they can grant or deny these permits
and these permits cannot be obtained from other sources. Or, taking a

different example, what about the selection of a tax return for an audit;

17) This already points to the difficulty faced when the behavior expected from
the moral or social code conflicts with that from the administrative rule.
Saying that the administrative rule should always prevail opens up a lot of
other difficulties not discussed here.



or, the selection of an enterprise for an in sight tax inspection when there
are no precise rules for making these choices? Or the hiring of a new
employee when there are no precise objective and honest tests for the
selection?

Over the years there has been a lot of controversy among economists on
whether economic policy should be guided by precise rules or should have
an element of discretion!®. It is evident that the greater is the element of
discretion, the greater is the possibility that it might be used to someone’s
(rather than the public’'s) advantage. Thus the possibility of corruption
would seem to create a presumption in favor of precise and rigid rules 19).
But, of course, the creation of such rules can itself reflect an attempt on
the part of some officials to benefit in a large way from that creation.
Some rules may be created just to give some government officials the
power to benefit from their applications. Often, it is precisely the excess of
rules that creates a fertile ground for corruption. Furthermore, the lack of
discretion can make the rules too rigid and create obstacles to the well

functioning of the economy or the particular organization. At times

18) This controversy has usually related to major macroeconomic decisions such
as the growth of the money supply, the size of the fiscal deficit, and so forth.
However, in recent years the public adminstration literature has also shown a
distinct preference for rule-based administrations.

19) Perhaps this explgins why some countries apply strict objective criteria for
promotions(years of service, specific educational achievements, etc.) while
others rely on the judgement of the supervisors as to the performance of their
subordinates. In general Anglo-Saxon countries seem to prefer the latter
option while countries such as Japan, France, Italy and some others seem to
prefer a system based on more objective criteria, such as seniority, education,
etc.



workers who have wanted to embarrass an organization have complied
rigidly with the existing rules bringing the organization to a stand still20).
Second, when social relations tend to be close and personal, it may be
difficult to establish a direct link between an act that could be assumed to
reflect corruption and a particular payment for it. An employee who uses
his official position to favor an acquaintance --say helps him or her get a
valuable license, a government contract, or a government job--may be
compensated with an immediate or explicit payment(clearly a bribe).
Alternatively, he may be compensated, at a much later time, with a
generous gift to his daughter when she gets married; or with a good job
offer for his son when he completes his studies. In other words, there nay
not be any direct, explicit, and immediate compensation for the favor.
The payment may be delayed in time and, when made, it may appear
completely unconnected with the favor received?). In many cases the
"corrupted” and the "corruptor” may never even have discussed the
payment. It would simply be understood that a favor today creates a

presumption or even an obligation for a reciprocal favor later. In other

20) Some writers have argued that corruption can contribute to growth when
existing regulations are too rigid and too stifling. Presumably corruption is the
equivalent of introducing discretion in the application of the regulations. The
same argument has been made about the contribution of the underground
economy to growth. By getting around the many government-imposed
restrictions, underground activities are supposed to give the economy a
dynamism that it would otherwise not have. See various papers in Tanzi

(1982).
21) It has also been reported that in some Asian countries members of parliament

or other public sector employees are at times given envelopes with cash from
businessmen, not for any specific immediate favors but for possible future
favors (Pye, 1985).



words, it contributes to the growth of the giver's "social capital.” In some
societies a shadow market for favors develops with demand and supply
and with implicit prices. This market which often does not use money but
trades in what could be considered the equivalent of "I owe you” could
lend itself to economic analysis. Implicit prices for favors are established
and possibly even discount rates for future favors. A kind of honor system
guarantees that favors received today will be repaid tomorrow. In this
market, it becomes very difficult to separate genuine favors from favors
that are close to being bribes and is thus difficult to clearly identify bribes
and punish those who receive or pay them.

This takes us to the third and final difficulty. In societies where family,
or other kinds of relationships are very strong and especially where
existing moral or social codes require that one helps family and friends,
the expectation that the public employee will routinely apply arm’s length
principles in his relations with friends and relatives is unrealistic. In these
societies the Weberian type of ideal bureaucracy will prove very difficult to
install. Century old and widely accepted social norms will often prove more
powerful as guides to behavior than new and often imported rules based
on arm’s length, impersonal and universalistic principles. When this
reality is ignored, disappointment is likely to follow. This explains why
some reforms imposed by foreign powers or promoted by foreign advisors,
which may implicitly require or assume arm’s length relationship, often do
not survive the test of time.

In these societies , the cost of the corrective role of the government in

the market is likely to rise. Economic relationships within the private



sector will also be affected, thus rendering more difficult the
establishment of a well working market economy?22). To argue that the
personal relationships that come to be established between public sector
employees and individual who deal with them reflect a “corrupt” society
may be correct in a legalistic sense but it misses the point that these
relationships simply reflect different social and moral norms.

The instruments that make corruption possible are many. Important
examples include: (a) regulations(such as the issuance of licenses of
various kinds; zoning and other sorts of regulations which may have great
economic value; permits of various kinds) ; (b) fines for alleged or actual
violations of existing legal norms; (c) control over procurement contracts;
(d) control over public procurement contract(roads, airports, bridges) Which_
can benefit some areas over others, and some contractors over others; (e)
programs related to the provision of tax incentives, subsidized credit:
overvalued foreign exchange; (f) controls over hiring and promotions; (g)
controls over the assignment of entitlements and other benefits (pensions
for disability, scholarships , subsidies), (h) controls over access to
underpriced public services (electricity, telephone, water); (i) tax
administration decisions (auditing, determination of presumptive income,

etc.)

These examples are far from exhaustive. The greater is the use of these

22) It is worthwhile to reflect on why arm’s length relationships are not fully
operative in Japan or why the privatization of state enterprises is proving so
difficult in previously planned economies. The role of personal relationships is
clearly important.



instruments by a country, the greater will be the potential for corruption.
Control over these instruments can give government employees great
power which, given the right social environment, the right incentive
system, and weak and uncertain penalties, may allow them to extract large
rents for themselves or for their families and friends. Gary Becker's
analysis of crime, or Allingham and Sandmo’s analysis of tax evasion, can
be applied to the analysis of corruption when it occurs in an environment
more like that of the Danish village than that of the Indian village. In the
latter case , the difficulty of identifying many acts of corruption, of
proving that a bribe has actually been paid, and of inducing society to
apply significant penalties to these acts is likely to reduce the relevance of

that analysis.
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V. Economic Consequences of Corruption

When civil servants appropriate, for their own use, the instruments that
the government has at its disposal to influence the economy and to correct
the shortcomings of the private market, they reduce the power of the state
and its ability to play the intended and presumably corrective role. In a
way this represents a privatization of the state where its power is not
shifted to the market, as privatization normally implies, but to government
officials and bureaucrats. This will inevitably damage the functioning of

the market.

Assuming that government policies had been or would have been guided
by the traditional criteria that justify governmental action23), corruption
distorts the end result in several ways.

It distorts the allocative role:

o By favoring taxpayers who, because of the special treatment they
receive from tax inspectors, are able to reduce their tax liability. If the
statutory tax system had been designed to be neutral, corruption will not
only reduce the revenue collected by the government but it will also
destroy the tax system’s neutrality by giving a competitive advantage to
some producers over their competitors. The loser will be the well

functioning of the market.

23) This is, of course, a big assumption which is unlikely to reflect reality. in
many cases. The corrective role of the state relates to the allocation of
resources. the redistribution of income, and the stabilization of the economy.



o Through the arbitrary (i.e, non-arm’s length) application of rules and
regulations thus giving preferences to some individuals over others. This
may be particularly important in the allocation of import permits,
subsidized credit, zoning permits, and permits related to various economic
activities: If, for example, these instruments had been developed to assist
genuine "infant industries” but end up assisting others , the corrective role
of the governments would be distorted and once again the functioning of
the market will be damaged.

o Through the allocation of public work, or procurement, contracts to
enterprises which win the competition not because they cah do the job at
the least cost but because of their connections and the bribes they Pay?24).

o Through the arbitrary hiring and promotion of individuals who would
not have been selected or promoted on the basis of fair and objective
criteria. The selection of these individuals will damage the economy not
only by lowering the quality of the decisions made by them and by
increasing the frequency of mistakes but also by discouraging more abler

but less well connected individuals from pursuing particular careers if they

24) For the public works budget a key question is whether it is only its allocation
that is affected or its size. It is possible that more spending is allocated to
investment projects because they allow for the transfer of large amounts
through bribes. There is a strong suspicion in some countries that capital
spending is often inflated by kickbacks. See (Tanzi 1991, chapter 3). It is now
evident that a substantial share of Italy’s public investment budget, which had
been one of the highest among the OECD countries, was de facto a transfer
payment to political parties and to individuals. To capitalize on this aspect in
1993, the Ciampi Government tried to reduce the budgetary allocations for
capital spending by asking the various ministries to renegotiate public works
contracts so as to remove the inflating effects of bribes.



feel that the decks are stacked against them. In societies where the best
jobs are seen to be in the public sector and where these jobs go
disproportionately to those with special connections2®, the incentive to
work hard in school and to get a good education for those without these
connections will be reduced, thus lowering the growth potential of the
economy. The market for labor is obviously distorted.

o Some individuals will try to get jobs not in the areas in which they
might use their particular ability for productive use but in areas which
provide more scope for higher rents. Rent seeking activities will be
stimulated by corruption. The official wage will not play a significant role
in attracting individuals to particular jobs if it diverges much from the
total earnings that a particular position allows. In a South Eastern Asian
country, for example, over the years the proportion of individuals taking
the exam to become income tax inspectors has increased sharply in spite
of the low wages that these jobs pay. At the same time the proportion
of those taking exams for better paid foreign service jobs has fallen. The
reason seems to be that those who take these exams have sensed that the
low-paying positions as tax inspectors can generate substantial extra
earnings. There have even been reports that at times, in particular
countries, some jobs with clear potential to earn high rents have either been

sold or have been auctioned by those with the power to assign them?26).

25) In Italy, these individuals are often referred to as "pacchi raccomandati,” ie.
registered packages which always reach their destination. A recent book has
documented the extent to which nepotism has been prevalent in the Italian
public life of recent years. See Locateli and Martini, 1991. The English

translation of the title of the book is : My Father Sends Me.
26) For example, Remnick (1994, p. 184) reports that in the Soviet Union: ”... even




Baumol(1990), and, independently, Murphy, Shleifer, and Vishny(199]) have
argued that in any society the few individuals with significant managerial
skills, and thus with the greatest potential to contribute to growth, will
gravitate towards activities likely to generate the highest rate of returns

regardless of whether these are productive of rent-seeking activities. If

corruption allows some of them to gain more by pursuing rent-seeking
than more productive activities, they will pursue the former. The loser
will be the performance of the economy.

Corruption distorts the redistributive role of the government in mynads

of ways. If the well connected get the best jobs, the most profitable
government contracts, the subsidized credit, the foreign exchange at the
overvalued rates and so forth, and if they are able to reduce their tax
payments by bribing officials, it will be less likely that the activity of the
governance will improve the distribution of income and will make the
economic system more equitableZ?).

Finally, in all its ramifications, corruption is likely to have negative

implications for the stabilization role of the government, if that role

requires, as is often the case, a reduction of the fiscal deficit. This will
occur because corruption will most likely raise the cost of running the
government while it will reduce government revenue. For example, the

allocation of disability pensions to people who are not disabled; of

high Party positions were for sale. The magazine Smena("Change”) reported
that the position of regional Party secretary cost a bribe of $150,000, and an

Order of Lenin...cost anywhere from $165,000 to $750,000.”
27) This may explain why some countries have at times introduced quotas for the

less privileged.




unemployment benefits to people who are not unemployed; of government
contracts to people who pay a bribe on the contracts and thus raise their
costs; the increase in unproductive capital spending often promoted by
those who get "commissions” for capital project; and the many other ways
in which corruption distorts spending decisions must very likely raise total
government spending in relation to the benefits that the economy receives
from that spending?®. By the same token, government revenue falls when
some of the potential tax payments to the government are diverted or are
never collected. In some developing countries, the effective tax burden
(i.e., the ratio of all tax-related payments by taxpayers to national income)
may be significantly higher than the official tax burden because some
payments end up in the pockets of the tax inspectors.

There is a corrosive quality to the effect of corruption. Given the fertile
ground created by close interpersonal relations, there is a
learning-by-doing aspect that almost guarantees that, in a country where
regulations are widespread and public sector intervention is large,
corruption will grow over time. The civil servants who begin to bend the
rules for close friends and relatives will in time begin to break them thus
exploiting their monopoly positions. The belief that everyone does it is
likely to lead to a situation where, if not everyone, many will do it. As
with tax evasion, imitation will prove to be a powerful force.

Governments that come to power with strong idealistic or even with a

28) In other words, corruption is likely to increase the capital output ratio or the
total cost of providing government services. It should probably enter as a
variable in production functions especially when its impact is changing over
time.



revolutionary agenda may be able for a while to rely on that idealism or
revolutionary fervor to contain the spread of corruption. However, as that
idealism or fervor begins to dissipate, behavior associated with corruption
will appear and eventually spread. This is likely to have happened to the
centrally planned economies. For a while they did not seem to be affected
by corruption more than other countries. However, with the passing of
time, the revolutionary spirit abated and corruption spread. The fact that
the role of the government in the economy was overwhelming provided a
fertile ground for the spread of corruption. By the time these regimes

collapsed the effect of corruption was felt through most economic activities.



VI. Policy Implications

Several factors are likely to determine the extent to which corruption
will play a significant role in a country. These are: (a) the role of the
state and the range of instruments it uses to pursue that role; (b) the
social characteristics of the society, i.e., the extent to which arm’s length
relationships prevail in social and economic relations, (c) the nature of the
political system; and (d) the penalty system for acts of corruption that are
uncovered.

In some countries corruption is prevalently an activity of the political
leaders. In others, it is prevalently an activity of the civil servants. In still
others, it is an activity of both. In a truly democratic system, with checks
and balances exercised through fair elections, through the Parliamentary
process, and through a vigorous free press, the extent of corruption by the
political leaders will generally be checked or, at least, it will eventually be
discovered and hopefully controlled. Corruption will exist but it will rarely
reach the extreme level reached in some authoritarian governments(see
Harsch, 1993)29). Therefore, if, as it has been argued in a recent bestseller,
the inevitable course of history is to transform authoritarian into
democratic governments, because of this change, the future should
experience less corruption than the past or even the present(see Fukuyama,
1992). But let us consider the other factors that determine corruption

focussing mainly on the role of the state and on the social characteristics

29) See also Klitgaard(1990) and Remnick(1994).



of the countries’ citizens.

Especially in societies where arm’s length relationships are unlikely to be
enforceable(because of the close and continuous contacts among
closely-knit groups of citizens who tend to personalize most relations), the
larger is the role of the state, the greater is the probability that its
instruments will be used by public officials and civil servants to favor
particular groups in addition to themselves. When this happens, the cost of
government rises and its ability to correct the shortcomings of the market
falls. In other words, the effective control that the government has on the
economy is reduced3®. In this situation the best policy to reduce corruption
will be a reduction of the opportunities to engage in it by scaling down
the government’s role in the economy. Both the demand for and the
supply of corruptive practices can be contained by a sharp reduction of
that role in all its aspects, ie, spending and taxing activities and,
especially, in economic regulations. It is no accident that in' centrally
planned economies, where regulations of economic activity were most
widespread, corruption seemed to be a far more common occurrence than
in many other countries and to affect not just the bureaucracy but the
whole machinery of government. In his Pulitzer Prize winning account of
the last days of the Soviet Empire, David Remnick writes that: "The
Communist Party apparatus was the most gigantic mafia the world has

ever known” and that "the Party’s corruption under Brezhnev was not a

30) In a powerful book, MacMullen(l988) has argued that the Roman Empire
declined because, due to Widespread corruption, the government lost control
over its instruments of policy.



matter of exception...(p. 183). "But in the Soviet Union no economic
transaction was untainted. It was as if the entire Soviet Union were ruled
by a gigantic mob family; virtually all economic relations were, in some
form, mafia relations(p. 185)3D),

Unfortunately, in countries that had been centrally planned, the process
of reducing the role of the state in the economy(by freeing prices, by
privatizing state enterprises, etc.) may itself produce enormous
opportunities for bureaucratic corruption during the transition when the
institutions necessary to limit it have not been developed while the habits
developed in the previous period may not have changed32.

When corruption characterizes modern states in the Weberian sense, it
can be reduced by increasing penalties on those who engage in it, by
increasing the transparency of the rules, regulations, and laws, and by
strengthening audits, checks, and other controls on the civil servants. In
this environment, the analysis suggested by Becker will be relevant.
However, when it characterizes more traditional societies, this option, while
stil worth pursuing, is not likely to give by itself very positive and,

especially, permanent results. History is full of examples of campaigns

31) Campbell(1991) has reported that, "In the USSR at the end of, the eighties
about 18 million households had telephones, while there were 15 million
households on the waiting list for them. The people who finally get a
telephone installed tend to be those with special political influence or those
who cap offer bribes.” p. 7. See also the chapter by Grossman on the USSR

in Tanzi (1982).
32) South China Morning News(October 26, 1993 p. 1) has reported the Chinese

government announcement of an active corruption crackdown “to halt the
collection of illicit payments from among the mainland’s staggering 1.11 million
categories of government fees.”



against corruption(and against tax evasion) that started with great fanfare
but that, over the long run, did not accomplish much. By the same token,
one should not officially sanction corruption by, for example, reducing the
wages of the civil servants on the assumption that they are getting
payments under the table. In an African country, for example, three years
ago, the government reduced to zero, for six months, the wages of
customs officials on the assumption that “they could take care of
themselves”33). Unrealistically low wages always invite corruption and at
times lead society to condone acts of corruption. This is the reason why
repression of public sector wages, if carried too far, is never a good policy.

