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“Only two groups of people deny that organizations matter: economists and everybody else.” (Wilson, 1989, page 23)

“Although it is possible to distinguish numerous schools of thought clustered around organization theory, their more general premise is that the organization is a type of social system: it is a formal social system, deliberately aimed at the attainment of objectives. Consequently, as a social system, it is more than the sum of the parts. It follows that one cannot reduce the organization to the sum of decisions of individual agents, as the rational choice school seeks to do. Nor is it possible to limit the motivations of the members of an organization to material incentives, and not even, more generally, to self-seeking incentives.” (Bresser Pereira (1999), page 138, my translation)

“Public bureaucracy therefore cannot bear much resemblance to the ra​tional organization of the new economics. Winning groups, losing groups, legislators, and presidents combine to produce bureaucratic arrangements that, by economic standards, appear to make no sense at all. Agencies are not built, to do their jobs well. Strange and incongruous structures prolif​erate. Presidential bureaucracy is layered on top of congressional bureau​cracy. No one is really in charge.” (Moe, 1990, page 148)
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I. Introduction and Summary

If public sector reforms are to make progress in developing countries, we need to understand how public administrations work in a number of areas. These include personnel (civil service) management, budget and financial management, and managing organizations (including procedures and the delivery of specific services). The public-sector-reform community within the aid agencies and the governments they work with has often approached the last of these areas, the development of public organizations, in a fairly simplistic way. A dominant approach to organizations prevailing in this community can be characterized by the “top-down” view of organizational engineering – “fix the formal goals and the formal command structure” and a largely monetary view of incentives – “rational economic actors respond to monetary rewards”. 


This approach ignores the considerable effort that has gone into theoretical and empirical work to better understand organizations. The trouble is that this body of work is stronger on private than public organizations and stronger on developed countries (particularly the US) than on developing. Nonetheless, there is certainly enough to be getting on with, and the aim of this paper is to start to fill the knowledge gap. The paper will give a sense of how people have been thinking analytically and practically about organizations, what is different about public and private organizations, how and why public organizations are changing, and what are the particular circumstances that public organizations in developing countries face. Above all, I want to promote the argument that organizations matter and that, by learning more about them, we can do a better job of advising on and designing public-sector reforms. 

Organizations and transactions costs


An organization is a “system of consciously coordinated activities or forces of two or more persons” (Chester Barnard, 1938, quoted on page 24 of Wilson, 1989). It may be most convenient to understand what this means by talking in terms of the “markets” and “hierarchies” made familiar in the New Institutional Economics (NIE) literature. Exchange – people doing things for each other, usual for some form of reward – is the basis of social and economic life. Principals want something done and agents do it for them.
 But this exchange is not costless. The NIE brought back into economics the concept of transactions costs – the costs of arranging, monitoring, and fulfilling the contracts enabling this exchange. 

Ronald Coase showed that transactions costs frequently determined the nature and organization of economic activity and that they significantly influenced the distribution of income (Coase, 1937). Oliver Williamson showed how different types of institutional arrangements arise to minimize the level of these costs and maximize the efficiency of transactions. His contribution (Williamson, 1985) is captured in his distinction between markets (arms-length transacting) and hierarchies (transacting within the firm or other type of organization).
 

Markets are constituted by a set of rules and institutions (for example, contract law, financial and credit laws, and courts) for transactions which are discrete, or arms-length (i.e. business that does not need a continuing contractual relationship). 
An organization is an institution for collective action (usually in the longer-term). It functions on the basis of a set of rules and conventions by which individuals coordinate with each other within a hierarchy in pursuit of an objective set by those who own or control the hierarchy.
 (Almost always, smaller organizations are nested within larger organizations – divisions within departments, subsidiary companies within holding companies, ministries within governments, for example.) Different organizational rules determine the incentives and rewards that shape individuals’ behavior within the organization, the degree of discretion or direction under which individuals and sub-organizations work, the way productive resources are allocated and controlled and any surplus is allocated, the use of codified information to support organizational objectives, and so on. The application of these rules in turn determines the level of completeness, efficiency, transparency, waste, etc. with which those objectives are reached. Organizations can have political ends (legislatures, judiciary, political parties), economic ends (firms, trade unions), social ends (NGOs, churches, bowling clubs, families), educational ends, military ends, and so on.
Public organizations are organizations that act as agents of the state, i.e. express or carry out the will of the government. States conventionally have three major branches – the legislature, executive, and judiciary – each one an organization. Nested within the executive is the public administration, a hierarchy of sub-organizations: ministries, special agencies (whether dependent on ministries or answering directly to government leadership), commissions, state-owned enterprises, and so on. This paper is principally interested in these sub-organizations of the executive – which we can also call public agencies or bureaucracies. Of course, the way these public agencies sit within the hierarchy of the executive or relate to the other branches of government is important to the way they function. 
The rest of this paper: a summary

Part II of the paper characterizes some the contributions of organization theory, a branch of social science combining insights from sociology, psychology, and political science which took off in the 1930s). Organization theory largely relates to the private sector and is today mostly the province of business schools. It lacks the dominant paradigms and rigor that characterize economic theory, but has some common threads, many of them of some relevance to public organization. Thus: 
· Organizations have the characteristics of living, evolving systems. 

· There is a great variety of types of organization, responding to different and changing needs and environments.
· Rationality is bounded in organizations (i.e. people do not have a comprehensive span of knowledge), progress is often by trial and error. This makes routinization of decisions and learning important. 
· Worker motivation is complex, extending beyond economic incentives into their social and personal needs. 
· The formal trappings of organizations – stated goals and rules – are only part of the story. Organizations also have a non-formal life –an organizational culture – which is vital in determining the actual tasks undertaken, the sense of mission, and organizational effectiveness. 

· The external “authorizing environment” – i.e. who influences what the organization does and provides its resources – is important and complex. 

Part III, drawing from a thinner literature, seeks to set out the differences between private organizations and public organizations. It is important to understand these differences since modern approaches to public-sector reform have often been posited on the similarities. There are no strong reasons for supposing that public and private organizations will be very different in terms of the problem of bounded rationality they face, the way that workers are motivated, or the importance of informal aspects of organizational life. The most important difference is that public organizations face an external authorizing environment dominated by politics – the political apportioning of resources, and the imposition of tight procedural rules to maintain political control – that circumscribe their freedom of action, their freedom to develop, and their organizational form and thus make public hierarchy so apparently similar across the world


Part IV examines the emergence of the modern model of public administration in the North Atlantic area. This was driven by political and economic change. First, the Nineteenth Century saw revolutionary political demands to replace privilege by some form of equality. Second, business demanded a more secure framework for investment. Third, governments were expanding. The new model was characterized by political constitutions that established checks and balances between different branches of government (or between different political parties) and by the establishment of autonomous public administrations organized along legal-rational lines: business organized in specialized units, merit-based personnel systems, budget accounting systems; and codified records. Autonomy, however, was relative: it meant the capacity for a degree of self-regulation, but within a rigid set of structures and rules.

This model solved, or at least mitigated, a number of problems that political leaders faced:

· Checks and balances, by making it more difficult for politicians to change their own or their predecessors’ policies, made it easier for them to make credible promises. By the same token, checks and balances sometimes extended to public administrations, enveloping them in bureaucracy.