Because it 1s social intimacy that creates the environment that promotes
corruption, a policy that has been effective in some cases(for example in
tax administration) in reducing corruption is that of forced and periodic
geographical mobility for civil servants, in order to remove them from the
region where they have their closest social or family relations and is
prevent the formation of new relations. Some forms of social relations take
time to develop so that for a while, after a government official has moved
to a new region or to a new function, they will not play a large role in
the contacts between the bureaucrats and the citizens who depend on
them. Thus, periodic mobility, especially in a large country, could be an
effective policy to reduce bureaucratic corruption. It is no accident that in
large countries, such as the United States, corruption is more a problem

for local governments where bureaucrats and citizens often know each

33) Sandbrook has reported a speech by President Mobuto Sese Seko to Zairian
civil servants in which he stated: "if you want to steal, steal a little in a nice
way.”(See Sandbrook, 1986, p. 95)



other and where arm’s length relationships are less likely to prevail. In

general, one can speculate that the larger is a country and the more

mobile is the population, the less of a problem will corruption be.



VI. Concluding Remarks

Economists have developed elaborate and elegant theories about the
workings of markets and the role of public sector’'s action in those
markets. A normative role has been assigned to the government aimed at
correcting for market failure: Public choice economists have, in recent
years, stressed that, in addition to market faﬂure, one could also have
political failure when political action or the action of civil servants are
influenced by objectives other than the need to correct markef failures and
to promote the public interest

Over the past decade, economists have begun to pay some attention to
phenomena that were largely ignored in earlier periods such as
underground economic activities, tax evasion, money laundering, and
corruption. These represent the dark side of the economy. All these
activities have major implications for the functioning of markets. When
these activities are present, markets do not operate efficiently. Acts of
corruption by public sector officials often play a role in promoting or
sustaining underground economic activities and in facilitating tax evasion
and the laundering of dirty money. These acts are facilitated or even
stimulated by close interpersonal relations that characterize some societies.
They are also facilitated by the many instruments that governments use to
promote their often very active role in the economy.

Given the existence of close interpersonal relations in a society, and

given that a government is pursuing a very active role in the economy



thorough various policy installments that lend themselves to be used by
some public sector employees for personal gains, corruption is likely to
grow with the passing of time. The passage of time will submit public
sector employees to growing pressures from friends, acquaintances,
relatives or simply those who want to buy favors from them; and the
passage of time will teach some government officials(those who are more
likely to abuse their power) how to take advantage of the situation34. This
may explain why corruption grew over the years in centrally planned
economies and in some of the economies which tried to promote a welfare

state.

34) Citing once again from Remnick's book: "That was one of the most degrading
facts of Soviet life: it was impossible to be honest.”(p. 185)
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2 71E AR, BYFMESEH AIGFAEY 4 AR 2L vad 2%
AAolth o] Fatel Fxrel AUe AtdlE I - AU & & 4 den,
A FE T TV NI ET AR ERFA LS AHTG Z2 Eokowt
Aol 2@ U
SV AT RIZEE-E vls] @A GFE Ao HriHe FRFE
o AAAALE AT AU o] AF3] 2 H= Al o2 E A
Y Aed viok 2ol B8] = o3 s@H ok st A A
Vol & FEAME BE 541 AMulL FF] EVFE Aol AMdol
th o9t Fo] FA_ 4L Eo] E7MESIAY 28E FREAMc dAdED
3l A=A 5& FF FEimHd AAAAATLYLE 2AE £ /g o
ZtA AR SPHer SRk e Vs EH72IF He daAzd
Ao} ol & Rt mido] 53 a7y EHY A
ko] A daAEE FFHA FAdNAERAM FRAZ 53
EE AT 23& 2E Ao] olvy FAH FAAFE FAAH AT &
F Qo olYF A=e AP JFAATY RIS iAtE Ee BREES UA
e teles a7t oy, AAZR ol Fo ARAZo| ARFHoR ALEH
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0. BEHESY HHEHE

AERE AMGALE dlMe FUASANATY s AAH HH
4 5 Ave A== Ases Aol "asith a2y ARAE A
gl e ges] ojale FHAloln A AEHUY AAFe JUATE olF
dAYFE A5 d9de & 5 Ut

o|9} ol BMrt AESE KABAT JHA T B BRE w3
oEe Bzt tgY F /IAE E & Uk 4 Rppes 28 sl
A Z@E A 7] dE dimEkolEls REZE BREA gor old o
2AAQ Mul2e HAS WAMEOZEE FHES HEMNNE Rl gire
BrlsstAY dds] ofth & Zoi @ A Bu]&(Information Cost)olZtes =
2 uESe Zste otk thgos MA EH EE HAFHA 4AE
F#s HELAY £ At A o] Al FNAA vAes FEHA I
g = AR gu9] e FRAN2 £49 FTITAH 4F, dREn
i A 5 o= Holth

A& niet o] #AA =YE AAFY AT AAF olfre uiE o
719l glth AlZ 3G HEY EMRAE T3l AFAA EHA =AY
AL 28§ it Fo] NALE IFUAAY AAE Y VYA
23l 33 AduiEe = thE Feo dFE AR Bl

oj]d AT By FYH o4ate] ARA AMEHO " AAE I}
AeE 718 pEsty oo mE AR E = 3ol ARANEY A4S
Angrhe FH4 ol AArt HYHE AR JEs] 9T =9
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A&sol fh olPA MBHLY AUAEZY ATL A WHozE of
L AEe $RY ETE FAuE T2 FrOnSE AW RDEBHK
(proxy)® AHESHE Wetel 1AW & AUtk oW fHUW RmmpE T3 B

2 AgalE g, olHE NEL BE AAe AZHHAY SERTE
48 wEHA A9E ASolt Ad RHAS ®E TTAAN AT U=
HEAAATE oW ol TAGE ARAY olFAE o5L BA -
Wostel Seletel 4golis EAHLA B

$H FANSY NEANAEE BH AFAE Ted 2o HEau
e [2g 110 AAY w2 BPe AA Hgol Hud AAM A
Ao Eqeite] RS P SHNEE TIFY ol HE Hol
o AL o] HHe HAGAMY EUUst HEAH A5, AT A
% Aygu g7 AN TES ALSE o HFo| AF BAHOD U
e Aoz AAYD A 53 AHEEIAT & ¢ Yx UL
Hlgo] Bow AREAY AAKES Bol Dol Rol HAGYY FEA
wh, 47 RAASe] A9 BPUEe] AAHE HFo] BrE A BA
g1 o,

2ot o AES 2EA PARE oEA ABHY V2L AT vk
o] AN Eigrtol BHTE Aol EYUstel Tl A WED
Ou sEd SQlaan BAozE Aozt gk dE Sol SHEA A
10009 $98 Agatel 10742 A& AABTHE S sHa AE A
S ST ATl ARAZRE 100099 4EE THsE, xd %

-

AR E M E 100099 oA4tE WA Ao2AM I JAT e ¥

2) AT HEL oAl - BFEGR), AT A= A nF, @

ZAgATd, 1995, A% F=.
3) AL oA drAtY =Fol ot AFHu|9l zhHu]] H|Fe] 12 A®

.



AAl A RROA A4FTol MASE(EE ABHE) dldsE =@
L000ge] "tk 2R olaig ARdAAEE sEe) FUANA T B
HglE, SE@ Mol gl AEAs? IFAE %tk $4, 4 BAE 4E
M g WFLT B8O AT FUAMAET AAE A= B
Al, = F2Y EAs A9RoE 44 B 454 /P go2R R
He Ang & U TP o ARSNNE HEL AFA7) WP, BT F
g 44¢ Huas ABEL TEY 5+ Ao, dobrt A4 2 B
3o ExE7 @ & Acke Folth

o

[28 1] AEd4de] 43 AR (FERE)

Eyu4 gygu) g A -
2 =
AP E 1
A7 7 At a A M 2 A v
Z & y A &2
Al B
- | 1 A &3
e &= FH 3 2 h
7+ 3 3
— % — —
A w ow " a2 4
H] ;d
A A %5
Ak
H 7 6 A &5
kd bl A 4
= 7 A ze
|
A8 1 oAl - BEEGR), AR AAZe] AL wF,, 1995, 2% p
100.



gt o] AEE 2 AZHo] WolFd FAIe AR AEH|In(AE &
1009198 43 FA4ud Fd4E FUS a@FdMdLY va)E
Arte H W ) AR AYPFol dig AHH FY-4E0E FHE F
o ogEbd R vax FIFETE FdAe 71EY Ttz vl
F2l3 Ado] gk FAE A uz g ook EE ol A #
ol o] A% AAZE HAE B Ex old % A&GA RS HeHel ¥
A= AL oyt

v s Fo)A BEHoE sty e 4AFY A4S daHer 4
22 AXEld olE ZAZ A3 Jrie FdAe mEAA=Y TAT pitot
7t AFAARE AL - FEse FoAA JLEF FHol A olHF AEs
g AFse A A ZEe] AAH AHRE v2 FHY 5 dode
Aol Qe W, A&l Hjg] 2 Ao HAY ojfHke @l Ut

3329 GAAIEE AMYE di4tHA 2 #E](Programme Management and
Budgeting: PMB)Y&tx Eeledl o9 Wi8& et d4vEd e 2
t} &, of4ke H|Ego] obd AJHE WAool HH, o]&Hs A4 Z4 FA
Prol BEE HWE3 MHAF3a olE EA37] A% FAHA HEe ARG
t} vl2 o]Fo] A& L V|2FHI JoWAME FHUAE=S] Az} TE ol
tgoz o3 4AEEL ARHoR Y4F F UE AHd(Program)3} 34
A} (Subprogram)-& FA13H8, A2k el dig ALFH e AEAA 7L ofd
AR 2 v gaEAd TR0l Foinh

o]ZA B uf oja3 Ax HIL AT D AAAM ANHA
7 2AgAle B9} olgd BEHF AT A H(performance indicator)®] uh&H o]

4) old WA= olAl - BYEGR), #iRE 38 2 Samuel Kalinowsky,
“The Goverment of Canada’s Expenditure Management System”, Fisaal
Reform in Korea and OECD Countries(ed. by Kye-Sik Lee and Ilho
Yoo), KDI, April 1996. %=,
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2™ o] AEE %A F2 4 FHLAL £ A& AUV oln] AN
¥ oupel o] HARo EE ol HHABYE AT AMAE HEFE 5 ¢
ot 22y WPFAANY, ARER BAXNL T vnE golstA ols
1 4 S AR AgH o] FF AT £ e FUoReE dAe
upel Zo] H|& - HJEME FUsst= AL ¢4 23T + doh HE--
HelEA e & deid vz BHAA7EY AA, AEJALE duses 7142
e BAl, 428 ¥AE AR T AZAHo ok & EACE By Wi A=

rot
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AwalA Gus. 2 oln WEFAAYe] £ glo] AAH AL £
#a2 gemz AFut o ABHolw FUF ARE AsE ol o

& ol ofiatz werETh

olst gol 71&el AAAH BAL FUsatd oML oz =aiux
gt HA T3, F FIAY AN} ARAAE dvh) B ETPATI=
st Aol Bl F zolth ok AAAEMT v Y sARrYL
getatna s oy BAse) AolPelr|m @ul, NEe) AAAY BAl
A Fekg RRoz WAHT Ytk wWakA of Hye| AEE Aus - PUs
s ol a7HM, o AN Yoelfol wal ulg - @R A 43
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thgoz HlE - AR Ho] foldtA] FL BEAZ2IY T PFoME
=2AQ A E MEE nHT £ Ut dE So nIFAA Exzga
Yol ARAEE EXNZ2aY FEA AES oy AHdtes v &S AHE3

3 Aok 234 ol AAARE VP & AWste AL oln AH e}
Zol TFRAul, o] et AAXNRE AHE Hart Jvh £F9 F¢ BA

Zel @ Aoxu|ARe] GEEW BASH AARAGT HAAFZA
AE71Ee] N R HAE A U AHASFG APt gk H 3
59} A PAL ALRHTH o] dolq & 5 Y& Hlg gol HAXNE2E 7
Fa7t AR H oz shed AW e Aol oidEt "AAtA i AW
2,3 o] QJeole] FFE& w7l el Jbed ART Utk TFE o] A
¢ HopRE EUE7A 55FLE FES L Itk wEkA vlg - HelR
Aats g olEd AAARE o= Az Aol AMAH7] wtdeln, &
A<l vlagte] shsdith olgk o] AAA R Y-S uiFAHI}L 753t
U} gol3tA the e FS 7AW ole] e oA M AEFHA
FES AAsY HES It 2 FFel wat ol HA st

THE AHEE Favt o

o2 ol FWRMEC] o= Ax 7ted AF nFoA LI U=
A3} 712 (Performance-based fund =& Performance fund)AI=E =3t
A HE £ Y& ZAolth ol EAHF AHE thdted ZA A4AE
Y L} Zigoz T F AE AAE FHAHHET EA 222
#ol o7} ol HFH), ¥ AAE d ARl Vg 4FE 24HE B
2Z(bonus pool)dll A F7FAQ AFE& Addte A=t Haet dqi4AE
e BEHoz dAAsled E3E Holn & AXo|TH.
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2. 37878 el A

AAME AR ey, 4B F FE - Y4Hez ASHe Ao
24 SRAGe 287 98 A2FE Auls PEEE wBoly, oY
@ ulge oy G AHAN S8 Hort asth) woke wEAela A
FHo2 AYel ¥ & Qe FIA A ZWo] Ax WY, IHF G

7) ol= A3 A AW AL F AN G| A GEE PFAFo] o]Fo
Hob E&Holgte 71EAA HAAAN 2t £ ASFEE FF
ol @ Aol Fate A&o] otk AFHZA FHo] FHolok 31y] wjFol
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o2 Hrido
A 359 AS IAI=T B L EH(Carryovers and Borrowings) Al
=& 84ststa Aot ol widx oA FFE 39 GAFAE
£ 33, o] 71t F AAHEE HWEAINA EE EH WA mid

TGy Ao ARE Hte AF FJAAEE olEAINAY e AF
E28E 8% 753A e AREAM AP Ae] EUeF Ate 93
A71E FAG Aol #Hog qasge] JFol He

m[o

WA s A3 ol

Atk EFIE G, Auth, 1T Fe Fx9 Aol o} BF oY
Sg3tn UhRge AS). Sol# e RII=we olF N U
Qrhe ol

adH o] AT 53, Ago] AU F8H7) AANE 37 Te DuE
QLRSI FRFolok stn, Feluete Lol VUEE JUAEE ALgets

AS 2gol AFF AFL T2 o 03]y AAAWTEY Fho}
A3k &g 27t vElg & Ao gaA @Yo 2 e IAART o
498 MY AEZ &3 dx AAEY FIH HEo] oY ¢ 2§
< Fdiste Ag nEslol & Rolth

oz Uz ol T{lE AAANIREAE dARez s
o, Z47Ane dig BAZ AFAE Y vt Uk o] Axe 3F
S A AHAZ SHEPREEFI(Cash-limited appropriation)$t §-ASE A A 1
AHolr AFEA] VIEFH 23 FFAUNE AATA iAol o] gxrt
AN AdE AFHSL oA Z BX7 A-&H o g HAYstE Ao
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sl a9 % o

S22 A niet Zo] HE FHF, A . o] Fox A&FHo
FAZ dort Aok 5F9 A FFH 9 AGHIZ o E AFR @] %9
o stol]l met Hgo] Jheddl oleldt Wete] Aol HPFR A M E A
¢ AEZF Ydojok & Aojth,

AF74A AAG AALRIEL 7|EHoE 7t BXo AFAL Fsie
dEolth detA 71E9 EddAA e 4HF A 2AD ARA
Hgg2 7ol 2318 © FdskA ¥evt st $Et g 5 U o
HE AL B47An Y BeEe Flo] siBRA ddIIte] YR wghy
dol EAste HH AU FA-tH2 A (Principal-Agent) A1Q 3 AT 5 Q1
= Holy 2 dFdAMeE ARG o & AFe 2o 2 HHF AZEAH
Aol s 4 ¥ ALAA AVt deEge RS dA ARz do
o] A& o|2ul 48 ¥ &7} & (Preference Revelation Mechanism)®] &2
MAE  UAs WAY Fx U,

oA WEEY A= Fto]l A& L AFAY FUE EXHo2 u
emg ol ok FAE AAIE FAE TdEHolol @ WaAo] o
F HAS old BHAM A IFH SFoA AMEHI Qe olEw £&
‘3ull & (Efficiency Dividend)AI= o] tidt 4ol FZH 1 ok
Fo A AEE wid A" 4 B9 FHAAAuidatade 1%

TAs A7 FAZ BEd HEEEST Axo|tHIFL 2%).
o] AxE olg Ze AAF #AHAA = HPFH At & AoE Hrid
o Iy oley HFEAH7E A& wiETE dibs AT F U=
bFeds WA & glen, 1%Y FA7F BHRWeE FRE 2AV e
q T EAAC] Utk wEpA o] FlEY AL I K- REY AT HE

ok

8) oldl B A Tt =FAA d77t JAF.
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3. AFHHl B A=Y AL - ALY W FuiFRE
o] &85