· Establishing merit-based public administrations with modern management mitigated several problems. It did away with the managerial difficulties of managing large systems of patronage employment and made growing government departments manageable. It reduced the political stigma of patronage, privilege, and corruption. Moreover, new career rules were designed as far as possible to promote expertise and efficiency.

· The autonomy of a new public administration emphasizing merit and public service helped provide legitimacy and credibility to governments.

These reforms undoubtedly had the effect of consolidating democratic and economic systems, but there were also unintended or unavoidable side-effects. Autonomy has led to public administration becoming political actors – and interest groups – in their own right. Inflexible structures and rules have continued to provide a constraint on efficiency.

To be sure there were and are variants. It may be useful to understand the variants among the more advanced democracies as running along a continuum from government relying substantially on the separation of powers (the US) to Whitehall-style government where legislative and executive power are united. One theory (Moe and Caldwell, 1994) suggests that the separation-of-powers form, by giving greater strength to interest groups and individual legislators, has far-reaching effects on the style of public administration and leads to a considerable bureaucratization of procedures, making administration less effective. Thus, interest-group politics play a central role in determining the shape of the bureaucracy.


Part V of the paper seeks an initial characterization on how and why public organizations in the more advanced countries have evolved since the Nineteenth Century. They have evolved for two main reasons: first, continuing changes in political and technical conditions and in the demands made on government; and second, the abiding challenge of resolving the problems of inflexibility that public hierarchy has brought in its trail. The main developments are as follows: 

· The Twentieth Century: the unresolved battle between flexibility and hierarchy. The search for greater efficiency and flexibility—for instance through performance-related remuneration schemes or partial exemption of certain agencies from general rules – and the abiding tension between the flexibility that led to efficiency and the hierarchy that led to discipline were hallmarks of much of the Twentieth Century and have continued into the Twenty-First. 
· Other forces for change in the Twentieth Century. There have been several changes in the political landscape with effects on public organizations. Interest groups grew in power, but so did the capacity of citizens to influence the government through direct action, particularly in the second half of the century. Most recently, an apparent erosion of trust in public institutions has led to demands for more formal modes of public accountability. 
· The New Public Management in the late-Twentieth-Century. NPM is an umbrella term for an array of systematic practices to make public administrations more accountable, efficient, and responsive. It may well be a product of all the previous forces for change, the need for greater flexibility, the growing pressure of electorates, the crisis of trust, and managerial advances lowering the cost of information. NPM borrows its core techniques from the managerial methods of the private sector (privatization, quasi-market competition, performance orientation, and so on). Its effects on public organization are potentially revolutionary, not only because of the introduction, where possible, of competition or its surrogates, but also because it promises the devolution of discretion to agencies (especially for executive agencies operating with considerably more autonomy than core agencies) and the creation of public-private grey areas (private provision of public services). The track record is so far inconclusive, and NPM is controversial because it is not clear how far the nature of public agencies (with difficult-to-specify products and constraints that originate in politics rather than markets) will allow private-sector-type arrangements to be instituted. 
Part VI of the paper seeks to ask how far the challenges for public organizations are different in developing countries. On the surface, the structure and challenges of  public organizations in developing countries look similar to those of the advanced countries. Yet the crisis of disappointing bureaucratic performance in the advanced countries is as nothing compared to the dysfunctionality (red tape, shirking, corruption, low morale, and so on) that characterizes many developing countries. 


Two propositions help explain poor organizational performance. The first argues that the principal-agent problem that public organizations face is more acute in developing than developed countries – for political and social reasons. Even in the many nominal and practicing democracies of the developing world, democratic control is weak. Patronage politics and, in some cases predatory-state politics are more likely to prevail. Kinship ties and other ties of mutual obligation tend to be stronger than the professional or cultural ties that are needed to bind organizations, especially public organizations, together.


The second proposition is that politics and ideology in today’s developing countries have led to over-sized public sectors which, in turn, undermine organizational performance. Large public sectors came about partly through developmentalist ideologies, but have since been sustained, especially in Africa and the Middle East, by the emerging political role of many governments as employer-of-last-resort. Over-sized governments have led to over-extended management, under-resourced services, low public wages, and powerful public unions. 

As a result of political conditions in developing countries, a conflict develops between announced and effective rules. Announced rules favor a hierarchical ordering of public agencies and their rules-based operation. Effective norms may favor quite different objectives such as bureaucratic survival, patronage, or corruption. The resulting “organizational informality” makes it more difficult for public organizations to function effectively in the public interest. 

By the same token, these conflicts make “island” solutions attractive. Only those few public organizations that can carve out some space – a degree of autonomy from the rules that bind the rest of the public service and of protection from political interference – have an opportunity to perform well. But these “islands” of good performance are controversial: do they make it more difficult to reform of the rest of the public sector? can they survive when they do not have the constitutional protection that the rest of the public sector enjoys? 


The final part of the paper makes a small number of suggestions about how to improve our support for organizational reform in developing countries. On the conceptual side, it suggests that we need to bring existing knowledge on organization theory into the debate. More important, it also suggests a continuing research agenda: understanding better the relationship between political systems and the structure of public organizations on the one hand and political systems and the demand for reforms on the other. On the practical side, the paper suggests that we should be less ambitious in our reform design and look for more limited, hence realistic, reform opportunities. It also suggests that there is plenty of good analytical material around – tools and case studies – that could help us do a better job of understanding organizations. 

II. Organization Theory: a Brief Review of the Literature

Until the 1930s the study of administration encompassed both private and public organizations. Organization theory took off as a scientific endeavor to study private firms as a result of the work of Chester Barnard and Elton Mayo. Barnard (1938) emphasized the importance of cooperation and non-material incentives in the life of the firm. Elton Mayo’s investigation of GE’s Hawthorne plant (the results of which were published in Roethlisberger and Dickson, 1939) uncovered the importance of informal organization within the firm, questioned the model of rational, self-seeking economic man, and emphasized the importance of good communications, individual and group behavior, and attitudes. The new approach challenged both the Weberian approach and the related engineering approach, associated with Frederick W. Taylor among others, of man-as-machine.
 The new body of theory parted company at that point with the study of public administration. From this time, according to Moe (1990, page 116) “Public administration faltered as a theoretical enterprise”. 

Organization theory has many competing schools of thought (which keeps the business schools busy and the bookstores stocked). It is evident that there is a big differences in the way organizations work and how effective they are, even when they appear to be similarly structured or placed in comparable environments. This attests to the complexity and contingent nature of organization, the recognition that human behavior is a complex phenomenon, and the constantly changing world they face. The literature suggests several dominant themes.
1. Organizations are living, evolving systems. Hannan and Freeman (1992) adopt an ecological, evolutionary perspective on organizations: populations of organizations thrive or decline under given environmental conditions. They suggest that death and rebirth are better ways to change organizations than the adaptation stressed by many authors. Morgan (1986) suggests that organizations are living, dynamic social systems best understood through a combination of eight metaphors: organizations as machine, organism, brain, culture, political system, psychic prison, flux and transformation, and instrument of domination. 

2. There is a great variety of types of business organization, responding to different and changing needs and environments. This is the core of the business-school literature: see, for instance Mintzberg (1989), Burns (1963), Lawrence and Lorsch (1969), Thompson (1967). But similar themes are also sounded in the business-history literature: see: Chandler (1977), and Hannah (1977).