SEvete] dFFAAYY Fdde FRS EARC e Aoz ¥
ot 3 ST 53 @3 A%, ol @E AR FUt, 712 AA7
A mpA Abge] Wiz} Fol Wivste] O A3 FRAA AL By e vlH o
zeEe ez FriEgn U9, o At dAL oo Uert? A
7FA o7t A& & ey ole FE FAH a7 Tol A wid A&
THT BFe ARAARA FATEAH SR AldEo BE AR &FE FAld
AAAF & ol8ut TRAFEA, S EA WEQ AeE HrieEo

AR AIAUES 8T W HxAYA ] A7 wet o Ajle]
Azt 43S AR F o2 BATFURE FATGLH FAAE 9 oo g A}
dLF A, F EAFA GHE & e, olu] AFH npe} e A
A AT B A gA B 2R EARRY oE AAFH &dua
< HASE /P A EE AR AKG A dde JARAgE Hx
AZ Zo] AFHOZ o]FARE e Aol

270 @3 GAARES] "ANASETALAZE JIE ANl g Bl
T AAHAES AR BAY FA deth "AUASTALAZSNAME
HEAFY FAPE 9 AgEHEERE, A AYRA Fde] FAIEE
AR e B FA %7 @iEelth ARE 1AAZ ARdulgt w7 s
Fi, 2 olF Ax9 AHlel daiM= I e FFo) wt AR Y&

1

Jo] A7 oo &3 Jdulrl 1985~94d 9] 100 F<t oF 7Tk o4
o8 A3tz 3ok &5, miHE F=



e Aol wakA of dole ANGEIZE HAEAY HFe] g8 F£x
Ko, HAo A AAE HATE Fx Utk

A FvdgdMs AY BE AFAGY dite]l AL FAAIES <
3 AAGET ATt wEkAd ARE fdze sHgdatEda AlgFo e
AMY el 8 ZAA3A AR wid AFAIEE F71E 4 QU olek o)
A7 A& ZAA T3 M= BAHEA 7 Ankalbs] 7] spd o)t

"ANALETALAER AFGH] dibE HBAEE ARle 9Fe o=
2% 4 U Aok i A A= ddte] AT eACA FAHHE A
o] ofz} winid 1w 1ujje 011*“}7&01] w2957 W&o FRAGY ¢
FANE AZFA7 B oldTh T@ Abdel gt ojj4te]l FFH oz WA
=2 7] Qo widEnict dibAgde] dolxa ol FTH AHdel A
otz ojg A "ot wakA o] AxFAME W A9 &-FAIV7F A EH
Al wtRolth £FA "rAle] Ao 93tH 1985~94d 9] 10dzE -2l
A AR &FTE ARA(AE7IZEe] 0% B9)Y B8 oF 20%) B,
50% old9 Algel 2 o]y Ao SFHAG. T 5 ol XAH A}
A HlExE of 17%0 Y3l Aoz FAHHYTH

Syl A&, ¢ " FEEGY, et Zo] fFAIG] i g4t
HAE dAHoR HFHe: Axrt Aok "AESH,Azs g4 £dE 8
e FAY AR 2 AdEAde A6 F4H A A F948 1Y
=39 o2 FAIe Axolth FA ‘FRAFRGAY, T FE 2@ o
Aol ANUNYFAE —FHEOY(RDLFZA] B9AYE ALEY S4F AAS)T
o 2R disiFe BEAHAKEC e As guiditt. & FA9 |
Ao Adgduiael £ dztel FALE WmAGEK S Aoz JdBAgE
o AR7E 237 AFE EHdA He Aot
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gholl A o] Az o8& T3] AT ol FEE K& FAS AA
AR 2%E Eu AL JYH<KE >FR). £ HLAFE FolET 4
=d ALnle A9 aFANLASEIAY NABIEAC FAH=H FHLHD
Ae Aot FnAFEFRY A A AN e diA) 1~2d9)
717kl o] AMGH7] Wi FF AAAARZA ] JE§E thEtA
31 vk E 3 ASHAE AE AMEHI e, 4% afhe] A
F37) F9, A=AF By, EFYY] Fo F2 AEE B AU)de] &
25 ARAIAGAAE A HLHA %1 e dFolt} o wha Q
o] Afde <E 2> B = e viel 2ol ALY ¥ Fafrrgs)
Aol g7 AEFAIE AN A FAEY 10%] Sste A

O o BAEA e % wAg R $HA
FAE 2ot g4 ¢ Bol 843717 oo AR o e A 2
A AAED Aok AA, AE AEY FARNIIE AL F1e ] Wi o
g BEEAINE Aol ulAstx s Aol oAl @) Alguigo] wAE
3 B7F AsEd FAGYEIZE 318 kel Q7] W FAgulE @3
F71= AP viFANAR Yvie TRl A, o] AREL AF A&
ARG AAAIF 7] dEd AAAL AASL stALE HEE ¥ ol A
XA 8TE it AH3] wNPATNA Rile EAFE 7 doke Aol
th A4 AAF gerde FXAA ool & dEHE 4F NG wA
dFeke FHPsr) A7 AAHAL WA 5 gle Rol dAelNE s

a olHF TAEL T 2L olfE A 2 AL AAFwIsL
o]@ch ¢4 FAIEIE vl FHAFNA ¥7] dE ol FAAY F o] 23]
2 £47 olFdAn E 43| & o2 FrlEd 8ok ALuTAe A
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<E 1> @EE BEABAES F£EH Bk

kb ARAAY, o408, 1991 ~1996.

(&9 99)
2w 9 = 1991 | 1992 | 1993 | 1994 | 1995 | 199
A = "] | 3278(4)| 3932(2) 4,138(2)| 6,145(3) 8,811(3)|10,689(4)
1. sl&gy 41(1) - - - - -
2 =25 WEAAM 323703) 393202) 4138Q2) 6145(3) 8811(3)| 10,689(4)
2 3 A B B % 4131(51)3,754(18)|5,284(39) 4,879(19) 5,650(21)|6,082(13)
LAMR 489(10) - 20503) - 400 -
2 WER 20(1) S 1842 - - -
3E YA 80(2) - 60(2) - - -
RS 56(3) 4 0@ - - -
5.4 60(1) - - - - -
6.4 1205(18)] 1,094(6)| 1,202(9) 16498)| 2,357(9)| 2,995(6)
7718k Lk 891(14)| 1,I60(11)| 933(17)| 730(10) 513(9)|  587(6)
8.71e} 53 A
APEAIAE T 30(1) - - - - -
TP R L EA - - - - - -
s25 3EA4 | 130 150 25000 25000 250000 2,50001)
T FERAMA - - 50(1) - - -
A% AANA - | e - - -
2 a2 - : - - 200 -
i =2hy] oake BolA] AL,

SEA AAAMAA AHYE.



<E 2> AR ALH, TRATRG o 4BA

(&4): og4q)
I
lL 1993 1994 l 1995
Al = "]
1. 4ut3A
BT ol (AS) 6,624(9) 7.921(10) 8,038(10)
EFAEAAHA 1,339 1,718 1,333
T EFERG
1. 4ytsiA
A (A) 70,952(81) 74,331(81) 82,831(95)
R] Zof A o} 19,380 20,606 20,523
2. 53 A
e A (AF) 56,088(158) 67,237(155) 70,890(150)
ZA2d A Y 16,067 19,124 17,591
{ F4AR YA AME 751,024 L 734,305 709,871

# 1L ZuATsge exdY A5 2 A2dA9e AxE ATAAT
2 Jehd. AZdR AL JEAYT AFAY AAY TR W)
.
2. A%l AutEAe) HHY Aol T,
EH KB, THB SRS, 1991~1995 AAXEEY AT B3I,
YR LYZAEAT, (AAEAAR,, 1995, SFH AAMAN AAL.

A3 FAAH] FYo] Thedtth. AA ol23 WA "o HIFRAV A
ALGHIE FA2FAS A AYFIE ST T O AGHE AL A7E
AR S 83t A snsit g =38 $Ustd] dxE AEHIE &
AARGE, fRAAe T AldE] RA2FAHY AR Y SoE
Zoltt. meba FARYH e FEEF SRS U] AN e o FAxS &8
ol 238 ¢ HaF Aol



goz damAgel A4

sl RH ARRE HAE AT HFHSHA gk F FE PR
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Summary

Advocates of privatization argue that the private sector is the appropriate
structure for the delivery of many services which are now public. But
despite the momentum for privatization, government should not be
"written off.” Government has been building "businesslike” capacities for
more than a century. Award-winning programs provide evidence that
those capacities are being applied in practice. As an alternative to
privatization, the public sector can and should compete with the private
sector for services which are appropriate for private or public sector
delivery. Going further, agencies which are now monopolies might
redefine themselves, competing widely for government contracts against
each other and/or private firms. New, "generic” public entities might even

be formed to do so.



I . Redefining the Debate Over Government

The debate over privatization is premised on the same assumption by
both sides: what the public, private business and policy makers really want
is productivity. Advocates of privatization, such as E.S. Savas, a "guru”
of this movement, have emphasized relatively tangible concerns of
productivity, narrowly defined as efficiency and/or effectiveness.
Under the banner of "privatization,” government has been attacked through
the twin assumptions that monopolistic government is inherently inefficient
and the competitive private sector is inherently more efficient.

Proponents of privatization "have lived by the mantra that anything
government can do, business can do better.” (Katz). Privatization is
marketed as a solution which will (Savas (c)) :

--lower costs, while improving quality;

--allow economics of scale;

—-~allow public vs. private comparisons of cost and performance;

--avoid large start-up costs;

--provide access to specialized skills and training;

--promote flexibility in the size and mix of services;

--make it possible to hire and fire as necessary;

--allow for experimentation in different modes of service provision;

--reduce dependence on a single supplier;

~-bypass inert bureaucracies; and

--allow quicker response to new service areas.



The term ”"privatization,” as it is commonly used, is actually a bifurcated
concept. One meaning of the term is the shift of government services to
the private sector, establishing a direct relationship between the private
provider and the private consumer. That shift may include the divestment
or sale of government enterprises and assets; load shedding; and
demonopolization of government services to allow private alternatives to
emerge (Bailey, Brudney, Savas (b)). In these public to private shifts,
privatization signifies moving services from government provision to a
direct relationship between the service provider (a firm) and the consumer
or client; the financial relationship is between the two as private parties,
without a payment through government. No contract with the government
entity is involved, although government may have a regulatory, policing or
indirect financing role.

In its alternative usage, privatization is "contracting out,” or moving
services from direct supply by government to an indirect relationship
between the service provider (a firm acting on behalf of government as a
formal contractor) and the consumer/client. The financial relationship is
then between three parties: government as the conduit and monitor; the
firm as the service provider; and the customer/client as the service
recipient

Advocates of government’s roles, offer a less enthusiastic perspective on
privatization. They (Barnecov and Raffel; Stahl; Ogilvy) suggest questions
the public manager needs to answer when considering whether to privatize
in order to enhance productivity. To what extent is privatization likely to:

-~reduce services?



--lower employee morale?

--result in incomplete contracts?

—--produce cost overruns?

--lower quality at the expense of quantity?

~-place short-term profits over long-term planning?

--negate the service ideal inherent in public service?

--provide opportunities for graft and corruption?

—-—duplicate services?

Both sets of advocates, however, need to attend to the concerns of the
other and to those of the public: privatized services must be responsive to
public policy, and services delivered by government must be efficient and
effective. For at least a decade the public has been particularly interested
in privatization as a means to efficient service delivery, and is often
skeptical of government’s ability to do so. (Roper) By a margin of 38%
to 25%, the Roper Poll found that people preferred to solve societal
problems by funnelling resources through corporations rather than
government, which barely edged out private voluntary organizations (21%).
For the delivery of human services, private voluntary organizations were
preferred to government by a margin of 49% to 34%6. When Roper asked
tf the telephone service should be "owned and operated by the
government,” as in most other countries; 81% were opposed, 61% thought
the service would be worse, 63% thought the cost would increase.
Privatizing the postal service, however, was thought to improve service by
46%, although 44% expected a rate increase.  When Roper asked whether .

it would be a good idea to contract out different government services: 55%



favored contracting for garbage disposal, 28% for the running of public
schools, 27% for fire departments, 27% for prisons, and 23% for police
departments. A Gallup Poll found that private companies were often
preferred by the public as service providers, especially for critical services:
47% for hospitals, 4196 for garbage collection, 41% for ambulance services;
for less critical services, however, the interest declined, to 25% for parks
and swimming pools and 21% for street maintenance.

Competition has been sold to the public and policy makers as the
primary means to achieving efficiency. But only one form of
competition--privatization (broadly defined)--has been assumed. A thesis
of Savas "is that competition, achieved by prudent privatization, is the
key to improving the productivity of public agencies and, more broadly, of
public programs and public services..Competition must be introduced and
institutionalized, and privatization is the technique of choice for
accomplishing this.”

Competition can certainly improve organizational performance. But in
linking competition to privatization the former concept has been defined too
narrowly. We ought to consider "government as competitor” as an
expanded set of approaches to the problem of public productivity. We
define "government as competitor” as intra-governmental approaches to the
delivery of public services. Such approaches can provide alternatives or
substitutes to private sector delivery of what are now public sector
services.

In addition to private vs. private competition for contracted-out,

government-funded services, at least two other approaches to competitive
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government are considered as viable: public vs. private competition and

public vs. public competition, with two variations on the latter.
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II. Public Vs. Private Competition.

This is a long-established, but underrecognized, concept which
sometimes has surprising results: government is the winning bidder and
services are “contracted in.” The average U.S. city contracts for twenty
percent of its services and could contract for more. There is every reason
to believe that public agencies could add to the bidding pool, could win
bids on a competitive basis, and could outperform their private sector
rivals.

Indianapolis, for example, recognized that the marketplace in which cities
operate has changed. Major cities no longer compete against each other
for businesses and families. They compete against their suburbs, and they
are losing. Suburbs generally offer lower taxes, less crime, better schools,
and fewer environmental nisks to businesses. Large numbers of
businesses and families are migrating to the suburbs, leaving the
financially disadvantaged behind. Indianapolis’ effort to alleviate some of
these structural disincentives--to decrease migration to  the
suburbs—-largely rests on the provision of some city services through
competitive bidding. In Indianapolis, "Competition and Costing: Competitive
Bidding” is a program designed to make the public sector in Indianapolis
more competitive. Service delivery is improved through competition, rather
than privatization. Instead of limiting itself to the option of turning a City
service over to a private vendor, City employees are encouraged to bid in

competition with the private sector. What makes competition possible is
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activity—based costing, a financial and accounting tool that determines the
internal costs of government activities that City employees can use in their
bids. Competition improves the delivery of services by making inducing
private sector vendors and city workers to be far more efficient and
creative about how to provide improved services at lower costs. By
enabling city workers to compete fairly against private sector vendors,
Indianapolis has reduced its budget by $10 million. The savings are
re-invested in the City, allowing Indianapolis to put more police officers on
the streets, and invest in a $500 million infrastructure rebuilding program,
the largest in city history, without raising taxes. The program emphasizes
competition, innovation and entrepreneurial thought among city employees,
together with the adaptation of activity-based costing to the public sector.

Similarly, as practiced in Phoenix (Holzer (a)), the Department of Public
Works has won back contracted out services by lowering the real cost per
unit of output. faced with growing budget problems, the City was
increasingly awarding municipal contracts to private organizations. In
response, the Department of Public Works developed a non-traditional
approach, "Competition with Privatization,”(EXSL Award 1989), a program
which seeks to compete with private sector providers to provide the
highest level of municipal service to the taxpayer at the lowest possible
cost. Phoenix enhances the competitive atmosphere in which it operates
through increased technology, labor-management cooperation, innovative
practices and community involvement and support. The focus of the
program is on solid waste collection, which impacts every household and

provides citizens a means to evaluate municipal services on a first-hand
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basis. Its primary objective was to win back City sanitation contracts and
to save city revenues. Each year savings and cost-avoidance total
substantially more than one million dollars. The program has also
improved employee morale and labor-management relations, which in tum
has resulted in productivity enhancements, innovations (e.g. retread tires)
and participation in the competitive bidding process by department
employees. "Competition with Pnivatization” allows government services to
compete with private industry on an equal footing, as no decision to
contract out is made prior to the call for private bids. Therefore,
municipal agencies are encouraged to compete with privafe firms, rather
than take a “do nothing” approach to providing services to the public.
The Phoenix program encourages participative management, and
cooperation between unions and the City, At present, the City has earned
back all contracts that were previously lost to private contractors.

According to Savas, competitive contracting—-which is one form of
privatization--has been growing. Other jurisdictions—--New Orleans,
Kansas City, Newark, Oklahoma City, Minneapolis, Davidson County-- also
compete with the private sector for sanitation services. (Savas (b)) In
some such cases only part of the service is privatized. In another
services area, for example, a regional school district might compete with
private sector vendors to provide transportation services to local districts;
it is conceivable that those services will be split between a public and
several private contractors.

This public vs. private model can work, but it is not widespread enough

to break the blind rush toward privatization. The momentum is

—104—



unimpeded despite Savas’ caution that not all services lend themselves to
contracting, and careful procedures must be followed in order to realize the
full benefits. Although Savas (b) acknowledges that government ”should
be given an opportunity to compete with the private firms in an
even—handed bidding process,” he is rather pessimistic about contracting in.
He does, however, describe competitive bidding by government agencies as
having been effective in the United Kingdom. (Also see Hetzner) In
particular, Savas points to problems of determining full pricing for agency

bids so as to provide fair competitive comparisons with the private sector.