3. Organizations have to make decisions under conditions of bounded rationality. James March developed the notion that decision-making is complex – and in part art –because of the many unknowns. A firm is a shifting, multiple-goal coalition of  managers, workers, sub-units, owners, suppliers, customers, lawyers, tax collectors, and other agents of the state. Organizations, especially in the public sector, are usually “organized anarchies” with three general properties: goals are discovered by what is done (rather than being imposed); technologies and processes are unclear (and arrived at by trial and error); participation is fluid, hence strategies are fluid. Herbert Simon also helped pioneer the notion and consequences of the bounded rationality of “administrative man” in the firm in the same behavioral, or decision-making, tradition. Techniques of decision making try to maximize the number of programmed decisions (for which routines are available) and minimize the number of unprogrammed (see March and Simon, 1958). 

Change means that Organizations can have shifting boundaries and shifting coalitions of interests. Williamson (1985) and Thompson (1967) see organizations as open and indeterminate. They shift their boundaries (for example integrate vertically) as necessary to deal with uncertainty. Senge (1992) argues that, to cope with continuous change, more systematic ways of making decisions and learning are needed. Organizations have to become learning organizations through five disciplines: personal mastery; review of mental models; building a shared vision; team learning; and the uniting discipline, systems thinking. 

4. Motivating workers is complex, extending beyond economic incentives into social and personal needs. Much work has followed the pioneering studies of Elton Mayo. Schein (1985) argued that managers have to be good diagnosticians of motivations. He proposes adding to the existing models of motivation – rational economic man, social man (Mayo), and self-fulfilling man (i.e. needing to see meaning in one’s job) – a fourth, “complex” model of complexity and change of motivations. Herzberg (1976) worked on the sources of worker satisfaction and dissatisfaction. Argyris (1993) studied how work situations affect personal development, often undermining people’s full potential; as a result, workers, including managers, develop non-productive “defensive routines”. He proposes techniques to overcome this through organizational learning.

5. The informal dimension of the organization is important. The formal trappings of organizations – stated goals and rules (governance structure, coordinating rules, use of resources, personnel rules) – are only part of the story. Organizations also have a non-formal life – sometimes called an organizational culture – which is vital in determining the actual tasks undertaken and the sense of mission.
 Blau (1974) advocates the study, for any type of organization, of informal processes (socio-psychological processes that govern social relations and work practices in groups) and formal processes (organizational structure, specialized positions, administrative levels, span of control of supervisors, etc., automation and rules, external environment). Hofstede (2001, updating a 1980 study) has analyzed the existence of consistent, generalizable cultural patterns across countries (perceived inequality, dealing with uncertainty/long- versus short-termism, individualism versus collectivism, performance-versus people-orientation) and how they influence management options. Organizations may be bound together by external networks or internal mechanisms that create motivation and trust (Thompson, Frances, Levacic, and Mitchell, 1991).

6. The external “authorizing” environment is important and complex.  Berle & Means (1937), early students of the problem of corporate governance in private firms, provided an treatment of this theme. Burns (1963) described how different environments required changes in strategy and structure for organizations to succeed. 

III. How do Private and Public Organizations Differ?
An overview of public organizations in the US

The body of analytical literature on public organizations is far smaller than the one on private organizations that we have just reviewed. James Q. Wilson’s book on Bureaucracy (Wilson, 1989) provides a rich overview of the literature on public organizations. The book is largely limited to the US, a reflection, no doubt, of where the overwhelming majority of the analytical literature on public organizations has been produced. Wilson paints a picture of public organizations that are complex and variegated. 

· Politics circumscribes, in many different and complex ways, what public organizations can and cannot do and how they do it. Public organizations have to live under the control and oversight of strong political principals (the president, Congress, and courts) and interest groups.
 This has an enormous effect on what different agencies do and how they do it. Herein lies the big difference with private organizations, the result both of multiple and impermanent principals in the public sector and of the different ways that human and financial resources are allocated and controlled in the public and private sectors. 
· These public organizations and their employees nonetheless do their job reasonably well, in the US at least. (However, government employees do not always behave in the most resourceful or energetic ways – because of the constraints politics imposes, rather than innate disposition.). And yet, there seems to be a more or less permanent state of discontent: politicians and public interest groups complain about bureaucratic timidity, subversion, and excess, and bureaucrats about political constraints and excessive oversight. The permanence of the discontent reflects the enduring problem of bureaucracy: how to square bureaucratic competence and efficiency with political needs. 

How do public and private organizations differ?

How relevant is organization theory for public organizations? A starting point is to look at the suggested “dominant themes” that emerged from part II and ask how they apply to public organizations. The first column of Table 1 below lists these six themes and the second column indicates where I think the main differences lie for public organizations. 

I suggest that in three of the areas, we should not be looking too hard for differences and that, by extension, it is in these areas that public organizations can best take advantage of the lessons from organization theory. 
Table 1: Some Propositions about Differences Between Private and Public Organizations

	1. Private organizations: the “dominant themes” of organization theory (part II)
	2. How and why are public organizations different from private?
	3. What are the origins of the differences?

	Organizations have the characteristics of living, evolving systems. 
	Much less so: they are born, allowed to change and allowed to die much less easily, though public agencies do evolve. 
	Lives of public agencies are circumscribed by rules. Politics does not allow easy change.

	There is a great variety of types of organization, responding to different and changing needs and environments.
	· A smaller number of types of organization: the model of wholly-public hierarchically-organized organizations nested in a larger public hierarchy dominates. 

· A probably smaller range of products, with a greater proportion of these (e.g. public goods) that are difficult to specify and market-test.

· By any standards, central governments are, in their entirety, large organizations
	See remarks on the general political problem in the last row.



	Organizational rationality is bounded, progress is often by trial and error, and routinization of decisions and learning is important. 
	Similar. 
	

	Worker motivation is complex, extending beyond economic incentives into social and personal needs. 
	Similar: the people are no different.
	

	Organizations have, in addition to their formal aspects (stated goals, rules, and procedures), a non-formal character –an organizational culture – which is vital in determining the actual tasks undertaken and the sense of mission. 
	Similar 
	

	The external “authorizing environment” – i.e. the external influences on what the organization does and how it does it – is important and complex. 


	The external environment is different: centralized allocation and control of resources and centralized application of rigid rules to control personnel and procedures  As a result, there is considerably reduced managerial autonomy compared to private organizations. 
	· The general political problem: the principal-agent problem is worse in controlling the “public firm” than the private firm. 

· The particular political problem in separation-of-powers states (US): the impact of multiple principals, including interest groups; the commitment problem.




· First, I expect the problem posed by bounded rationality to be similar in the public and private spheres.

· Second, it is not obvious that the basic characteristics of workers, hence of their motivation, is different in both sectors. (It is another thing to say that it may be more difficult to wield the instruments of motivation in the public sector.
)  

· Third, the informal aspects of organizational life, vital in generating purpose, morale, and effective operating modes in organizations, are no different.

The important differences in public and private organizations can be drawn from the other three characteristics. First, public organizations have more circumscribed lives than their private counterparts: they are born less frequently, they develop and change more slowly, and they die with far greater difficulty. (For the evidence of the longevity and tenacity of public agencies in the US see Kaufman, 1976.)

Second, the range of public organization is more circumscribed. The hierarchical structure of head-of-government, cabinet, ministry, ministerial department, and so on is monotonously uniform across countries. (The largest structural differences is between countries with separation of powers and those where executive and legislative power are unified within a government; see section IV.) Ownership is for the most part strictly public: variants such as mixed ownership (especially in core activities) or sub-contracting with private firms are limited (though this is changing). By private-sector standards, the public sector does not produce a wide variety of items, and a substantial proportion of what it does produce is difficult to specify and market-test (public goods notably). In addition, central governments are, in their entirety, almost invariably large organizations relative to other enterprises in the same country.

Third, and most central, the external environment facing public and private organizations is different. Private organizations can face complex environments where changes in technologies, factor and product markets, and economic conditions present large challenges. On the other hand, private organizations, in the more advanced countries at least, also operate within the certainties of well-enforced institutional regimes where contracts are enforced by laws, courts, and reputations, where there is reasonable continuity in economic policies, and where markets thus operate in predictable ways. For public organizations the situation is different: politics dominates. What public organizations produce, how they are resourced, and how they produce are determined through the political process. What is more, this political process universally circumscribes public organizations with rules to control spending, procedures, and the use of personnel that are far more onerous than in private organizations. For instance, public agencies cannot, usually raise their own money and they cannot hire and fire at will.

In fact it is the salience of rules that links the three private-public differences we have noted: rules that circumscribe the lives of public agencies, rules that lead to the uniform hierarchical model, and rules that control spending, procedures, and personnel. 

IV. The Emergence of the Modern Model of Public Administration

Terry Moe, a leading voice in the effort to establish an encompassing theory of how politics shapes public administrations, has argued, with Michael Caldwell, that “every institutional form of democracy, whatever it might be, generates its own political dynamic – its own politics of structural choice – which in turn generates the basic structures that fill out the rest of government. …… It comes with a built-in genetic code that programs the kinds of bureaucracies, leadership structures, personnel arrangements, and other properties that will ultimately make up its government.” (Moe and Caldwell, 1994, page 22). Moe has sought to explain why politics may produce seemingly irrational outcomes in public bureaucracies – ineffective bureaucracies – which are nonetheless explained by the incentives that political actors face. Commenting on the US system, he argues that there is a rational explanation for apparently senseless, non-economic bureaucratic arrangements. “Public bureaucracy is a product of American democracy and, in particular, of the characteristic ways in which its political institutions shape the incentives and opportunities of those who exercise public authority.” (Moe, 1990, page 148).

The story line about how politics affects administrative structure, especially outside the US case, is not yet well developed in the political-science literature. In the following paragraphs, I try to distill some elements of a story from several sources (in particular Moe and Caldwell, 1994, Cox and McCubbins, 2001, and Silberman, 1993).

Politics and administrative innovations

Problems that political leaders have to solve. Governments of any type, democratic or otherwise, can be said to have three central problems to solve if they are to be effective. They must have authority, i.e. the political and economic resources to do the job. They must have an effective means of delegation of the exercise of that authority. They must have credibility for the promises they make, as a way of both acquiring and maintaining authority. Private firms face the same three problems, but in generally less acute ways. 

· Authority. Most polities (except all-powerful authoritarian states) are not peopled with individuals or interests which have agreed objectives. It is the very nature of politics that political leaders have to aggregate divergent interests. Private firms, because there is freedom of association (notably, freedom to buy and sell ownership shares, freedom to take up and quit employment), face this problem to a substantially lesser degree. 

· Delegation. Leaders have to delegate – to armies, cabinets, bureaucracies, etc. – if they are to be effective. This principal-agent problem becomes more acute as governments get bigger. The principal-agent problem is more acute in public than private organizations because the interests that support a government (especially individual voters) generally face a larger collective-action problem than private owners (shareholders).
 That is why, in politics, political parties usually mediate between interests/voters and governments. 

· Credibility. Leaders secure the cooperation of divergent interests by being able to buy support now in exchange for benefits promised for the future. Making credible commitments is difficult for governments in general. They are sovereign – they hold the legitimate monopoly of coercion – so who will make them keep their promises? Credible commitment is even more difficult for those leaders, such as elected politicians or weak despots, who have no assured long-term hold over power. If they promise policy changes, their promises lose much of their value if they cannot bind their successors to these policies. (This is the “time-inconsistency problem”.) The credibility problem is worse for governments than private firms because governments have, by definition, weak external-commitment mechanisms: there is a limited range of mechanisms, such as international treaties or country reputation with foreign investors, that constrain their sovereignty. Private firms are constrained by relatively strong external mechanisms such as market reputation and courts. 

The origins of a new model of public administration in the Nineteenth Century. A broad sweep of political and administrative reforms in the more advanced countries in the Nineteenth Century established the administrative structures that still dominate in those countries today and which have become the models for poorer countries to imitate. These reforms were deeply innovative in addressing two of the above three problems. Public administrations most obviously respond to the second problem of politics, delegation. The reforms, indeed, established new and better modes of delegated administration. But these reforms also addressed the third political problem: modern public administrations have also become a key instrument of political credibility.


The first modern model of public administration came to fruition among the modernizing countries of the North Atlantic area, and in Japan, in the nineteenth century. It was the consequence of deep political and economic changes. 

· First, political change was a driving force everywhere. Whether political change was revolutionary or evolutionary – whether it overturned the old order or simply deepened and extended democratic practices – political legitimacy came to be driven by equality, merit, and probity as central principles of public life and politics, rather than custom, privilege, and corruption. 
· Second, economic change was also ubiquitous. As capitalism and the division of labor grew, business interests increasingly demanded a regulatory and institutional framework that would level the playing field and provide security of property rights.
 
· Third, and associated with political and economic change, growing demands on government made the problem of delegation that much more acute. New departments were formed to deal with new problems such as the regulation of trade and production.
· Finally, rationalism and the scientific approach to problem-solving that it engendered favored a more systematic approach to management.


The characteristics of the new model of public administration. The political context in which the new public administrations developed was one of limited government. Government was not so much limited in what it took on (though in all cases private ownership and competition were the driving forces in national development). It was absolute power that was limited (and became progressively more limited in authoritarian states such as France, Japan, and Prussia). 


The checks and balances of limited government are usually embedded in a constitutional separation of powers which provides for specialization of functions among different branches of government, "second opinions" in decision making, and oversight of behavior. In principle, elected politicians in the legislature make policies by passing laws, while elected politicians in the executive ensure the execution of the laws, but under rules that limit their interference in the professional public administration. (In practice, of course, it is virtually impossible to separate the making and executing of policies.) Other institutions, notably the judiciary and a public comptroller, provide independent, external oversight. The degree of separation of powers – especially as regards the independence of the executive and the legislature from each other – varies widely, and the impact of this on public organization is discussed below. Checks and balances can also originate in the “divided purpose” of divergent part interest in coalition government (or in factions in dominant parties).

The fundamental administrative innovation had two aspects. First, administrations acquired a substantial degree of autonomy. Second, they were organized on legal-rational principles. Autonomy meant that administrations developed as permanent repositories of expertise to be exercised in the public interest. These public servants were to be responsive to a broad political mandate (and, in general, specifically responsive to the executive), but insulated from individualized political influence. Autonomy was relative: it meant the capacity for a degree of self-regulation, but within structural and procedural constraints.