1. The Public Sector as a Competent Sector

We accept the concept of pure privatization as it applies to limited
services which government can no longer easily or appropriately provide.

We accept the premise of government’s critics that monopolies are
inherently inefficient. As Savas (b) argues:

A government agency that enjoys a monopoly or is otherwise shielded
from competition can be expected to behave no differently than a private
monopoly: without the spur of competition, managers and workers alike
generally lack the motivation to innovate, to seek better ways, to make
changes, to work smarter or harder, or to increase productivity.

But we reject the premise that the private sector is inherently more
efficient or effective for five reasons.

First, the use of private providers does not assure the existence of

meaningful competition. Such factors as price fixing and collusion as to
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exclusive territories has historically suppressed true competition in garbage
collection, construction, road repairs, maintenance services, etc.

Second, where productivity improvement rates are measurable, the annuai
rate of improvement of public services is about the same as that of the
private sector (Mark). In the United States, for both sectors the overall
productivity improvement rate has been on the order of 1.5-2% per annum.
Although neither rate is as spectacular as these in some of the Pacific
Rim nations, for example, their positive direction and parallel nature
indicates that both sectors can achieve steady progress using the same
sets of competencies.

Third, there is a growing litany of cases in which private sector
contractors failed to deliver public sector services as promised. Scandals
and performance or financial problems have occurred in the management of
jails and prisons, health services, public schools, and airports.

Fourth, for over a century the public sector has been adopting the
"businesslike” principles first advocated in 1887 by reformers such as
Woodrow Wilson (as a professor, not as a President). They are
summarized below as “Five Great Ideas of American Public
Administration.”

Fifth, today there is a rapidly expanding database of successful state
and local improvement projects which are evidence of efficiency and
effectiveness, of having successfully applied the great ideas of public and
private management. Competencies identified in our Exemplary State and
Local (EXSL) Awards database (below) suggest that many government

agencies are, indeed, "businesslike,” and therefore competitive. These
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award winners counter the stereotype of "government-as-inept.” According
to Goodsell: "Government compares favorably to the private sector in
characteristics and performance, particularly when it is called upon to
achieve what other sectors of the society could not achieve. Government

works.”

2. Five Great Ideas of American Public Administration

IDEA 1. HONEST, BUSINESSLIKE GOVERNMENT

One of the continuing tug-of-wars in American public administration has
been credentials (which implies competence) versus representativeness
(which implies responsiveness). Even in the relatively small bureaucracies
presided over by Presidents from Washington to John Quincy Adams,
qualifications were relatively highly valued. Although there certainly
existed political patronage, such patronage was not elevated to the level of
political philosophy. George Washington, for example, claimed that
government jobs should be given to "those who seem to have the greatest
fitness for public office” (Tolchin and Tolchin 1971: 323). But in 1828, the
influx of previously disenfranchised, propertyless masses into politics
through the elevation of Andrew Jackson to the Presidency initiated a new
administrative philosophy-—-"spoils.” As opposed to government by an
"elite,” that system emphasized rotation in office as a means to achieving
politically responsive administration. Almost any citizen was considered fit

to carry out the "simple” duties of public management which was, after all,
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just a matter of "common sense.” In his first annual message to Congress
in 1829 Jackson declared: "The duties of all public offices are . . . so plain
and simple that men of intelligence may readily qualify themselves for
their performance; and I cannot but believe that more is lost by the long
continuance of men in office than is generally to be gained by their
experience. They are apt to acquire a habit of looking with indifference
upon the public interest” (Hofstadter 1954: 51).

Unfortunately, the price of responsiveness was high. Although the
offering of gifts as corrupting bribes is a practice that probably dates back
to the establishment of the first ancient public organizations, it was
particularly rampant under Jackson’s spoils system. During much of the
nineteenth century at all levels of government graft was widespread and
scandals were frequent. It was not unusual for a public official to receive
very large sums for reasons of influence, not friendship. Such behavior is
stil not unusual in many developing societies. But corruption had high
indirect costs. Inefficiency became endemic, graft widespread, scandals
frequent not only at the federal level but also at the state and municipal
levels where the spoils system prevailled. A large, increasingly
industrialized and therefore more complex, nation could not tolerate such
poor public service administration just as government was taking on new
responsibilities. Municipalities had to deliver water, assure public safety,
maintain smooth streets, fight fires and, by the end of the century, provide
public education and regulate private utilities or mass transit systems.

Waste and dishonesty had to be curbed if government, and therefore a

growing society, were to function efficiently. In the post-Civil War period,

—108—



reform movements appealed directly to the public for efficiency and
honesty in both politics and administration. A common theme of reform
emerged in the 1870s and dominated politics for half a century. Known as
the Progressive Era, reforms would bring about significant changes in the
administrative functions of government. Between 1875 and 1920 economic
progress and turbulence changed the context of politics, stirring citizens to
replace the corrupt machines and install administrators who would improve
the atmosphere of cities for commerce, and thereby the quality of life. Old
machine politics and the spoils system were blamed for every ill in
society-— inefficiency, injustice, corruption, and even prostitution (Kaufman
1965: 129). Attacking the spoils system, reformers did succeed in defining
"conflict of interest” as an immoral situation. It is now common to find
such constraints on officials as the prohibition against having a financial
interest in any company that their agency regulates or has commercial
dealings with. Similar situations that are considered ethical within the
"letter of the law” are increasingly coming into question on moral grounds.

The reaction--the first "great” theoretical foundation stone of American
public administration--was a reform movement that appealed for efficiency
and honesty in government. The Pendleton Civil Service Act of 1883
created a neutral, bipartisan Civil Service Commission the beginning of the
system that now covers more than ninety percent of public employees.
The establishment of a Civil Service system amid a prevailing atmosphere
of reform provided both the means and the impetus for getting the job
done with a minimum of wasted effort.

As a function of the reform movement, jurisdictions within the United
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States began to establish codes of ethics, often written into the law;
today those laws typically require that public services should be provided
honestly, openly, fairly, and without discrimination. In short, we expect our
bureaucrats to act within the law, not as a law unto themselves. Although
compliance with the law if often cumbersome, as a matter of principle we
as a society are willing to accept some inefficiency as the price of
freedom; we recognize that one of the basic strengths of democracy is
concern with the means as much as with the ends of government. To the
public and the press, however, the rules and regulations which follow from
the necessity to administer laws equitably are merely manifested as the
frustrating “red tape” they so often deride.

The clear separation between politics and administration was demanded
by reformers such as Woodrow Wilson (1887) (in his role as professor),
who suggested a dichotomy between (1) policy determination via politics
and (2) policy implementation via nonpolitical administration.
Implementation of public policy in government would, then, according to
Wilson, follow principles of more “businesslike” management. To do so,
those managing governments needed to devote greater attention to the
science of administering government, i.e. administrative principles and
sound management: “Organization and methods of government should
determine first, what government can properly and successfully do, and
secondly, how it can do these things with the utmost efficiency... America

needs to develop an administrative organization and skills for proper

1) For Wilson's role in formation of public administration in the U.S., see Stillman
(1973); Van Riper (1984); and Cook (1995).

—110—



administration” (Wilson 1887). Only through competent, uncorrupted
administration would government carry out the wishes of the people and
their representatives. Public servants would be perceived as professionals,
administration as efficient, and government as trustworthy. This reflected a
second distinctive feature of the movement-- belief in a science of
administration ( or the "one best way” of doing the things), in addition to
a belief in expertise, which non-political public servants were to represent.

Later, Frank Goodnow (1900: 22) reinforced Wilson’s points, interpreting
the Constitution as a statement of "two distinct functions of government.”
Policy centered in the legislative and then judicial branches, and was only
to be administered by the executive. Policy was an expression of state
will, depoliticized administration the execution of that will. The thrust of
the turn-of-the-century reform movement was captured in the saying,
"There is neither a Democratic nor a Republican way to build a road, just
the right way.” Thus, the Reform Movement was evolving in two main
directions: 1) neutrality of personnel and 2) improvement of efficiency,
mostly on local level.

In 1894 the First Annual Conference for Good City Government
organized the National Municipal League as a forum and coordinating body
with the objective of formulating a plan that could be supported nationally
(Shafritz and Hyde 1991). Two hundred affiliated societies, such as the
Bureau of Municipal Research in New York, developed a theory of good
government that rested on four fundamental elements and associated
reforms which held that:

--The efficient delivery of public services is central to the public
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interest;

--Administration of public services must be separated from politics, and
would operate through independently elected boards and commissions;

-—Experts with specialized training, appointed under a civil service merit
system, would comprise a permanent civil service and could implement
scientific methods;

--Government would be operated as a business by applying principles of
scientific management, including proper budgeting and accounting
procedures and competitive bidding.

By the turmn-of-the-century, the Reform Movement had achieved
significant changes in the practice of public administration, particularly in
the areas of fiscal and personnel management. Galveston, Texas, for
example, become the first city to be run on the business model, and this
model was subsequently adopted by more than 450 municipalities prior to
World War I (ICMA, 1994). The city manager model was implemented in
the first decade of the century in several municipalities. With the advance
of reforms, the rhetoric of reform also began to change. If personnel
reform was seen by many in the 1880s as an "high moral endeavor,” by
the beginning of the century it was mostly seen as a more pragmatic

"matter of improving the quality of administration” (Waldo 1984: 29).

IDEA II: CLASSIC MANAGEMENT MODELS

The establishment of a Civil Service system amid a prevailing

atmosphere of reform provided both the means and the impetus for more
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"businesslike” government. Following Wilson and other reformers who
suggested that the running of government needed to be made more
businesslike, the dominant ideal became machinelike efficiency in getting
the job done with a minimum of wasted energy. But although the business
sector was often pointed to by government’'s critics as a model of
efficienéy, neither "businesslike management” nor “common sense” were
adequate guides in these complex matters. The business model (whether
applied by public or private organizations) still came up short: the "right
way” to run an organization was simply neither self-evident nor intuitive.
Honest "common sense” proved inadequate as an efficient, productive
guide to managing complicated systems in complex organizations.
Paradigms were needed.

Studies of the business organization had given rise to a number of
supposedly universal "laws” or "principles” of administration and to a
procedure, scientific management, by which optimum efficiency could be
achieved. It was no more than logical to borrow these discoveries for
application to the management of public sector organizations, and such
management was defined within the “closed model.” Or, as Willoughby
(1927) wrote, “..in administration, there are certain fundamental principles
of general application analogous to those characterizing any science which
must be observed if the end of administration, efficiency in operation, is to
be secured..” Urwick (1937: 49), concurred:

There are principles which can be arrived at inductively from the study
of human experience of organization, which should govern arrangements

for human association of any kind. These principles can be studied as a
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technical question, irrespective of the purpose of it, or any constitutional,
political or social theory underlying its creation.

Generic principles or organization were, then, considered applicable to the
management of public sector organizations within the ”“Closed Model”
(administrative, bureaucratic, mechanistic) that describes organizations in
which organizational interests dominate the interests of individuals. The
interests of these organizations are concentrated on efficiency and
effectiveness, specialization and obedience to authority. The closed model of
organizations is described by such terms as bureaucracy, hierarchy,
pyramid, or vertical, formal, rational, and mechanistic.

Under the rubric “scientific management,” the works of Frederick Taylor
(1903; 1911; 1923) and his followers demonstrated the efficiencies in having
management study, identify, and then teach workers the "one best way” of
performing each task. However, these management theories proved in the
long run to be inadequate for explaining organizations satisfactorily. They
failed to account for the complexity of human nature or for the impact of
an uncertain and changing environment. But if they omitted the muscle
and the flesh, they did provide an understanding of the skeleton:
Organizations are made up of certain parts and processes that have to be
"managed.” Taylor's assumption was that a manager’'s job is a result of
division of labor and it is a separate full-time job to manage. Thus,
Taylor’'s theoretical framework included the notion that management has:

(1) the responsibilities for discovering the best ways to plan and perform
all aspects of operations, and

(2) is charged with training and developing each individual in the
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establishment [organization], to enable that worker to do the "highest
class” of work to the limit of his natural abilities.

Although his principles were resisted by organized labor within
government, Taylor's work helped to set a model for government by
defining the formal model of organization as a rational, legitimate,
institutionalized relationship of people formally managed or coordinated
from one center in order to accomplish certain common predetermined
goals, objectives, or purposes.

According to Henri Fayol (1949) and others, working in an industrial
context, basic elements of formal or administrative organization are
specialization, authority, hierarchy, division of labor, communication,
standard procedures of operations and management. The combination of
these elements, and the relationships between them, defines the structure
of the organization, or organizational structure.

Within the public sector, the types of organizations that Taylor and
Fayol helped to define, in industrial terms, fit within the bureaucratic
model defined by German sociologist and political scientist Max Weber.
The basic prototype of such a model was described by Weber as an
"ideal-type” bureaucracy (Weber 1968, 1971). Weber's "ideal type,” or
model of bureaucracy, describes an arrangement of positions that he
considered to be the "most rational known means” of accomplishing
objectives. According to Weber, the bureaucratic form routinizes the
process of administration exactly as the machine routinizes production.
Efficiency is achieved through the creation of a fixed division of tasks, a

well-defined hierarchy of authority, impersonality and detailed rules and
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regulations. Weber viewed bureaucracy as based on a more progressive
type of authority than did previous historical formations. As opposed to
kings who held traditional power and extraordinary leaders who wielded
charismatic power, bureaucracy was based on legal-rational authority.
This helped make it both more vital and more efficient, although the
popular understanding of the term bureaucracy 1is associated with
unresponsiveness, red tape, and bungling inefficiency.

The chief characteristics of the Weberian model include: universal rules
impersonally carried out, use of written records, division of duties into
spheres of competence, training for each position, selection on the basis of
competence, hierarchical arrangement of offices, salary based on position,
and tenure of officee These characteristics make for an enduring,
predictable, efficient organized “machine.” In a well-run bureaucracy, of
which the best military divisions and agencies are the most appropriate
examples, operations are managed in such a way that often the best
compliment is "like clockwork.” It is often the most efficient model in
terms of logic, cost, speed, control and operational stability. Basic features
of this model are: politically predetermined and clearly stated goals,
centralized authority, a strict chain of command, and a prescribed set of
impersonal and interconnected regulations for all aspects of the
organization’s activities (management and employees rights and duties,
punishments and benefits, operating and managerial procedures, etc.). The
core element of the structure of every public bureaucracy is strict
hierarchy, with a single chief executive on the top. Each position is under

the direct administrative control of the supervisor one level above.
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Functions, rights and duties are assigned to the positions and not to
persons. Each member of the organization has limited, clearly defined
rights, duties, powers and expertise, fixed in written instructions.
Vacancies are filled and promotions are accomplished due to formal

technical qualifications (certificates, degrees), seniority and/or achievement.

Whereas Taylor (an American) emphasized more of an engineering
understanding of efficiency -- performing a particular job in one best,
scientific way so to produce maximum output from each worker -- Fayol
(a Frenchman) and Weber (a2 German) put more of an accent on
coordination and control, so as to produce maximum output from an
organization. It is often argued that this difference was a result of
different American and European experiences (Hofstede 1993).

Building on the type of work and principles that Taylor, Fayol and
others developed in the industrial context, Gulick and Urwick (1937)
identified a set of processes that take place in every organization. They
gave us the acronym POSDCORB (Planning, Organizing, Staffing,
Directing, Controlling, Reporting and Budgeting). Each of these processes
was linked to rules for their "healthy conduct.” For example, Gulick and
Urwick identified and advanced the concept of specialization so as to better
utilize the varying skills and aptitudes of different workers. With the
advance of specialization, they also recognized a heightened need for
coordination of work. Coordination was to be achieved by (1) a structure
of hierarchical authority, and (2) the development of a singleness of

purpose in the minds and wills of those who are working together.
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Organizations should always adhere to the (scalar) principle of a chain of
command with unity of command. Urwick’'s (1952) "Ten Principles”
describe guidelines for organizational design which should be used in
building up any formal organization.

(1) Principle of the Objective. Every organization and every part of every
organization must be an expression of the purpose of the undertaking
concerned, or it 1s meaningless and therefore redundant. You cannot
organize In a vacuum; you must organize for something.

(2) Principle of Specialization. The activities of every member of any
organized group should be confined, as far as possible, to the performance
of a single function.

(3) Principle of Coordination. The purpose of organizing per se, as
distinguished from the purpose of the undertaking, is to facilitate
coordination, unity of effort.

(4) Principle of Authority. In every organized group the supreme
authority must rest somewhere. There should be a clear line of authority
from supreme authority to every individual in the group.

(5) Principle of Responsibility. The responsibility of the superior for the
acts of his subordinate is absolute.

(6) Principle of Definition. The content of each position, both the duties
involved, the authority and the responsibility contemplated, and the
relationships with other positions should be clearly defined in writing and
published to all concerned.

(7) Principle of Correspondence. In every position the responsibility and

the authority should correspond.
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(8) The Span of Control. No person should supervise more then five, or
at most six, direct subordinates whose work interlocks.

(9) Principle of Balance. It is essential that the various units of an
organization should be kept in balance

(10) Principle of Continuity. Reorganization is a continuous process; in
every undertaking specific provision should be made for it.