The application of legal-rational principles led to hierarchical and centralized forms of organization ("command-and-control") of the public administration designed to allow professionalized public servants to use rational methods of administration. Weber was the first to describe this system (see Weber, 1968). In its idealized form, the hierarchical model can be characterized as follows: 

· Business is organized into specialized units where: accurate financial and technical information flows up, down, and across; commands are obeyed; agencies cooperate; and decision-making is delegated to the appropriate level (including decentralization to politically independent units of government). 

· Qualified personnel are employed on a strict merit basis and under rules that relate pay scales to defined jobs and provide open and fair procedures for hiring, firing, and promotion (and typically offer a system of life-time tenure and other non-pay incentives). 

· Budgets (planned income and expenditure) are accurately forecast and financial systems check that expenditures are made honestly and in accordance with these budgets. 

· Records are accurate and procedures are codified. 


Following these principles, the administration of public budgets was centralized and annualized, while due-process budget processes were introduced (under which, for instance, the executive proposed, the legislature appropriated, the executive executed, and the comptroller oversaw). Professional civil services were established on the basis of competitive entry, structured careers, and tenure and protection from arbitrary removal. Cabinet government and a hierarchy of offices below it became the organizational norm. The administrative revolution did not happen in all places at the same time and the pace of change was measured in decades, rather than years.


The new model of public administration: authority, delegation and credibility. Democratic constitutions seek a workable balance between authority and credible commitment. They endow political leadership (the executive power, principally) with the authority to make policy (“decisiveness”, in the language of Cox and McCubbins, 2001), but they use checks and balances to limit that authority, to make it more difficult to change policies, and thereby underwrite policy stability and credibility (“resoluteness” in Cox and McCubbins). There is a clear trade-off of authority and credibility, of decisiveness and resoluteness: typically, the level of decisiveness depends on the extent to which power is vested in the hands of the executive; resoluteness depends in large part on the extent to which different branches of government (or different interests in government) have an effective power of veto. The extent of effective veto points also helps determine the extent to which private interests can (through bargaining among veto holders) acquire special privileges at the expense of the public good. 

One way of increasing resoluteness – that is, making it more difficult to change policies – is for legislatures to tie up public administrations with red tape. This may provide part of the general explanation of the greater presence of bureaucracy in public than private organizations (see below), but it is also important in understanding cross-country variants in public organization (see below).

The delegation of executive power to a rationally organized merit-based body successfully solved or mitigated a number of related political and managerial problems. First, it  solved the problem of managing a growing numbers of government employees. As patronage employment grew in the US in the middle decades of the Nineteenth Century, administering the demands for patronage employment became a nightmare for politicians (Johnson and Libecap, 1994) 

Second, rational bureaucracy was able to mitigate political practices that were becoming increasingly unacceptable (Silberman, 1993). The most evident of these practices was particularism: political patronage in the US and privilege and corruption in Europe and Japan. Bureaucratic rationalization provided political legitimacy because it relied instead on merit principles. It further provided legitimacy because it was able to re-define loyalty in merit terms (loyalty to the public interest), rather than in patronage terms (loyalty to the person) (Silberman, 1993).
Third, the rules for bureaucratic careers were designed to encourage performance in the public interest, improve efficiency, and discourage shirking. Rules for entry to careers emphasized the acquisition of objective knowledge. The narrowly-defined educational tracks that were prescribed created a sense of common purpose. Structured careers with tenure and, often, barriers to lateral entry and assured career-development paths, constrained opportunism and encouraged loyalty. Longevity payments (i.e. the deferment of some rewards, notably through pensions) discouraged shirking.

The autonomy of reformed public administrations was also designed to increase the credibility of politicians’ promises. Legitimacy, hence credibility, was created by putting day-to-day administration in the hands of a corps of professionals apparently guided by the public interest and limiting the ability of politicians to interfere with their work. Politicians can make more convincing promises when future implementation is entrusted to an independent and protected civil service (analogously to independent regulatory or judicial bodies) (Horn, 1995). Prats I Catalá (1999) argues that the technical and industrial revolution in the US in the Nineteenth Century required economic security to go beyond individual acquaintances and individual transactions and that establishing a competent and independent civil service was an important way fro politicians to establish credible economic reforms. 

The pattern of political arrangements regarding authority, delegation, and credibility has generally led to stable democratic outcomes and growing economies, but these arrangements have had some consequences, partly unintended and probably unavoidable, that have affected the environment in which public organizations function in the advanced democracies:

First, trading-off of authority/decisiveness and credibility/resoluteness has implications: the greater the checks and balances, the more that interest groups gain power, at the expense of the general interest (Cox and McCubbins, 2001). This helps affect the extend to which interest groups have influence over public organizations (see below). 
A second consequence of particular political arrangements, probably unintended, is the promotion of corporatism. Because civil servants have a protected status as well as a formally structured career, public administrations acquire a political personality in their own right and develop their own professional organizations. Johnson and Libecap (1994) describe how civil-service corporatism developed in the US. 

Finally, there is a seemingly unavoidable trade-off between effective delegation (i.e. civil servants as efficient agents of the public interest) and credible commitment. For instance, tenure provides protection against political interference but does not, of itself, encourage efficiency  (Horn, 1995). Both credible commitment and the delicate accountability relationship of civil servants – servants of the public interest, but not quite servants of the government-of-the-day – create characteristics features in public administrations: 

· Inflexible structures: public agencies mostly exist within rigid hierarchies which constrain their ability to evolve like private organizations

· Inflexible rules: public-administration arrangements typically emphasize norm-compliance, at the expense of flexibility and efficiency. 

· Lack of continuity in management: there is often less continuity (longevity) in the principals (politicians and politically appointed managers) of public agencies than in their agents (civil-service employees). This, along with the monopolistic nature of public service provision, helps explain why organized labor is so strong in many public sectors. 

Variants on the model

The hierarchical model was, more or less, consolidated in the more advanced countries during the first half of the Twentieth Century. The literature appears to concentrate on two major variants in democratic countries, parliamentary governments and separation-of-powers governments. 

In parliamentary governments – the Whitehall version is the most readily analyzed – the legislature is the supreme power. It appoints the government, and therefore legislative and executive power are unified. The hierarchy of public organizations is, thus, subject to one political principal. There is thus greater reliance on hierarchy than on checks and balances. 

In separation-of-powers governments – the US is the archetype here – the executive and the legislature are independent. Since, in practice, policy making and policy execution cannot be separated and since politicians need to both make and execute policy, this system means that the public administration is the agent of both the executive and the legislature. The cost of this system is the well known problem of multiple principles – the agent can benefit by playing off one principal against the other. The benefit is that multiple principals provide the democratic checks inherent in the separation of powers. 

Using the UK and the US as archetypes of the two variants, Moe and Caldwell (1994) have proposed a theory relating bureaucratic styles and structures to political institutions. In brief, in the separation-of-powers system, special interests and legislators pursue particularistic or parochial interests that lead to very heavy bureaucratic costs. They impose these costs – in terms of arcane institutional arrangements – largely to protect their interests from future political meddling. Presidents, the guardians of the national interest, do what they can to get over this, but their power is limited. In the parliamentary system, political power is so concentrated that the ability and motivation for special interests to become bureaucratic in-fighters is more limited (and the problem of protecting interests has to be accomplished in other, more informal ways). The authors use the evidence of empirical studies to support their theory. The theory and evidence are propounded in more detail in Box 1. 

Moe and Caldwell have further suggested that it is useful, for the purpose of understanding variants in bureaucratic models in democratic countries, to see the British version of the Whitehall parliamentary model and the separation-of-powers government in the US as polar positions on a continuum of bureaucracy. A country’s position on the continuum depends on the extent of checks and balances in its political system. 

More broadly, a country’s position on the continuum might depend, not only on the extent of separation of powers in a political system (and the number of “veto points” this produces), but also on the multiplicity and weakness of political parties. Cox and McCubbins (2001) argue that veto points and the political divisions of purpose that stem from weak or multiple parties not only favor “indecisiveness” in government (stalemate and balkanization), but also open the door to special interests. In the Moe and Caldwell model, it is particularly the strength of special interests, and the corresponding weak representation of the general interest (in the person of the president) that drives the costly process of formalization (bureaucratization).
Silberman (1193) applies a similar kind of institutional approach to explaining the historical emergence of different types of modern civil service – all within the same broad bureaucratic rationalization/merit paradigm – in France, Japan, the US, and Britain (Box 2).
Box 1: How Political Institutions Determine Bureaucratic Arrangements: US versus UK
`
Moe and Caldwell (1994) propose a theory that the nature of bureaucratic arrangements, in terms of the rules and procedures adopted and their effectiveness, directly depends on specific constitutional arrangements. They contrast the separation-of-powers constitution of the US with the parliamentary arrangements of the UK, where executive and legislative powers are aligned within the government. 

In the US system, Congress has considerable power over the shape and procedures of the bureaucracy. Legislators are substantially under the influence of interest groups, and use their power to create the bureaucratic arrangements that makes these groups happy. This is itself can lead to a hodge-podge of agencies and objectives, but in addition political uncertainty, political compromise, and political fear lead legislators and groups to further subvert the effectiveness of public agencies through “formalization”, encumbering them with a variety of procedures and protecting them from the political process (notably through civil service rules).  Political uncertainty arises inasmuch as today’s political victors cannot be certain that tomorrow’s victors will maintain their structures and policies: formalization makes reversals more difficult. Political compromise (i.e. deals between politicians and groups which lose on some issues, gain on some others) means that the losers on any one particular issue may get a role in designing the agency or policy solution (hence, in undermining its effectiveness). Political fear arises when interest groups fear that public officials – bureaucrats or the President – will pursue their own interests. In this system, it is presidents, more than legislators, who respond to the more general concerns of the electorate by seeking more effective forms of bureaucracy, but their powers to do this are limited. (This helps explain why presidents make such use of political appointments.) The result is “a government buried in bureaucracy”, the price of protecting political interests.

“In a parliamentary system, due largely to its concentration of power, formal​ization does not work to protect political interests or solve commitment prob​lems, and it is not an attractive strategy in the politics of structure. Structural choice is driven instead by the majority party’s concern for effective government and strong leadership, and commitment problems are resolved in infor​mal ways that guard performance and accountability. The result is a govern​ment whose agencies are granted lots of discretion, built to do their jobs well, and coordinated within a coherent system of democratic control.”


Moe and Caldwell find support for their in a review of empirical studies comparing environmental and health and safety regulation in the US and the UK. The environmental studies shows how US regulation is rigid and rule-oriented, while UK regulation allows substantial bureaucratic discretion. Both systems reduce pollution, but the UK does so at a lower cost. US health and safety regulation is rules-based and operates to guarantee conflict, while UK regulators, aided by a corporatist agency structure, promote consensus and advice. The difference has led to more progress, at a lower cost, in injury reduction in the UK than US. US-Sweden comparisons also come up with similar results. These empirical studies, the authors argue, tend to fall back on political-culture explanations, but lack an overarching theory.

Wilson (1989) devotes a chapter of his book to national difference in the styles of public organizations. He makes a similar point to Moe and Caldwell (1994) that parliamentary regimes enforce regulatory policies consensually while the US presidential regime is adversarial thanks to the fragmentation of political authority. But he also emphasizes cultural differences between countries (using categories parallel to those used by Hofstede, 2001, in his comparison of cultures in different branches of IBM across the world) and distinguishes “statist” from “non-statist” regimes. He makes the point that the US, with the limited size and the sub-national decentralization of its government, is an anomaly. He argues that statist countries incorporate special interests within a corporatist system. To sum up, he characterizes different organizational styles as follows: 

· Japanese and northern European governments are rationalistic (people are deferential, rules are impersonal, administrators have discretion), universalistic, meritocratic, and serve collective interests. 

Box 2: The Rise of the Rational State in France, Japan, the United States, and Great Britain
The analysis of Silberman (1993) reveals a number of similarities in the new civil services that emerged in the Nineteenth Century. Bureaucratic rationalization provided an efficient and legitimate means of delivering public services, efficient because it relied on systematic knowledge and merit principles, legitimate because it embraced various notions, whether democratic or post-revolutionary, of equality. Bureaucratic careers had common elements: entry rules emphasized the acquisition of objective knowledge; the narrowly-defined educational tracks that were prescribed created a sense of common purpose; structured careers with tenure and, often, barriers to lateral entry and assured career-development paths, constrained opportunism and encouraged loyalty.  

But is the differences in civil services wrought by different political conditions that are the principle subject of the analysis. Where higher political uncertainty prevailed (France and Japan), leaders opted for “organizationally-oriented” rationalization: public servants channeled through specialized education and structured through organizational rules in internal labor markets. This produced autonomous administrations whose orientation in the public interest legitimized authoritarian governments.   
Where lower political uncertainty prevailed (US and Britain), leaders opted for “professionally-oriented” rationalization: public servants with a professional education and operating in a looser form of organization. This produced administrations whose public-interest orientation helped legitimize democratic governments, but where governments could continue to exercise some control over them.  
In countries where the accountability relationship between politicians and bureaucrats was mediated through social networks (Britain and Japan), it was secured on a mandarin (shared social status) basis. Where that relationship was mediated through political parties (US and France), it was secured by the intermingling of party and administrative leadership.
· Latin-American governments reflect an adversarial culture, personal rules, and procedural formalism. They are particularistic, hire the “right” people (not the best people), and serve personal interests. 

· The US bureaucracy serves a weak (but strengthening) state. It copes with an adversarial culture and is having increasing suspicion thrown on its exercise of discretion (hence the accretion of formal rules). It is staffed by individualists, and has taken steps to reduce personal/patrimonial rule.

V. Changes in Public Organizations
The challenges (and opportunities)

The growth of government and the growth of the bureaucratic machine. Part of the reason for the introduction of the hierarchical model was to solve the principal-agent problem of governments that were growing in response to a growing number of functions. Governments have continued to grow and grow. In the 1930s, they took on new responsibilities for full employment and macroeconomic policy. After the Second World War, they adopted new social responsibilities, then environmental responsibilities, and so on (see DiIulio, Garvey, and Kettl, 1993, for a brief description of developments in the US). In 1890, less than 10 percent of expenditure in today's OECD countries came from the public sector. By 1995 this share had grown to almost 50 percent (Figure 1 of World Bank, 1997). This has, of course, exacerbated the problem of control. From 1980s governments made some attempts, through privatization and retrenchment, to slow or reverse the process, but few have done more than slow the rate of expansion.  