In 1937, President Roosevelt charged the Brownlow Committee with
seeing that American democracy can efficiently do the job required of it.
The Brownlow Report, under Gulick’s direction, represents the high point
of an impetus for scientific management in government. As opposed to the
Papers on the Science of Administration (1937) which did not elaborate on
political assumptions and the implications of generic administrative science
(Golembiewski 1989), the Brownlow Report was more forthcoming on this
issue. According to Rohr (1986) it “"attempts to ground scientific
management in constitutional theory and fundamental principles of
American government.”

To the field’s credit, principles of management were not naively accepted
as universal absolutes. Herbert Simon (1946) challenged the concept of
principles in administration, likening them to proverbs. He identified
contradictions, suggesting that these so—called principles should merely be
treated as possible prescriptions, depending on a situation. In his landmark
study, Simon (1975 [1947]) instead reoriented inquiry in the field of public
administration, and organizational science in general, to decision-making.
Drawing from the philosophy of logical positivism, Simon distinguished

between values and facts, and identified a value-fact chain as a knowledge
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basis for different levels of the organization, where the means for a higher
level could be interpreted as ends for the lower levels--and thus lead to
rational decision making based on limited, but more or less unambiguous
knowledge. Rationality, though, is not comprehensive, but “bounded’--both
by human cognitive abilities and costs related to acquiring that knowledge.
Analyzing decision—-making process, Simon showed that human decisions in
reality are not based on the principle of maximizing results—-it would have
been too an ambitious and costly a task—-people rather "satisfice” (a term
coined by Simon from satisfy and suffice). Simon’s and his colleagues’
work (e.g. March and Simon 1958; Simon, Smithburg and Thompson 1950)
is considered to be the peak of the classic school, or as it is often

branded, constitutes the "neoclassical” school in management.

IDEA III: POLITICS AND POLICY MAKING

Idea 1 underscored competence premised on neutrality, and Idea II
competence premised on efficiency. Inflexible adherence to assumptions of
neutrality, businesslike management and the one best way, however, leaves
little room for compromise between the competing values that characterize
the environment public agencies work in. Contemporary public
administration must stress the interaction of political values and
administration: the exercise of administrative discretion i1n interpreting
policy directives, the need to decide between countervailing values and
interests, and the relation between external and administrative advocates of

policies. Idea III critiques each aspect of the policy process: the need to
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decide, the need for information and the role of the expert, and the rational
and incremental decision styles.

As opposed to the relatively naive assumptions of 19th Century
reformers, 20th Century analysts accept the reality that major appointed
administrative officials often take the lead in making policy, and officials at
lower levels must be involved in interpreting policies. Policies in the 19th
century were predominantly distributive-- in the framework of limited
government-- and did not require as much interpretation as regulatory and
redistributive policies that became prevalent with the welfare state.2) With
the advent of Depression-era "Big Government,” with the blossoming of
New Deal programs, public administration has recognized that the
assumed dichotomy between politics and administration is not realistic. A
major trend has been the movement away from the preoccupation with
"neutrality” and toward realization of the the ’“politics” aspect of
administration. Although early advocates of administrative neutrality had
argued that administrators merely implement public policies, that
assumption now seems naive. We now recognize that values intrude on
administration from many external sources and are also present in even
supposedly "objective” internal decisions as to policy implementation.
Bureaucrats are policymakers as much as are any other participants in the
process. A more realistic concept is: public administration = politics +
management.

Although there were always voices against the naivet* of viewing public

administrators as "neutral,” the frontal assault on the subject began in

2) For typology of public policies, see Lowi and Ginsberg (1992).
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earnest in the 1940s, gathering momentum by the end of WWIIL Paul
Appleby (1949: 43) argued that "arguments about the application of policy
are essentially arguments about policy.” Dwight Waldo (1984 [1948]) found
studies of public admunistration to be grounded in political theory. Norton
Long (1949) argued that "the lifeblood of administration is power,” and
called everyone's attention to such aspects of administrative agencies as
political survival and cultivating of clientele, etc. Selznick (1949) showed
how the Tennessee Valley Authority (TVA)-- an independent public
agency—- was able to survive and achieve its mission by adapting to local
interests. Herbert Simon (1975 [1947]) showed that every decision is based
not only on facts derived from administrative realities, but also on values.
Later elaborating on this, Simon (1967) declared Wilson’s postulate “the
field of administration is field of business. It is removed from the hurry
and stnife of politics” simply wrong not only in the present, but in the
past as well. Simon insisted that Wilson's postulate is rather normative
than descriptive, and it should be understood as "the field of administration
ought to be a field of business.” Simon proposed to discuss the issues of
power of a bureaucratic office not in terms of neutrality, but in terms of
autonomy and predictability and reliability. When we speak about
neutrality, Simon proposed, we must think about the predictability of the
values that will be achieved by "impartial” actions of the bureaucracy. As
far as values are not questioned, we can insist on neutrality. But when
values change, we cannot be sure that the “neutral” routine of the
bureaucracy is taking us to predictable, reliable societal values we endorse.

In 1956, Glendon Schubert, as described by Goodsell (1990), "butchered”
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the idea of public interest, showing that each approach to public interest,
which ought to guide neutral public servants in their activities, had
underlying political philosophy (implications).

There are many theories prescribing different roles to administrators
(bureaucrats) in a system of governance (Hill 1991). Some argue that
bureaucracy is an instrument (e.g. a tool of economic elites in Marxist
interpretation), some argue that it is a major player in a policy process
(e.g. in Dahl’s and Lindblom’s (1953) "polyarchy”), and finally, some see it
as a predominant actor (e.g. the "bureaucratic politics” model of Allison
(1971)). Particularly popular has been the literature on policy subsystems.

The most common image of the subsystem is that of an "iron” (or
"cozy”) triangle, where the interest groups, Congressional Committees or
subcommittees and the executive branch agencies decide policies in a
closed consensual manner. But this is only one conceptualization-- the
simplest form of policy subsystems. Such subsystems range from: (1)
closed entities that are termed ”iron triangles”® to (2) the still structured,
but more open and knowledge-based, advocacy coalition framework of Paul
Sabatier (1988) to (3) even looser structured policy issue networks of
Hugh Heclo (1978), "where it is almost impossible to say where a network
leaves off and its environment begins,” to (4) the model of John Kingdon
(1984), where public policy agendas are formed by random coupling of
solutions, problems and participants (with their resources) in a period when

choice opportunities occur. The portrayal of loose structures of policy

3) The term is used at least since 1964 by Douglas Cater, but got most
prominence in the 1970s by Gordon Adams’ study of defense contractors.
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processes, such as Kingdon’s model, are often criticized on the basis that
they disregard the institutional basis of politics, because "institutions are
more than simple mirrors of social forces” and that "political institutions
define the framework within which politics takes place” (March and Olsen
1989: 18). There is often an argument that policy subsystems differ across
policy types (Ripley and Franklin, 1991). An important aspect of models
of policy subsystems more complete than the .iron triangle is their closer
attention to knowledge and argumentation, and that they are based on
more sophisticated models of decision-making than rationalistic and
incrementalist approaches.

For considerations of space and simplicity of the argument, we will
concentrate on a more balanced view of the "politics” school, arguing that
in a political system in which many groups have a voice (pluralism),
bureaucrats with substantial expertise play key roles. Indeed, legislation is
written as often by bureaucrats as by legislators. The bureaucracy is as
capable as any other participant in the political process of mobilizing
support for its interests, as likely as any to become part of a
policy-making coalition. Laws are administratively interpreted in their
execution. Written in only a few pages, they must be interpreted in many
and often unanticipated specific situations. Thus, as the final step in the
policy-making process, administration is the "last chance” to influence
policy, the ultimate focal point of the process. Administrative discretion,
then, is a fact necessitated, rather than precluded, by the law.

It follows that administrative agencies are the objects of outside

pressures, often by interest groups and legislators, because administrative
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initiative in drafting policy and administrative discretion in interpreting
policy inherently include value preferences, and even so-called "technical”
decisions are actually value laden.

After a policy is formulated, its implementation is far from assured.
Interest pressure fields are also to be found inside public organizations.
Rourke (1984) argues that administrators should play active roles in policy
development and implementation; because of their powers of
discretion—-creating favorable attitudes among the public, organizing
clientele, and cultivating goodwill with legislatures ~~ agencies become the
objects of policy preferences from external sources interest groups,
legislators, the media, individuals. Internally, within an agency, officials
often become advocates for the external pressures to which the
organization is subjected arguing for or against certain positions and
interpretations-- for or against strict standards, advocating or disparaging
the necessity for tighter controls. Having won policy victories in the
legislatures and the courts, representatives of those groups have shifted
their efforts and tactics to the less glamorous bureaucracy in order to
achieve effective policy implementation. External groups are increasingly
sophisticated enough to appreciate the need for political support the need to
mobilize external forces for supposedly “internal” decisions. Of course,
some groups may work to weaken implementation; after an initial decision
to tighten standards, an industry may place direct pressure on the
bureaucracy to reverse or weaken the decision. And, within the
bureaucracy, top-level officials may well reflect those arguments.

The budget is a particularly important policy arena, one in which the
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roles and skills of administrators are critically important. Every
government, whether city, county, state, or national, operates under an
authorized spending plan -a budget. Because budget documents are
massive tomes, filled with figures, they are commonly thought to be dry,
dull, and unexciting. But nothing could be further from the truth. Money is
the lifeblood of an agency or a program: Its budget will determine how
many people will work and what facilities will be available to them. The
struggle for such allocations is a life-and-death struggle, a struggle over
values. Should the available dollars go for police patrol or for ambulance
drivers or for a remedial reading program? As V. O. Key Jr. (1940)
argued, the answer 1s not a matter of logic, but of preferences and
priorities. Key (1940) posed the question of normative budgetary theory:
"on what basis shall it be decided to allocate X dollars to activity A
instead of activity B?” His answer was that in public budgeting it will be
hard to find such criteria, because it becomes ”“a matter of wvalue
preferences between ends lacking a common denominator. As such, the
guestion is a problem in political philosophy.” Later, elaborating on this
question, Wildavsky (1961: 184) concluded that ”a normative theory of
budgeting, therefore, is utopian in the fullest sense of the word; its
accomplishment and acceptance would mean the end of conflict over the
government’s role in society.”

Any seasoned bureaucrat will readily admit that bureaucratic
decisions--budgetary or otherwise——are often political decisions. Employees
are hired to appease one or another influential individual; contracts are

awarded to relatives of high officials; ex-officials become consultants at
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lucrative salaries. Complicity in such actions is not usually for personal
gain but for the sake of keeping peace. One of the first laws of
bureaucracy is “"don’t make enemies.” Sometimes bureaucrats avoid making
enemies by avoiding hard decisions, although a decision not to decide is
still a decision, albeit a non-decision. Sometimes their interests are so
threatened, as at the height of financial crises in which they have been
hard put to stave off severe budget cuts, that they become overtly
political. To demonstrate their program’s importance and to demonstrate
the political costs of slashing their funds, they enlist their natural allies
worker organizations such as fireman’'s wunion, client groups such as
commuters, or a neighborhood, such as that around a hospital. The
representatives of special interest groups lobby vigorously, and often with
the active cooperation of the bureaucracy involved, to restore budget cuts
that a chief executive or legislative committee has proposed. The resulting
budget document reflects the relative successes and failures of the various
contenders. The same dynamics are at work on the federal, state and local
levels.

Bureaucratic discretion is often condemned as permitting uncontrolled
actions by the bureaucracy, actions which may be considered unintended
by policy makers or illegal by the courts. Should bureaucrats be able to
make decisions with potentially important political consequences? The
political power of the bureaucracy has not only been acknowledged as real,
but, in the tradition of Herman Finer (1941) was criticized on the grounds
that too broad an assumption of power to administrative agencies is

unconstitutional. The most important recent critic of too broad
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administrative discretion is Theodore Lowi. Since his The End of
Liberalism (1979) first appeared in the late sixties, Lowi has repeated over
and over that until the rise of the administrative state the United States
was a republic dominated by the legislature, which is true to the letter and
ideology of the Constitution, claiming that all the power should reside in
Congress (Article 1) . Because new interventionist programs of the
government gave discretionary powers to bureaucracy and were tailored to
specific groups, they soon became captive to these interest groups. This
new phenomenon is called interest-group liberalism, based on its optimism,
faith in government, fragmentation and proliferation of interest groups.
Such government is not very effective, and ideology is only important to
the extent it shows which politician is related to what group. This
"delegation of broad and undefined discretionary power from the legislature
to the executive branch” leads to "legiscide” (Lowi 1991), and ultimately,
deranges “virtually all constitutional relationships and prevents attainment
of the constitutional goal of limitations on power, substantive calculability,
and procedural calculability (Lowi 1993: 151). Lowi (1991) also criticized
the open-ended ‘“entitlement” legislation on epistemological grounds,
arguing that instead of holistic, comprehensive solution to all problems that
always snowballs to more legislation with even wider discretionary power,
a pragmatic piece-meal approach to every problem should be applied.

In response to criticism by Lowi and others, there have also been
arguments for discretionary powers of public agencies, for delegating
authority to experienced bureaucrats for implementing and interpretating

legislation under principles of administrative law. For example, taking a
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step beyond the thesis of Norton Long (1952) that bureaucracy is the most
representative American governmental institution, John Rohr justifies public
administration on the grounds of truly "microcosmic” representation of the
American public (because there are no elections, public administration can
be rational and implement policies like affirmative action) (Rohr 1990: 72).
Kenneth Warren (1993) does not see a point is debating the legitimacy of
public administration-- it is more than legitimate. Warren sees the
administrative state as legitimate for two reasons: a) it is a response to
people’s non-decreasing demand for services; and b) the legitimacy of he
administrative state was upheld by the courts.

One way to make this policy—-making process more objective is to make
it more logical. Furthermore, perspectives on how decisions are made often
are the frameworks for fuller models of policy making. The
rational-comprehensive school, for instance, argues that the best decisions
are made logically. Advocates of rational-comprehensive decision making
hold that all consequences of a decision should be accounted for and that
making policy in bits and pieces may blind policymakers to the overall
consequences of their decisions. However, even the advocates of this
school do not now speak about absolute, all-encompassing rationality, but
rather about the concept of "bounded rationality” (Simon 1975). They hold
that although rational-comprehensive decision-making is impossible, one
should approach it as closely as possible.

Alternatively, incrementalists defend the present "muddling through”
process as more realistic, as being able to respond to the interests of

many groups without freezing out any, as being able to respond to crisis
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pressures and deadlines, and as not requiring the massive investments of
time and effort that "logical” decisions necessitate (Lindblom 1959).
Decisions to implement policy are wusually made in small steps,
incrementally, rather than through an all-encompassing, rational plan.
Incrementalists argue that crisis pressures and deadlines limit the amount
of time that can be devoted to analysis. The incremental approach
constitutes "muddling through,” selecting alternatives that are simply
satisfactory and sufficient.

Incrementalism 1is criticized from many angles. Often it is attacked on
the grounds that it justifies the status quo and ignores the possibility of
fundamental change (Dror 1964). Critics of incremental decision making
also question the consequences of such a mode of action. They ask: do
programs which develop incrementally tend to persist and grow over the
years without any real scrutiny? does incremental policy making obscure
the overall perspective? One response to incrementalism has been sunset
laws that mandate periodic evaluation and weeding out of programs. For
example, in the 1970s Colorado pioneered in passing a “sunset law” at the
urging of the citizens’ organization, Common Cause. Under Sunset
legislation, an agency or program now automatically goes out of business
at the end of a given period, unless the legislature acts specifically to
renew or modify it.

Another perspective on decision-making process has been Amitai
Etzioni’s "mixed scanning” approach, which tried to "explicitly combine (a)
high-order, fundamental policy-making processes which set basic directions

and (b) incremental ones which prepare for fundamental decisions and
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work them out after they have been reached” (Etzioni 1976: 385).
Decision-making is far less rationalistic in the "garbage-can” model of
decision—-making, where problems, solutions, decision makers and choice
opportunities are independent, exogenous streams flowing through a system
that couple randomly (Cohen, March and Olsen 1972). As has been argued
above, these models of decision—-making often serve as a framework for
explaining the political role of bureaucracy in the process of governance.
For example, both John Kingdon’s (1984) study of agenda setting and
March and Olsen’s neo-institutionalist model of politics are based on the
garbage-can model of decision-making (though different readings of it),

just as the iron triangle model is based on Lindblom’s incrementalism.

IDEA 1IV: HUMAN BEHAVIOR

Turn-of-the-century  reformers were concerned with the means to
efficiency. getting the job done with a minimum of wasted energy.
Although management theories primarily derived from the private sector
did provide an understanding of the organizational skeleton, they proved
to be inadequate for satisfactorily explaining behavior in organizations,
public or private. In particular, they failed to account for the complexity of
human nature or for the impact of an uncertain and changing environment.

An important tenet of the management model was the assumption that
in exchange for a fair day’s pay someone competent could always be
found to fill any vacant slot in the organization, to complete any task.

Classical administrative theory assumed that the only factor that motivated
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people to work was money. Money would be a sufficient motivator,
whereas personality, individuality, and social interests were irrelevant to
job performance. That theory is still held by many managers today.