As a result of this expansion, DiIulio, Garvey, and Kettl (1993, page 29) argue that three phenomena now have to be dealt with in the US federal government (all aspects of the delegation problem). First, the responsibilities of bureaucrats have outstripped their capacity to deliver. Second, public organizations are characterized by “distance” and complexity. Vertically, multi-layered hierarchies are riddled with surveillance-proof recesses and are vulnerable to information loss. Horizontally, a patchwork of functionally specialized agencies with high coordination costs has gown up. (On this “thickening” of government, see also Light, 1995.) Third, federal jobs are replete with rules and characterized by a culture of “lassitude and risk aversiveness”.

A growth in special interests? A common view seems to be that special interests have continued to grow in the advanced countries and contribute to the ineffectiveness of government (see Rauch, 1999, for instance). Some contest this – see the next paragraph.

The growth of citizen voice. Especially since the 1960s, electorates appear to have been getting progressively stronger in terms of their knowledge and ability to take collective action. Wilson (1989, page 83) talks of the lower costs of political organization in the US as single-interest groups have become new instruments of collective action. He talks of a remarkable transformation of US politics in the mid-Twentieth Century in which political power has been redistributed, without redistributing economic resources, by lessening the powers of traditional interest groups. For instance: newly-created agencies now tend to be headed by an individual, more likely to decide on merit, rather than a commission that arbitrates between interests; campaign finance laws have been tightened; the cost of using the courts has, through class actions, fallen. 

A crisis of trust and the rise of accountability. There is a common perception of an erosion of public trust in government in recent years. One collection of essays, covering the US, puts down the erosion of trust to the behavior of politicians and bureaucrats (Nye, Zelikow, and King, 1997). A recent series of lectures on the crisis of trust in the UK (O’Neill, 2002) questions whether trust has been falling or there is just a growing culture of suspicion and blames political and cultural conflicts and corrosive news media for this.
 

At the same time, accountability systems have become increasingly important in modern public and private bureaucracies. Such systems require people and organizations to report, “upwards” or to the public, in systematic detail on what they are doing. (See Box 3 for a wry account of the UK case, from O’Neill, 2002.) Power (1995) reports on an “audit explosion” in the UK. Hood et al. (1998) chart the scale and growth of standard-setting and monitoring regulation inside the UK government. 

Box 3. The New Accountability: a Questioning View from the UK

“For those of us in the public sector the new accountability takes the form of detailed control. An unending stream of new legislation and regulation, memoranda and instructions, guidance and advice floods into public sector institutions. Many of you will have looked into the vast database of documents on the Department of Health website, with a mixture of despair and disbelief. Central planning may have failed in the former Soviet Union but it is alive and well in Britain today. The new accountability culture aims at ever more perfect administrative control of institutional and professional life. 

“The new legislation, regulation and controls are more than fine rhetoric. They require detailed conformity to procedures and protocols, detailed record keeping and provision of information in specified formats and success in reaching targets. Detailed instructions regulate and prescribe the work and performance of health trusts and schools, of universities and research councils, of the police force and of social workers. And beyond the public sector, increasingly detailed legislative and regulatory requirements also bear on companies and the voluntary sector, on self-employed professionals and tradesmen. All institutions face new standards of recommended accounting practice, more detailed health and safety requirements, increasingly complex employment and pensions legislation, more exacting provisions for ensuring non-discrimination and, of course, proliferating complaint procedures. 

“The new accountability has quite sharp teeth. Performance is monitored and subjected to quality control and quality assurance. The idea of audit has been exported from its original financial context to cover ever more detailed scrutiny of non-financial processes and systems. Performance indicators are used to measure adequate and inadequate performance with supposed precision. This audit explosion, as Michael Power has so aptly called it, has often displaced or marginalised older systems of accountability. In the universities external examiners lost influence as centrally planned teaching quality assessment was imposed; in the health services professional judgement is constrained in many ways; in schools curriculum and assessment of pupils is controlled in pretty minute detail. Schools, hospitals and universities are then all judged and funded by their rankings in league tables of performance indicators. 

“Managerial accountability for achieving targets is also imposed on institutions although they are given little institutional freedom. Hospital Trusts may be self-governing, but they do not choose which patients to admit or what standards of care to provide. School governors and head teachers have few discretionary powers: they may not select their pupils or expel those whose exam performance will damage their rankings. Universities are supposedly still autonomous, but they have little choice but to cut or close departments with lower research ratings who lose their funding. We are supposedly on the high road towards ever more perfect accountability. Well, I wonder.”


Source: O’Neill (2002), lecture 3

Formal accountability – a way of formalizing contractual relationships, and as such of mitigating the principal-agent problem – is central to the New Public Management (see below), but it is reasonable to assume that accountability is as much linked to the perceived decline in trust as it is to the promotion, in isolation, of new techniques of management. In an accountability system, transactions costs are high. 

Better management, better information. Since the 1930s at least (when organization theory took off) – and even earlier in some cases – the Weberian notions that hitherto drove management assumptions in the public sector have come into question. Notably, awareness of the human dimension (attitudes, values) of management has grown, and there has been a corresponding emphasis on specialized education for the public sector (US university programs in public administration since early the 1920s, the formation of ENA in 1945, creation of the UK’s Civil Service College in 1969).

The Twentieth Century also saw improvements in the techniques and technology of information, including the rise of economic analysis, planning, and measurement and the more recent dramatic fall in the cost of information. Information technology is held to promise far-reaching principal-agent effects: accountable mechanisms can be tightened and citizen voices can be more easily heard. 

The changes
Barely was the paint dry on the new hierarchical model before the demand arose for reforms that would increase efficiency and flexibility in the governments of the advanced countries. From the beginning of the last century, in the case of the US, and from the middle of it, more typically in the case of European countries, there has been a constant round of recommendations, experiments, and initiatives to relieve the deadweight of bureaucracy. DiIulio, Garvey, and Kettl (1993) describe a reform process in the US that has been going on since the end of the Nineteenth Century. These reforms evolved on a pragmatic and ad hoc basis, they were difficult, and they did not effect a wholesale transformation of government. They have included: the creation of special-purpose agencies independent of the executive (beginning with the Interstate Commerce Commission); experiments in more discretionary personnel regimes (for instance the Social Security Administration); various budget reform initiatives, such as program budgeting; extension of the Executive Office of the President. 

In the last one or two decades, reform efforts have become more systematic and comparable across countries. Virtually all the advanced countries have tried to increase contestability in the provision of public services, through privatization, voucher schemes, contracting out, devolution of activities to lower levels of government, and so on. A smaller number of governments, notably including Anglo-Saxon and Scandinavian countries, has gone further in experimenting within the broad bounds of a new paradigm, the New Public Management (NPM).
 The implications of NPM for public organization are substantial. The emerging model, as it applies to public administration, can be characterized along four lines, the devolution of decision making, performance orientation, client-focus, and use of market mechanisms. The common theme is to borrow from the managerial methods of the private sector.

Devolution of decision making. Reducing the burden of hierarchical rules and fostering greater discretion at lower points in the hierarchy – operating agencies, regional agencies, sub-national governments – allows decisions to be made effectively because decision-makers are closer to the problem and have clearer objectives. Devolution can mean the removal of some discretion, such as budget and personnel decisions, down an existing hierarchy. But it can also mean changing the organizational structure: typical actions would be to split policy making and policy implementation by hiving off executive agencies from core ministries, or to separate service financing from service delivery, for instance by centrally funding  hospital trusts. 