Human behavior theorists, on the other hand, maintain that in their
actions people are encouraged and discouraged by many other incentives
and stimuli; they have needs other than remuneration. For example, in the
most popular theory of motivation, Maslow (1943) identified five levels of
needs: 1) "physiological” needs, such as food and shelter; 2) safety needs;
3) belongingness, a desire to be part of an informal social group; 4)
esteem and status needs; and finally, beyond these néeds, the most
powerful motivator may be (5) a need or desire to self-actualize to do
work that is personally meaningful or fulfilling. Of these needs, the
lowest dissatisfied need was suggested to be the strongest motivation of a
human being. Of course, Maslow’s, as well as others’ theories of
motivation (e.g. Herzberg and Mausner and Snyderman 1959; Vroom 1964,
McClelland 1961) did not deny that money motivates. Rather, they
underscored the complexity of human nature, and pointed out many other
mechanisms of motivation.

The behavioral model stresses the importance of human relations and

personal goals. If the closed model concentrates primarily on a technical

system of organization -- a system that produces products or services or
maintains operations -- the behavioral model recognizes the equal
importance of the social system ~— a system composed of the employees

who operate the technical system. This model is a modification of the

closed model that brings to management’s attention the social and
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psychological sides of organization. The focus of the model is still
internally directed as in the classical model insofar as it is mostly
concerned with internal management of an organization. But it recognizes
that people in organizations often interpret things differently and have
different concerns and worries. So, in essence this approach is more
flexible and accommodating.

The majority of organizations in modern society follow this model. Most
managers understand that, first of all, they deal with people; therefore,
they are necessarily concerned with the emotional and psychological well
being of employees. Any technical system can fail, and often does, when
the social and psychological needs of the people operating the system are
neglected. Thus, often there is a need to look behind the formal structural
charts of an organization to the "informal” organization in order to grasp
the complexity of cooperative human endeavor. This perspective has
gained hold in organizational science in the U.S. since the 1940s, especially
at the time the Hawthorne studies became widely publicized, just before
WWIL4 This was partially due to the fact that social science established
itself as a legitimate field of study, which facilitated a more "human”
perspective on such concerns as organizational effectiveness.

The term informal organization was introduced to the management
literature by Chester 1. Barnard (1938) and the first documented study of

the phenomenon by management specialists was known as the Hawthorne

4) Hawthorne studies were not embraced by all. Organized labor long disregarded
or opposed to it, and many studies questioned its basic assumptions. See, Wren
(1994) for details.
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Studies. In their experiments in the late 1920s and 1930s, in Western
Electric’'s Hawthorne, Illinois plant, Elton Mayo (1945) and Fritz
Roethlisberger (1941) revealed that the primary working group (or, the
arrangement of everyday, routine working relations in the group) was as
important for productivity as were physical facilities and monetary
remuneration. As the Hawthorne studies indicated, a group has its norms
as to appropriate attitudes and behavior on the. part of its members. These
norms are enforced through sanctions, in the form of social and other
informal pressures on deviant members. In general, groups serve the
organization by providing social satisfactions and control. But it can also
happen that the selfish goals of a group displace the goals of the overall
organization. As critics of the Weberian model have pointed out, the actual
functioning of a real-life bureaucracy leads to situations of “goal
displacement,” where members treat the rules as if they were major ends
in themselves; sometimes they take goal displacement to the point of
"suboptimization,” regarding their departmental interests as more important
than broader organizational goals.

Barnard (1938) argued that the informal organization was fulfilling
necessary functions for the organization (which, in Bamard’s definition, is
a cooperative end_eavor), namely: communicating; maintaining cohesivéness
in a formal organization; and supporting the feelings of self-respect and
integrity of the employees. Barnard also argued that as formal
organizations create informal ones, informal organizations in turn give rise
to some form of formal organization, which makes explicit relationships

and attitudes that have developed informally.
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An informal organization system is usually considered to fulfill the
following functions: (1) augment, interpret, speed up, or alter the formal
communication system (or lack of it); (2) regulate the flow, extent,
manner, and enforcement of formal authority; (3) "humanize” the formal
organization by helping to maintain a feeling of individuality of the
members, while providing some security, unity, and integrity at the same
time; and (4) meet related psychological and social needs to such an extent
as to give the impression of being the organization (Banki 1981).

Informal organizations can soothe frictions that arise in formal
organizations. Although as a function of inertia they may resist change,
sometimes informal organizations are agents of change. As such, the
informal organization may be considered as a modified and advanced form
of task force and team building activities. It deals with those urgent
problems or opportunities that affect the organization as a whole and
which involve more than one unit of organization. Usually, these are
problems focused on the future; they are new to an organization and
extremely complex. In informal organization, hierarchy-based relationships
and attitudes are set aside to facilitate creative problem solving (although
unintended outcomes may be dysfunctional). In such an interpretation, the
informal organization uses task-oriented, team-building activities which
involve a change agent, data gathering, feedback and process consultation.
Informal organizations can identify and solve systemic problems which
have not been solved by the formal organization, thus creatively
complementing it. Both organizations contain the same people. The output

of the informal organization represents an input to the formal one. The
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success of the former is linked to that of the latter (Huczynski 1987, Zaud
1981).

The behavioral model also stresses the responsiveness of organization to
internal conditions and to the external environment. It underscores needs
for more decentralization and less hierarchy, weaker chain of command,
and more freedom for lower level managers in the decision-making
process. Not only managers, but other employees, are expected to be part
of decision making. They are encouraged to work in problem solving
teams which are led by people who do not necessarilly occupy high
positions in the hierarchy but who are recognized (due to their personal
accomplishments and ability) as being able to build successful relationships. -
Constant training and learning of both employees and administrators is
supposed to be one of the major concemns of the management. The idea
that use of informal structures can lead to better performance is not new.
In 1951, researchers at the Tavistock Institute in England studied the
adjustment problems of informal work organizations, when the ownership
and technology of the coal mines changed (Trist 1963). This five-year
study illustrated that sizable informal work groups in several mines, when
allowed to be self-regulating, were more capable of adapting to changes in
the technology of work.

The behavioral model is a transition from a closed to open model. The
open model (organic, systemic) is a concept describing organizations in
which authority and expertise are shared, hierarchy i1s less important,
horizontal lines of communications dominate, and immediate response to

environmental change is one of the basic managerial strategies. Essentially,
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organization is viewed as a social system of human interaction, rather than
group of humans attached to a certain technology. Though some
routinization and standardization are essential components of effectiveness
in any formal organization, the open model gives priority to creativity and
innovativeness.

In the open model, an organization’s decision-making process is totally
decentralized and is by consensus rather then by individual judgment of
the formal (or even informal) leader; formal rules and instructions are
almost eliminated; broad crossdisciplinary skills are of great importance;
and the number of managerial levels is held down to the minimum.

Studies of behavior within organizations have consistently found that the
most productive employees do not function optimally under a "man as
machine” model, which presumes laziness and irresponsibility, and is
prevalent in many areas of the world. Wages and fear are obviously
motivators, and obviously widely utilized. But they are only productive to
relatively low limits. Research and experience found that even
organizations with well-paid employees could not expect high productivity
unless they took higher order psychological needs into account. Simple,
fear-based assumptions were not valid: people remain individuals, even in
the workplace, and are affected and moved by many forces, of which
money is only one. As individuals, they can be "turned on” or "turned
off” by their organizational roles, depending on what the situation offers
them psychologically, and whether the organization treats them as mature,
vibrant adults or as lazy, dependent drones. Management theorists have

come to realize that people tend to join social groups on the job, and these
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groups develop production-oriented norms of their own to which the
individual is expected to adhere. In particular, public servants may have
more intrinsic motivations than their extrinsically-motivated private sector
counterparts. Human behavior, therefore, reflects not only organizational,
but personal and group, pressures.

Douglas McGregor, Rensis Likert and Chris Argyris contnbuted to
defining the theory of Organizational Humanism. Differing from  the
simpler perspectives of scientific management and the human relations
school, they held that work itself could serve as a source of motivation
and satisfaction to the worker. Building on Maslow’s theory of human
needs, McGregor (1960) classified managerial assumptions about human
nature into Theory X and Theory Y--the hierarchical and the
interpersonal. Theory X assumes that people do not like work, shun
responsibility, and prefer to be led. Motivation is in response to threat or
punishment. Theory Y holds that people are intrinsically motivated, have
the potential for self-development and a capacity to assume responsibility;
and that they prefer, and can provide, self-control in achieving
organizational goals. According to McGregor, management practices are
largely shaped by these diametrically different views. Depending on the
circumstances, success can be reached through either approach. As
organizations become more complex, however, managing becomes more
complicated, Theory X assumptions are less helpful, and Theory Y styles
of management that recognize delegation of authority, job enlargement and
participation must get more recognition.

The model of effective organizational structure, developed by Rensis
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Likert (1961), consists of participative work groups as an important source
of individuals’ need satisfaction. By creating “supportive relationships,”
managers can facilitate the productivity of such groups. Likert also
constructed a typology of organizational leadership. He distinguished four
types of leadership style: (1) exploitative authoritative, (2) benevolent
authoritative, (3) participative consultative and (4) participative management
systems. Research found systems 3 and 4 to be more productive (Hollway
1991). On the other hand, critics of this theory argue that whereas
managers’ preferences are invariably with System 4 democratic
participative management, in reality most organizations practice benevolent
authoritarianism of System 2, and often not without success (Perrow 1987).

Chris Argyris (1957) also emphasizes the importance of the human
condition, that the individual and the formal organization as two elements
are often in conflict, seeking separate goals. Argyris (1957) contends that
“the formal organization creates in a healthy individual feelings of failure
and frustration, short time perspective and conflict.” The management
model’s chain of command, unity of direction, span of control, and task
specialization are repressive and restrictive devices which are dysfunctional
insofar as they deprive individuals of their potential for growth and
self-actualization. Argyris suggests that an individual’s participation in
decisions affecting his or her work will give individuals greater job
satisfaction and generate higher productivity.

From a systemic perspective, however, individual motivational factors are
necessary, but insufficient. Recognizing that insufficiency, the Organization

Development school has had as its goal the integration of individual and
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organizational objectives in “a long-range effort to improve an
organization’s problem-solving and renewal processes, particularly through
a more effective and collaborative management of organization culture.” It
takes the "ongoing work team, including supervisor and subordinates,” as
its foundation and “puts a primary emphasis on human and social
relationships” (French and Bell 1973: 15-20).

As a function of Idea III, these theories of individual and group behavior
are widely taught in public administration programs and have been adopted
within many government agencies. Psychological motivators are particularly
important in an arena in which pay lags the private sector. For many
people, government is where the meaningful action is, not necessarily
where the pay is. Civil servants often feel they are a part however
small--of something worthwhile (Rainey 1991).

But government has also begun to recognize that an unanticipated
consequence of the bureaucracies we have established to serve the public
is their disservice to their own employees. In place of incentives to
produce, there are often too often pressures to be mediocre. Somehow a
new, bright, eager public servant quickly receives messages not to work
too hard, not to outperform their superiors, not to rock the boat. He or
she too often becomes an individual who has bartered conscience - for
security, a survivor, a faceless product of the necessity “"to go along to get
along.” In short, they are successful bureaucrats who maximize their
individual benefits while giving minimal attention to responsibilities to their
clients. A lackadaisical attitude is often reinforced by the knowledge that

nonperformers are seldom fired.

—140—



Following this line of reasoning, for example , R. Hummel (1994), in his
study of Dbureaucratic experience, has outlined several effects of
bureaucratic organization on people:

(1) The top-down structuring of work creates the kind of passivity
when employees wait for the hierarchy to tell them what to do.

(2) The self-concept of the functionary in bureaucracy develops in terms
of organizational identity, integration and similarity in relation to the rest
of organization. In this way bureaucracy creates dependency of the
individual self on structures of the organization.

(3) People are viewed as interchangeable functional elements of a system
and qualitative differences between them do not make a functional
difference. Quantitative measurement is a standard for what is real.

(4) By instilling the practice of analogous thinking, bureaucrats are
trained to act only when they recognize aspects of reality matching
predefined models for action.

Several other theorists have analyzed human experience in organizations
from subjective theoretical perspectives. Denhardt (1981) applied a critical
perspective for analyzing human existence in "the shadow of organization.”
The phenomenological approach has been applied to studying political
aspects of bureaucratic life (Harmon 1981; Jun 1986), and internal workings
of bureaucracy, often concluding that a traditional bureaucratic
environment further confirms in both supervisors and employees reliance
on the existing order of things.

Most recently, theorists of the "Learning Organization” have constructed

a contemporary behavioral model of human performance. According to
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Dilworth (Chawla and Renesch 1995:. 243): "An organization’s ability to
survive and prosper in our turbulent age requires new ways of thinking
and organizing...It demands the confluence of two streams of

thought...continuous improvement (Kaizen) and continuous learning.”

IDEA V: PROGRAM EFFECTIVENESS

In the era of Weber and Taylor, the environment within which an
organization functioned was relatively steady, and the tasks of the
government were limited and simpler. The years since have seen rapid
change and demands upon government have become multidimensional.
Although not always very timely and state-of-the-art, the response of
public administration has been more than adequate: through building and
reinforcing multiple capacities, it has managed the American welfare state
quite successfully. World War II gave rise to Operations Research--a
science of maximizing allocation of limited resources for attaining
maximum benefit, which emerged as a policy tool useful in coordinating
large-scale logistic efforts of the armed forces. Since the 1950s, the
systems approach has become a framework for analyzing public programs.
Versions of this approach include cost-benefit analysis, institutionalized use
of which in the United States is often traced back to the U.S. Flood
Control Act of 1936 (Hatry 1982: 167). By the 1950s, it had become an
established feature of water-resources policy. Cost-effectiveness analysis
gained momentum in the Department of Defense in the beginning of the

1960s, when the Secretary of Defense Robert McNamara initiated the
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Planning Programming Budgeting System (PPBS)-- a programmatic
approach of systematic comparison of different programs in terms of their
unit costs or effectiveness per dollar spent. To put the massive
governmental effort of the War on Poverty on “scientific” rails and answer
questions about the effectiveness and efficiency of Great Society programs,
President Johnson ordered the use of PPBS for all executive agencies in
1965 (it was officially terminated in 1971). An entire cottage industry of
policy analysis and program evaluation emerged. A variety of approaches
have been proposed for program evaluation (e.g. Chelimsky 1989). Although
these studies have been largely cast in terms of economic efficiency and
effectiveness, they also incorporated some perspectives from organizational
sociolgy and other related disciplines. An influential study of public policy
implementation in Okland, California, by Jeffrey Pressman and Aaron
Wildavsky (1984 [1973]), gave rise to yet another stream in this direction
for public administration: how programs are implemented and what are the
obstacles to these processes. In their analysis, Pressman and Wildavsky
(1973) not only paid attention to economic benefits of the programs, but
underscored the importance of the “complexity of joint action.”
Implementation studies since have proliferated and many frameworks have
been proposed (e.g. Sabatier and Mazmanian 1979; Alexander 1985; 1975)
Post World War II expansion of the government services and growth of
knowledge in public administration and in the field of social science in
general was proceeding against the background of rapid change in the
society--technological, social, legal. Such rapid change has meant less

predictability in the life of governmental agencies. Worker skills and
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expectations have changed; technology has changed; neighborhoods and
cities have changed; and client needs are constantly changing. The policies,
programs, or procedures that were appropriate even five years ago may no
longer suit an agency’s clientele today. It is not possible today to develop
slowly the "one best way” and then continue to use that way without
question. Instead, activities must be constantly monitored and questioned in
terms of their effectiveness.

In response to this change, and armed with a wide range of existing
theories of public administration (which, as argued above, usually
concentrated on limited aspects of concerns), since the late 1960s and early
1970s public administrators have tried to develop more holistic
approaches that would address public problems in their complexity and in
a systemic manner. The idea of Program Effectiveness was built not only
on the productivity movement, but on other integrative approaches as well.
In particular, the notion of effectiveness has expanded to include such
concerns as unintended consequences, misuse and abuse of power; and
ethical "stops” ranging from the "inner check” to whistle blowing. One
such attempt at having a more holistic and ethical science of
administration was the New Public Administration, which was born at the
Minnowbrook I Conference held by Syracuse University in 1968 (and
reevaluated twenty vears later at Minnowbrook II), and other symposia
which helped develop a concept of effectiveness linked to ethics and
responsiveness.

Responding to social unrest and political change, during the 1960s, a

"New Public Administration” emphasized participation, decentralization, and
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representative bureaucracy. The "New Public Administration,” as defined
by young public administration scholars, was rooted in the experience of
the nineteen-sixties, in particular a belief that public administrators could
solve the country’s technological and social problems (Marini 1971, LaPorte
1971). It was argued that public administrators should and could act as
agents of change (Creson 1971). As conceptualized, the "New Public
Administration seeks not only to carry out legislative mandates as
efficiently and economically as possible, but to both influence and execute
policies which more generally improve the quality of life for all” (Paynter
1971). Frederickson (1971, 1976) argued that, "It’s abundantly clear that
administrators are not neutral. They should be committed to both good
management and social equity as values, things to be achieved.”

The New Public Administration held that (Marini 1971):

--Ethics, honesty, and responsibility in government had returned to the
forefront of public administration. Career service bureaucrats were no
longer considered to be merely implementors, but to hold a public trust to
provide the best possible public service.

--Social equity was increasingly complementing efficiency and economy
as the rationale or justification for policy positions.

--Questions of public policy were becoming as significant as those of
public management.

--The rational model and the usefulness of the strict concept of
hierarchy were severely challenged.

--Government should be responsive to the needs of the public. Unneeded

and ineffective organizations or programs should be discontinued.
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—-Effective public administration had to be defined in the context of an
active and participative citizenry.

Participation was supported both as a political process and as an
organizational process. Political participation was viewed as a mechanism
for dispersing power and increasing citizen involvement in government
(Waldo 1984). Organizational participation was to be a means for procuring
change and dispersing power within the organization. "Organization, like
participation, was intended to disperse power and increase citizen
involvement in governmental and organizational processes” (Waldo 1984).
Representative bureaucracy was meant to producey client-centered
administration and representation of clientele interests by administrators.

The movement to revitalize government, to reverse pressures toward
centralization of power, passivity, mediocrity, developed within the federal
government. A decade after Minnowbrook I, President Carter initiated
major reforms of the federal Civil Service system in 1978, including
provision for individual incentives and greater accountability. Similar
programs have been instituted at the state and local levels. Recently,
Commissions on the Public Service, have continued the impetus to
revitalize the public service. The National Commission on the State and
Local Public Service chaired by former Governor William Winter, following
the lead of the Report of the National Commission on the Public Service
chaired by Paul A. Volcker in 1989, delivered Hard Truths/Tough Choices:
An Agenda for State and Local Reform. The Volcker and Winter
Commission reports define an ambitious agenda--dozens of basic changes

for improving federal, state and local government.
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The recommendations of the Winter Commission present a fundamental
agenda for changing the way state and local governments relate to, as
well as deliver services to, their citizens. According to Chairman Winter
(1993, p. vii):

Making democracy work is what state and local public service must be
about. It is here that the actual delivery of the most basic and essential
services take place. .. An obvious part of the process of addressing the
problems that face us as a society is examining the structure of
government and determining how it can be better organized to do its job
more efficiently. This must be a continuous activity, and one sufficiently
dynamic and broadly based to resist those defenders of political turf who
would argue for maintaining the status quo. But there is another measure
of governmental performance that is even more important: the human
dimensions of public service.”

According to Richard Nathan,® commenting on the report, there are five
central values that should be pursued by governmental reinventors in the
nineties: 1) advancing political accountability and responsiveness to
citizens; 2) strengthening the capability of government to make and
implement tough choices; 3) providing fresh talent to government; 4)
reducing the unhealthy power of special interest groups; and 5) bringing
about a more honest dialogue between citizens and their governments.

Symposia and reports, however, created insufficient momentum with

which to maintain support for government at the level of the New Deal

5) Richard Nathan’s comments were made during National Center for Public
Productivity Annual Conference in Scottsdale, Arizona, 1993.
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and Great Society programs. From the perspective of citizens, at the
bottom of the political structure, the public sector had to "deliver as
promised.” Thus, concurrent with the development of theories of
responsiveness and implementation of civil service reforms, the productivity
movement developed as a means of integrating and implementing all ideas
(i.e. I-IV) initiated in the development of public administration to date,
with the goal of achieving tangible improvements in service delivery,
especially in outcomes as opposed to an emphasis on outputs.

The improvement of public sector productivity, so that public
organizations might more readily achieve their goals, became an
interdisciplinary concem. Today, the necessity for productivity improvement
is a recurring theme in economic, technological and social arguments and
is continually emphasized by chief executives (elected and appointed), the
media, corporations economists and public administrators, and the public.
Improved standards of living and sociopolitical stability are closely linked
to improved productivity.

In this context "productivity improvement” is taken to mean
capacity-building (i.e. infrastructure and knowledge which are the
prerequisites for expected performance) and actual performance
improvement. Overall, then, productivity improvement is a complicated
undertaking. Productive management, public and private, has evolved
from simple "common sense” in the late nineteenth century to complex

systems in the late twentieth century.
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3. Producing Public Services: Exemplary State and Local Programs

The National Center for Public Productivity’s Exemplary State and Local
Awards Program (EXSL) provides evidence of tangible accomplishments
through those complex systems of productive public management:
enhanced efficiency, capacity and quality-of-life outcomes throughout the
public sector. Sponsored by the National Center for Public Productivity,
since 1989 EXSL has received well over two thousand nominations, and
one hundred and forty awardees have been selected through a  peer
review process by the Section on Management Science and Policy Analysis
of the American Society for Public Administration. Awards are made to
projects and programs that produce significant cost savings, measurable
increases in quality and productivity, and improvements in the
effectiveness of government services. Programs chosen are highly rated
on-

—-program outputs,

-~-impact on quality of life of population served,

-—cost effectiveness, client support/satisfaction,

--innovative nature,

-~-obstacles or encumbrances which had to be overcome,

—--nature of the problem which was addressed,

-—degree of difficulty, and

—--transferability or ability to serve as a model for other programs.

EXSL programs address society’s most difficult-to-solve problems:

providing no-cost medical care for the indigent, unclogging court
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calendars, installing pollution and flood controls, expanding the supply of
decent housing, increasing cntical services to senior citizens, rehabilitating
youthful and older offenders,etc.

Successful problem solving projects-—-award winning or routine-- are
not the simple “common sense” solutions typically posed by politicians,

voters, corporate critics and the media: “cut the fat” or “cutback

”oon " on

management,” "economize” or "privatize,” “"work harder” or "work smarter,”
"businesslike management” or "Japanese management.” If only such
straightforward adages were what public organizations need then
government’s efficiency would not be at issue.

But simple prescriptions are not very useful. They are based upon the
popular misperceptions that public management is fat and inept. They are
contrary to the complex problem-solving processes, discussed above, that
governments (or private organizations of comparable size) require in order
to address our society’s most difficult-to-solve problems such as crime,
pollution, or homelessness. Rather, the provision and improvement of
services, in government or in the most profitable private sector firms, is
complex and requires hard, detailed work.

Today, to produce public services, the best public organizations have
developed multiple, reinforcing capacities. Award-winning government
agencies typically:

--apply quality management principles,

--use measurement as a decision making tool,

--invest in organizational learning and human resource development,

--adapt new technologies, and
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--develop partnerships--with the private sector, with other governmental
and non-profit agencies, and with citizens and volunteers.

We have found those approaches to be consistently apparent in
award-winning cases at the state and local levels, as illustrated in Fig. 1:

"Productivity Improvement: A Multifaceted Approach.”

<Figure 1> An Overview of Productivity and Performance
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M. Approaches

1. Approach One: Management for Quality

Service improvement efforts often incorporate some aspects of quality
improvement. Many government agencies, however, approach service
improvement specifically through Total Quality Management (TQM). TQM
is a theory-based improvement strategy which allows public managers to
increase the capacity for agency-wide cooperation, responsiveness to
customer needs, and process improvement. Although TQM and similar
efforts are popularly associated with the private sector, elected and
appointed  officials have come to recognize that traditional,
management-oriented productivity efforts alone may not lead to sufficient
improvements in service quality. Federal, state and local programs have
begun to achieve improved outcomes through a variety of quality
techniques. Hyde concludes that "quality management seems both logical
and inevitable” at the state and local level As evidence of this
momentum, the Local Government Information Network Database (LOGIN)
contains more than one thousand examples of programs with a quality
component.

The Federal Quality Institute’s definition of quality management
(Mizaur) gives equal weight to the stakes of employees and funders:

Quality management is a strategic integrated management system for

achieving customer satisfaction through the involvement of all employees
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and continuous improvement of all the organization’s processes and use of
resources. All three stakehold agendas——that of customer, employee,
funder--must be served equally.

Following from this comprehensive definition are seven key factors for
successful implementation (Hyde; U.S. FQI Handbook):

(1) top management support

(2) customer focus

(3) long-term strategic planning

(4) employee training and recognition

(5) employee empowerment and teamwork

(6) measurement and analysis of products and processes

(7) quality assurance

EXSL award winners have produced quality outcomes—-especially
improvements in their clients’ lives—-in critical services such as housing,
criminal justice, water supply and life skills. For example, the "New Lease
on Life” (EXSL award winner) program of the State of Colorado focuses
on the ambitious outcome of enhancing clients’ quality of life rather than
the more limited, but more easily achieved, workload measures such as
tenant  occupancy. In  keeping with  the movement  towards
deinstitutionalizing the mentally disabled, the Colorado Department of
Institutions established this program in 1977--long before quality was a
buzzword in either the public or private sector--to specifically meet the
public housing needs of persons with mental disabilities. This program has
been successful on two dimensions: it offers alternatives to institutional

living, and it rehabilitates existing housing stock. The "New Lease on
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Life” program provides housing assistance for more than 1200 disabled
persons in conjunction with subsidies from the federal Department of
Housing and Urban Development. Before receiving this assistance, most
tenants resided in substandard housing units, were homeless or were
institutionalized. Under the program, the tenant pays approximately 30
percent of his or her income towards rent. Unlike other housing programs,
this program offers support services to -the client, including case
management, mental health counseling and job training and skills
development. Program coordinators, who are specifically trained to evaluate
the participants, monitor the services provided to the client population. The
direct impact of the program can be measured in terms of the quality of
life enhancements realized by the clients served: the client i1s afforded clean
housing and myriad support mechanisms, as well as the opportunity to live
as independently as possible. The program has been at the forefront of
recognizing the linkage between support services and housing, which
ultimately helps the client to become more self sufficient. This "bootstrap”
approach has now become part of the federal government’s effort to

supply housing to the mentally disabled.

2. Approach Two: Performance Measurement

We can measure public sector productivity. Performance measurement is
a set of tools for making better decisions within public organizations.

Managers who are responsible for day-to-day management now often

have access to information that helps them implement public policies
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effectively and efficiently.

But measurement of performance in the public sector is at 1is not as
simple as the profit or sales data which drive the private sector. Measures
of public sector services cannot be added up as "bottom line” productivity
indexes. Yet this absence of simple-minded measures--profit, loss or
index--is an advantage. To a greater extent than their private sector
counterparts, productive governments have to, and do, stress multiple
measures: internal capacities, outputs produced and outcomes achieved.

High performing public organizations monitor the production of
"internal” services which contribute to the efficient and effective
production of "external”services for clients. Such internal (or “invisible”)
services as maintenance, training and auditing are necessary prerequisites
to the production of outputs.

Outputs are measurable as services provided ( such as checks issued or
hospital days of care) andmust be measured along the two dimensions of
quantity ("How many clients are served?” "How many units of service
are delivered?”) and quality ("Are the services delivered to certain
standards?” "What is the error rate?”)

But”output” is a narrow term which limits interpretations of productivity
improvement.If managers are to make better decisions as to resource
allocation and reallocation, then they need not only measures of the
quantity and quality outputs, but of "outcomes”--what a service results
in, such as the improvements in a client’s health, quality of life or ability
to maintain employment.

Measures not only assist in making internal decisions as to resources,
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priorities, etc, but help clanfy communications with an agency’s publics.
Measurement of performance has always been implicit in questions as to
outcomes: "“Is crime up?” "Are the streets cleaner?” "Is the air quality
better?” "How well are our children doing in school?” In short, "Is a
program producing, as promised?”

The answers to such questions are important. They provide feedback
which influences decisions to allocate or reallocate public sector
resources--de facto to set or change priorities-- decisions which are made
by managers as well as by executives and legislators, and which are
influenced by citizens, public interest/advocate groups, private businesses
and their elected or media surrogates from all parts of the political
spectrum. These are the actors who make choices based upon feedback.
The bottom line is that budgets are linked to satisfaction as to efficient,
impact-oriented services, yet much of that feedback is "soft,” based upon
critical successes or failures, rumors, personal experiences, etc. But the
problem is that without objective measurement feedback as to program
performance is often: subjective, impressionistic, based on personal or
critical incidents, or just angry.

Following the "objective” arrow in Fig. 1, performance measurement
offers an opportunity to develop and present "hard” data instead of
impressions and personal experiences. Measurement provides an opportunity
to answer the public’s sometimes angry questions, and implicit
suggestions, on an objective basis, to move the basis of decision making
from personal experience to measurable accomplishment (or lack thereof).

Data about levels and trends of outputs and outcomes, and associated
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benefit/cost ratios, can help defend or expand a program, rather than let
it suffer from relatively subjective, political decisions based on
circumstantial (if any) evidence. Measurement helps objectively answer
such questions as: Is an organization doing its job? Is it creating
unintended side effects or producing unanticipated impacts? Is it responsive
to the public? Is it fair to all, or does it favor certain groups, inadvertently
or deliberately? Does it keep within its proper bounds of authorized
activity? In short, is it productive?

Thus, data can help defend or expand a program, rather than letting it
suffer from relatively subjective, political decisions. Particularly important
in proving evidence of progress are timely data which reflect cost savings,
additional services, independent evaluations of service levels, client
satisfaction, and reductions in waiting or processing times.

For example, in terms of making more productive resource allocation
decisions,

Value Engineering(VE) is a tool for evaluating the cost-effectiveness,
reliability, quality, and safety of design projects. Qualified consultants, each
an expert in their respective fields, assess the design and cost estimate
submitted by the designer. The EXSL award-winning Clean Water
Program for Greater San Diego has undergone nine VE studies resulting in
savings of over $70 million. The Clean Water Program (CWP) retains
qualified consultants, each an expert in their field, to perform a Value
Engineering (VE) study on projects that include the design of pipelines,
water reclamation plants, secondary wastewater treatment plants, and

sludge processing facilities. The main objective is to evaluate proposed
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design, and related cost estimates, submitted to the City by designers,
ensuring that performance, reliability, quality, and safety are provided at
lowest possible life cycle cost. Between January 1991 and April 1992, the
CWP conducted nine VE studies at a total cost of $824,000. The exercise
resulted in changes in design and modification of cost estimates which
yielded savings of over $70 million, for an overall savings to fee ratio of
85:1.

Each VE study proceeds in three stages:

Pre-workshop: It involves gathering all pertinent information, develop
strategies, prepare cost, energy and life cycle models.

Workshop: The VE Team develops cost-saving ideas for design
alternatives within the established constraints.

Post-workshop: The designer reviews and responds to the VE Team
ideas with recommendations to accept of reject. The City staff reviews
both proposed VE ideas and designer's responses. Then the City staff
makes decisions on which the VE Team recommendations are to be
implemented at the VE Team Implementation meeting, a joint meeting
between the VE leader, the designer and the City staff.

The results of the VE study are presented in a report that includes a
description of each recommendation (i.e., a summary of the preliminary
design and proposed changes, a comparison of cost estimates, and a
detailed discussion on the advantages and disadvantages of each
recommendation). The report also contains the City’s decision on either

accepting or rejecting each recommendation.
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3. Approach Three: Human Resource Management

Insights as to human behavior and motivation are particularly important
in the public sector because government’'s most extensive and expensive
investments are people; most public organizations devote from fifty to
eight-five percent of their budgets to employee salaries and benefits.
Because those "human resources” have complicated needs, responsive
public organizations have adopted enlightened human resource practices,
rejecting an authoritarian, bureaucratic style. Public organizations have
often recognized that a  productive organization is humane, structured
around not only the task but its members and their human needs. They
understand that the art of leadership inheres in getting people to work
well for the organization by grasping and responding to their needs. Guy
(1992), for example, points out that many interdependent factors contribute
to creating a productive work environment: an organizational culture which
relies on:

-team Dbuilding that maximizes the strengths of employees while
compensating for their weaknesses,

-open communication channels,

-flexibility in the midst of predictability, and

-balancing the needs of the organization with the needs of employees.

We have found that while EXSL awardees consistently rely on those

factors, they particularly focus on recruiting appropriate human resources,
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paid or volunteer, and then developing and maintaining those resources
through high-quality training, and then on team building and balancing
organizational and employee interests. To provide high quality, responsive
service to their citizens, government agencies must hire highly-talented
and skilled public servants.

For example, the State of Wisconsin received an EXSL award for
recognizing and addressing the recruitment problem. Under the
"Innovations In Recruiting And Hinng” program, Wisconsin state
government provides responsive service to government agencies looking to
hire highly-skilled public servants. The hiring innovations pioneered by the
Department of Employment Relations provide more efficient, responsive,
and "user—friendly” civil service hiring systems. These innovations -- the
Entry Professional Program, the Critical Recruitment Program, Walk-in
Civil Service Testing, and JOBS (Job Opportunity Bulletin System) ~-
have greatly enhanced its success in hiring highly- qualified employees
who reflect the state’s diversity. The Entry Professional Program (EPP) and
Critical Recruitment Program (CRP) both use creative alternatives to the
written multiple choice exams still used in most jurisdictions, alternatives
which are more user-friendly, impose fewer bureaucratic hurdles on
applicants, minimize disparate impact, and enable hiring decisions to be
based on specific qualifications, not just "book knowledge”. Walk-in
Testing eliminates bureaucratic barriers in cases where multiple choice
exams are still most appropnate. In these cases, applicants simply
"walk-in” to testing centers (which are held on every third Saturday),

apply immediately, and take exams. Although other jurisdictions may use
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walk-in testing on a limited basis, Wisconsin is the only state to use
Walk-in Testing as its exclusive written testing method. JOBS provides
immediate, broad access to vacancy announcements throughout Wisconsin.
Applicants no longer have to depend solely on printed mailed copies of
announcements. Now, they simply dial into a state-wide system and
access up-to-date information.

The goal of these innovations—— more flexible and accessible than
traditional civil service hiring procedures-- is to systematically create
hiring systems that are timely, easy for applicants to understand and
compete within, and provide managers with greater hiring choices. Just as
important, they adhere to the fairness and merit principles fundamental to
civil service. This innovation anticipated the National Commission on the
State and Local Public Service’s recommendation to “end civil service
paralysis” by reforming hiring systems. By creating more timely and
responsive systems, Wisconsin was able to attract and hire the talented

people needed to provide the best possible services to its citizens.

4. Approach Four: Application and Adaptation of Technologies

Advanced technologies are as important to the public as to the private
sectors. Both sectors need powerful computer and information systems,
automated and rapid communications, energy-saving and
security—enhancing devices, and an almost limitless menu of "hardware
and software.” To meet these needs, government often relies on

off-the-shelf products developed by the private sector. But when adequate
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products are not available, the public sector has taken the initiative to
pioneer new systems. Government employees have invented lasers, solid
state technology, the basic design of most commercial and military aircraft,
instrument landing systems, the first modern computer, titanium (and
other stronger and lighter materials), the CAT scan, plastic comneas,
advanced fishing nets, nuclear power, Teflon, wash and wear fabric,
resuscitation devices and plastic wrap (Public Employees Roundtable).

Profiting from government’s large up—front investments in such products,
business has brought these products to the market. NASA, for example,
has a continuing program to help the private sector exploit innovations
resulting from the space program. Sometimes government shares in those
profits through licensing or royalty arrangements. Typically, however, the
public sector and the public servants receive neither royalties nor sufficient
recognition.

Technologies which make possible improved performance are not limited
to "high tech” or computer applications. They apply to roads and sewers
as much as they do to satellites and smart bmobs. In as mundane an
area as refuse collection, for example, departments of sanitation in New
York City, Scottsdale, Arizona and other localities have developed and
applied productive technological changes, sometimes patenting those
innovations:

~-Trucks designed specifically for operation by two men, rather than the
traditional three man team.

~--Remote-control arms which allow the driver to lift and empty large

containers of refuse.
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--Robotic truck painters, which a management-labor team approached
the private sector to design.

--Tire-changing machines designed specifically to the agency’s
standards and intended to alleviate the high degree of manual work in the
operation.

--Purchase of "high dump” street cleaning brooms, which are faster,
safer and can dump refuse into another vehicle.

--Redesign of the equipment used to transport refuse from barges to
landfills.

The development and adaptation of technology for applied problem
solving is often initiated by local or state governments. It is also a
function of deliberate, goal-oriented efforts. Public Technology, Inc., for
example, is devoted to the development and diffusion of productive
technologies for state and local government.

EXSL awards winners utilize technology to improve services to the
public through four overlapping emphases:

--Providing open access to data by citizens and businesses;

--Automating programs to improve efficiency,

--Providing improved, higher quality services to the public;

-~Operating programs more cost effectively.

Although most technology-oriented EXSL awardees emphasize one of
these four, some are comprehensive efforts which represent a fifth
emphasis:

--Cross—cutting techniques.

For example, The State of Oregon’s "Vendor Information Program (VIP)”
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(EXSL award winner) was the first automated bid access system in the
country, fundamentally changing the way the State of Oregon procures
products, trade services and public works. VIP replaced fifty years of
public purchasing protocol, encumbered with a labor intensive, cost
prohibitive paper bid distribution system. VIP implemented in October of
1991, permits potential vendors with a personal computer and modem to
access current and historical bid information,. 24 hours a day, 7 days a
week, viewing and downloading purchasing information in the convenience
of their own offices. It has increased the number of vendors participating
in the State’s bidding process by 50%; saved in excess of $60,000 a year
in paper and postage costs; over $500,000 a year in personnel costs and
more than $10 million dollars in products purchased.

The entire system cost less than $400,000 to implement, mostly for the
IBM computer and public relations effort to sell this new way of doing
business to the wvendor community. Savings were realized through
competition. Not only are more vendors bidding for state business--instant
access to RFP’s has increased the number of bidding vendors by one
third--but the historical information available to the vendors on similar
contracts has improved the quality of bids. With the old way of doing
business, three or four bids would be submitted for a contract and there
would be a wide margin between the quotes. According to the Director of
Purchasing, "Price quotes were all over the board, but with VIP, the bids

are right on target and very competitive.”
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5. Approach Five: Partnerships: Multiple Tenets of Cooperation

Cooperation is also an essential productivity enhancement strategy, and
one that is very often overlooked in the shadow of pressures for
privatization. Yet joint public-private initiatives are options to which
innovative public officials often turn, and cooperative arrangements for
service provision are increasingly evident as the public sector seeks
creative ways to stretch resources.

In contrast to privatization, these new relationships are joint
problem-solving efforts, or partnerships, which may be initiated by either
"side.” EXSL has recognized working alliances between the work force
and management; between levels of government and between neighboring
local governments; and between government and citizens, government and
corporations, government and not-for-profits. These innovations  have
proven to be effective arrangements aimed at improving government
service and cutting costs. Because they represent the ability to think and
act outside the rigid but familiar "bureaucratic box,” they can be essential
for pooling resources and improving productivity in an increasingly
resource-scarce atmosphere.

EXSL cases highlight different forms of partnerships that enhance
productivity —improvements in public organizations. Award-winning
programs occur in four types of partnerships with:

--Communities and volunteers, Government's more abundant, but often
least utilized, resources are it citizens. Individuals can gain satisfaction, or

"psychic income,” from voluntary public service, but are not often recruited
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to do so. Many EXSL awardees, however, have tapped those resources as
a means of stretching or building problem-solving capacities.

--Public agencies. Government agencies often serve the clients of other
agencies. Thus, cooperation between those agencies is important in
minimizing costs, especially when the "products” of one agency become the

”

"workload” of another.

-~Private corporations. Joint public-private ventures may strengthen
government’'s capacity to deliver services by : providing donations of
personnel or equipment;supplementing such services as schools, parks and
libraries; jointly developing strategies to ameliorate emerging problems,
such as homelessness or crime and stimulating economic development.
Private partners will generally expect their investment, typically donations
of personnel and equipment, to provide at least some indirect return, such
as a better educated labor force, a safer neighborhood in which to do
business or a stimulus to economic development. But the private partner
may also begin to act as a public-serving institution, directly investing
for the general public good rather than for any specific, short-term bottom
line gain.

--Not-for-Profits. Non-governmental, or not-for-profit, organizations are
the most numerous partners in solving public problems. Their work ranges
over virtually all of government’s functions, providing a combination of
contracted and contributed services.

For example, the State of Hawaii’s Housing Finance and Development
Corporation (HFDC) formed partnerships with private industry developers

to create three socioeconomically integrated quality lifestyle communities in
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Hawaii’s three highest population growth areas. These Master Planned
Communities (MPC’s) integrate a mix of for- sale single-family and
multi-family homes, rental housing, neighborhood parks, schools, recreation
centers, community parks, bicycle lanes, walking paths, golf courses,
churches, daycare centers, commercial and retail areas in a cost-effective
and cost-efficient design that is constructed with minimum financial impact
on taxpayers. In 1983, Hawaii led the nation in home ownership and rental
housing costs. With only 44% of Hawaii’s households in home ownership,
Hawaii lagged behind the national average by approximately 20%. In the
summer of 1990, the average four member Oahu family made $41,200 a
year, giving them the purchasing power to buy a $128,000 home. During
that same period, the median resale price for a home in Hawaii was
$350,000.

The reduction of federal funding for lower income housing, the lack of
existing infrastructure (water, sewer, drainage, utilities, roads) and suitable
land for development, the high amount of required capital for infrastructure
development and the associated financial risks, and the high cost of
construction financing caused a widening gap between housing supply and
housing demand during the late seventies and eighties. True, the private
sector and city and state governments were building homes, but these
were relatively small in-fill type projects that relied on existing
infrastructure. HFDC estimated that by the year 2000, the demand for
housing would reach over 85,000 units with 64,000 of these units having to
be affordable to households with average or below average incomes.

Besides the need for significant numbers of affordable housing was also

—167—



the desire to avoid creating massive affordable housing "projects” that
could lead to further social ills. To address this, the decision was made to
create quality lifestyle communities.

There was the recognition that the State was facing severe budget
constraints and that taxpayers could not bear the full cost of funding the
required affordable housing. Consequently, another objective was to build a
significant number of homes efficiently through economies of scale and to
fund this in a way that would minimize the economic impact to taxpayers.
The Master Planned Communities are producing a significant number of
homes, 4,000 to 5,000 per MPC on each island. Becauée of the scale,
housing can be put in quicker and cheaper per home unit. Additionally,
current and future community needs (schools, roads, drainage, parks,
commercial and retail areas) are anticipated, planned and prepared. The
projects deliver housing for a range of needs: for singles, single parent
families and families there are for-sale townhouses and single-family
homes, self-help and owner- builder housing, and moderate to low-income
rentals. Also for the elderly and/or physically challenged each community
features rental apartments. Finally, development of homes by private
industry is facilitated through HFDC overall planning, zoning, infrastructure
development and provision of financial incentives.

The program creates a significant number of homes (13,400) in quality
lifestyle communities rather than producing limited numbers of units in
traditional "infill” housing projects. The effort addresses a cross-section of
the population in need (60% of Hawaii’'s households) and creates

socioeconomic balanced communities. The program minimizes the impact to
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taxpayers through the use of revolving funds, bond financing, lease and
sale of commercial and retail areas and the Shared Appreciation Program.
It features anti-speculative and equity-sharing provisions in the form of
"buyback” and Shared Appreciation programs. Finally, the concept
encourages private sector development of affordable housing by directly

removing local barriers.
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IV. An Expanded Model of Competition

Based upon the the businesslike principles evident in the public
management literature and practice, and the capacity for innovation and
sound management demonstrated in the EXSL and other awards programs,
we propose the following tripartite model of competition for the provision

of government services:

1. Open Competition

Although many services are appropriate for possible contracting out to
the private or not-for-profit sectors, in the competitive spirit of increasing
the number of bidders, virtually all public agencies should be encouraged
to bid on a project. If competition implies greater choices, then elected
officials and the public are likely to have more alternatives by cultivating
public sector options. In cases in which the private sector may be
reluctant to bid or may collude on bidding, public sector bidders may
represent a significant competitive force.

To maximize competition, bids should be thrown open to agencies
regardless of their locus within the government or in another jurisdiction,
and regardless of their mission. A school district might provide
maintenance services to a police department. A state highway agency
might bid on project management services for a local parks department.

Those alternative providers from the public sector may be agencies of
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other governments with the ability to capitalize on existing investments
through economies of scale, or with excess capacities that cannot be
reduced due to technical, financial or legal reasons. At the same time, if
the private or not—for-profit sectors can do those jobs more efficiently,
fine. The competition of government-owned and private airlines for
government contracts in some European countries is a case in point, in
which either public or private organizations may triumph. Another case is
successful, competitive bidding by the vehicle maintenance division of the
New York City Department of Sanitation, in which D.0O.S. won contracts

to service EIM.S. and police vehicles. (Holzer (b)).

2. Open Competition Only within Government

In contrast to routine targets of privatization, such as sanitation, training,
printing, or maintenance, some public sector functions are relatively
intangible or complex. Their delivery may be appropriate only to public
organizations. For purposes of public accountability and policy making
they should be under the control of democratic institutions only through
publicly-owned contractors, without bids from private or not-for—profit
contractors. Privatization may also conflict with such values as democratic
control and retention of management and emergency capacities.  Services
which could be considered off limits for privatization might include public
safety, public schools, public higher education, social services, public
health, air traffic control, and environmental regulation. Policy-sensitive

functions such as drafting of legislation and writing of speeches have also
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been proposed as inappropriate candidates for contracting out.

To protect democratic and service-delivery capacities, we are proposing
intra-governmental competition, in which appropriate services are bid or
contracted out, but only to public sector bidders. As indicated above,
those bidders might include units of the contracting organization, other
units or subunits of the same jurisdiction or of similar jurisdictions, and
units of other levels of government, including federal, state, local agencies
and public authorities or special districts. In many cases legislation would
be necessary to allow agencies the flexibility to bid on projects which go
well beyond their stated missions, or even projects in theif mission areas.
Presently, for example, the federal government may be willing to consider
a bid from the Correction Corporation of America to run the Federal
Prison in Fort Levenworth in Kansas, but not a bid from the State of
Kansas Department of Corrections.

Such examples of internal competition of government-funded programs
now exist. Shared services, as between local governments or school
districts, represents an informal application of this model. The school
voucher concept is a movement toward the marketplace, but one which is

generally limited to the public schools.
3. Expanded Capacity for Competition
In order to strengthen the competitive forces suggested above, we would

also posit that government’'s ability to be competitive will increase with

the introduction of new government-based competitors. Specifically, the set
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of public sector bidders should be expanded to include generic agencies or
units—--the mission of which is broadly defined as productivity, analogous
to the profit mission in the private sector-- rather than any specific staff
or line service. "Generic” agencies would represent budding public
"conglomerates” or “internal consulting firms” for provision of any number
of functions, ranging from internal capacities to external services:
maintenance, information services, duplicating, and training on the one end;
housing, education, transportation, or perhaps even defense, on the other.

Generic public agencies might incorporate aspects of other models which
allow for the flexibility necessary to competition. For instance, construction,
transportation, port or highway authorities and corporations have been
created as quasi-independent bodies. With their own revenue sources they
are likely to enjoy greater flexibility in mobilizing the resources for the
accomplishment of specific tasks. McClenhen suggests that with fewer
constraints than regular government agencies they can reach private
sector-like efficiencies. In some cases they have been asked or induced to
broaden their missions in order to take on, or contract for, other services.
This suggests that a public authority or corporation is an inherently
flexible mechanism which can serve the needs of traditionally—defined
agencies.

There are several advantages to public sector responses to bid
notifications by public agencies. More of a competitive environment within
government should:

(1) Induce greater innovation among managers, making the jobs of

managers and the workforce more interesting.
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(2) Build internal capacities and make better use of scarce human and
physical capital which are now (to use a euphemism) "underutilized.”

(3) Make better use of available information resources. As we suggested
above, too many government managers are lazy readers, not willing to
mine the “gems” from thick reports, conferences, extensive -electronic
databases, "boring” journals, or even newspapers. If information were a
valued resource critical to competitive survival, they would be much more
likely to seek it out.

(4) Improve government’'s image as competitive (or "lean”). The
prevailing image, which is reinforced daily by politicians, the press and

other media, is one of waste and incompetence. (Holzer (c))

4. Reservations?

The proposals above raise a range of questions:

(1) What if an agency is too successful, becoming a monopoly or part of
an oligopoly? Possible success should not be a deterrent to innovation and
experimentation. If an agency or unit which is designed to increase
competition becomes dominant instead, then policy makers should limit its
size, splitting it into one or more smaller agencies. Following Darwin’'s
survival model of reproduction of the most fit, its "offspring” could then
displace unsuccessful government bidding units, or groups in those units.

(2) What will agencies do with "profits” generated by contracts? All or
a significant portion of profits can be retained or reinvested in the public

contractor. Whereas 1n the private sector those profits often accrue to
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individual managers as bonuses, in the public sector funds can more
easily be reinvested in programs for two unrelated reasons. First,
improved quality of worklife and recognition is probably paramount to
many managers. Second, legislators and the public cannot tolerate the
notion of large bonuses to government employees, (although they may also
object to the expenditure of public funds for “quality of work”
improvements such as a gym).

(4) Can government make decisions as rapidly or flexibly as their
private sector counterparts? Very possibly, especially if generic agencies
or agency units were expected to act in a relatively non-bureaucratic
manner. This might require extensive rewriting of regulations or
legislation.

(5) Are agencies now equipped to compete with the private sector? Not
necessarily.  Although some have been adequately funded, a significant
percentage have experienced a hemorrhage of talent and a deterioration of
capital equipment. Historically, some have never been funded adequately.
Competition by government might require prerequisite investment by
government, although in other cases the investment already exists in terms
of excess capacity. One advantage of privatization is that firms might
have access to investment capital which is not as available to their public
agency counterparts.

(6) Will internal competition have dysfunctional consequences? Of
course. But they can minimized if we anticipate and monitor them, such
as:

a. Information pirating: will managers attempt to ferret out confidential
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information to gain unfair advantages?

b. Corruption/bribes: will government managers attempt to influence each
other inappropriately?

c. Undue political influence: will politicians attempt to direct contracts to
agencies in which they have more influence?

(7) Will agencies be able to tolerate "slack” in order to invest in writing
bids. That is, will they be able to take a long view that successes will
eventually emerge? Possibly yes, especially considering the popular
argument that there is now substantial slack, or underutilized capacity, in
government. That is, will the existence of internal bi‘dding units be
criticized as redundant resources, and ones that are unfairly competing
with the private sector? A related problem is the extent that expectations
for such bidding units will be unreasonably high, with undue pressures for
quick successes.

(8) Are public agencies unwilling to transfer functions to other agencies,
but more willing to contract out? Perhaps. Contracting out does not imply
giving up territory, while letting another agency provide a service may be
perceived as surrendering the turf. The paradox of internal competition
may be a bias against other public entities, even to the point of paying a

private provider more.
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V. Conclusion

Enhanced competitive capacities may help convince skeptics that
government is or can be productive. Under a model of “government as
competitor” the change in public opinion is not likely to be dramatic, but
the direction is likely to be positive as we reassert government's legitimate
missions and underscore its competency. Unless we begin to become
more competitive, the public, led by profit-seeking firms and superficial
media and political “analyses,” is likely to accept the downsizing and
privatization of government in the short run, and regret those actions in
the long run when the politicians have retired, the profits have been

collected, and society’s problems remain unsolved.
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