Performance orientation. Changing the accountability relationship from an emphasis on inputs and legal compliance to one on outputs is intended to provide clarity of purpose and an orientation to results (and can be the basis for contractual arrangements – see below). Program (and results-oriented) budgeting and the full-costing of products and services (including the costing of capital consumed) are techniques for improved performance orientation.


Using market mechanisms. Making greater use of markets, or imitating market mechanisms (“quasi-markets”) is designed to improve the incentives for performance orientation. Short of privatization, there are several techniques to promote competition. 
Personnel and supply relationships can become the subject of formal contracts.
 Competition can be created between public agencies through charging fees for services provided and allowing agencies to select their contracting partners within the government. 


Client-focus. Reporting to and "listening" to the clients of the public sector allows governments to understand more systematically what citizens want and to respond with more appropriate outputs. Citizen’s charter, citizen score cards, and client-oriented e-government services all offer the opportunity of greater client-focus.


Since the 1980s, most OECD have advanced on various fronts related to the new model. A small number of them, most prominently Australia, New Zealand, and the UK, have carried out major structural reforms that have changed the face of public organizations. 

· Australia has redefined cabinet, ministerial, and departmental management responsibilities, to create both stronger central control (through strategic decision-making, budgets, and evaluation) and to give greater managerial discretion to departments. 
· The UK has devolved two-thirds of public employment to executive agencies in order to separate policy-making and policy-implementation and to provide those agencies with greater managerial discretion related to performance. 
· New Zealand is the country that has applied the model in the most complete, conceptually rigorous, and integrated way, notably by contractualizing the jobs of departmental chief executives and the relationships of their agencies with ministers, separating policy advice and service delivery, and introducing accrual accounting (see Box 4).
Box4. New Zealand; a leading Example of the new Public Management

The Government that came to power in 1984, facing a deep economic crisis, undertook a program of fundamental macroeconomic and structural reforms, but still found itself saddled with a large, inefficient, and unresponsive public sector. The first step was to institute a large program to corporatize, then privatize a large part of the public sector (utility, manufacturing, service activities). Next, with the aid of new theories of public management, the Government embarked from 1988 on a process of core public-sector reform more radical than has been seen in any other country during this century. The reforms were inspired by the idea that the incentives in the public sector were wrong and that they could be improved by replicating what was found in the private sector. The reform has been dominated by the idea of establishing contract-like relations between the government as purchasers and government agencies as suppliers. 

The are characterized by the following main elements.
· Accountability and employee relations. Department (i.e. ministry) heads have lost their lifetime tenure and now work, as chief executives, under performance contracts negotiated with the relevant minister and are free to run their departments as they wish. Employees in the public sector now work under private labor law (and under the same conditions as any private firm).
· Defining performance and delegating authority. Chief executives are responsible to ministers, under annual purchase contracts, for outputs (actual goods and services) and ministers are responsible for outcomes (the effect of these on the community). Ministers are free to buy services from other public or private sources. Chief executives make all current and capital expenditure decisions. To avoid conflicts of interest, policy advice and service delivery have mostly been separated into different agencies. 
· Reporting, monitoring, and coordination. Monitoring performance requires – as the quid pro quo of enhanced autonomy for chief executives – financial budgeting and regular financial reporting on an accrual basis, exactly as in the private sector (including the treatment of assets and depreciation). Ministers coordinate strategic policy by specifying and publishing the targeted outcomes (through specialized inter-ministerial committees) and by splitting the provision of policy advice and services. 
Source: Box 7.2 of Burki and Perry (1998), based on Bale and Dale (1998) and Schick (1998)


Reforms in New Zealand, Australia, and the UK are reaping many benefits of greater efficiency and better services, though not always without controversy. New Zealand and the UK are the only OECD countries that were able to cut core public-sector employment in the 1980s and early 1990s. The general result of surveys in New Zealand and Australia supports the view that the benefits of improved efficiency outweigh the costs. But it may be too early for a comprehensive verdict on the desirability or feasibility of the new approach. Comprehensive reform as seen in these three countries is highly challenging. Contracting and accountability mechanisms are difficult to apply in the public sector where products are usually difficult to specify. The sophisticated techniques necessary to promote accountability are not costless. And political forces are ever-present to spoil the best-laid technical intentions.

Some advanced countries remain wary of the New Public Management (which has advanced most in Whitehall systems). Japan, Germany, and France, notably, have been careful to maintain basic bureaucratic traditions, though with some piecemeal reforms in the direction of performance orientation They have maintained a hierarchical tradition on the grounds that it is necessary to ensure the maintenance of an ethic of public service, equitable administration of public law and policy, efficient management of the public service, and control of the size of the public sector and of public finances. 
VI. Public Organizations in Developing Countries

There are superficial similarities in the structure of public organizations in the more advanced and less advanced countries. Less advanced countries have pursued similar formal arrangements: typically hierarchies of agencies set within constitutions providing checks and balances and bound by Weberian procedural rules. And there is a similar debate on the tensions between this hierarchy and efficiency, with similar efforts to modify rules to encourage more efficiency. Whether the New Public Management can help developing countries overcome inefficiency has been an enduring topic of recent years.

But the similarities do not go much further. There is a number of developing countries, such as Brazil, Chile, Malaysia, Morocco, Singapore, where central-government public administration is functional and progressing. But there is a larger number of countries in Africa, Asia, the Middle East, and Latin America where public organizations typically range from performing poorly to dysfunctional (see Box 5).
Box 5. Dysfunctionality in Developing-Country Public Administration

“Public sector organizations perform poorly in many developing countries; in some cases, they barely function at all. Poverty, economic crisis, corruption, and political instability afflict some countries so much that basic conditions of security and order have disap​peared; states have literally collapsed, and along with them, the organizations charged with carrying out routine and development-oriented functions. In other cases, economic crisis, budget austerity, and poverty have caused public offices to crumble into disreputable slums and public sector morale to decline to unprecedented levels. In some situations, public officials report to work sporadically to collect even more sporadic paychecks that, in any event, provide family subsistence for only a few days. In still other cases. public officials without meaningful work sit listlessly in offices bereft of pencils, telephones, and light bulbs. Incentives are often perverse; many officials spend their days shuffling papers and inventing ways to obstruct the public’s business. Pervasive corruption and rent-seeking characterize many public sectors around the world, but the crisis of the state is clear when even well-intentioned public officials find it extraordinarily difficult to attend to the public good.”

Source: Grindle (1997), page 481).
Politics and public organizations in developing countries


There is an increasing recognition that this poor performance is the result of political conditions (rather than, say resource constraints). I am not aware of much theory or systematic description evidence in this area, but will make a few comments. A starting point is to take up the line of reasoning of Moe and Caldwell (1994), followed in part IV above, according to which specific political arrangements determine organizational forms and processes. Developing countries exhibit a range of formal constitutional arrangements closely akin to those of advanced countries. But it is probably true that, de facto, executive-dominated governments dominate. This is self-evidently true of more autocratic regimes. But even in areas like Latin America, where constitutions are democratic and democratic practice has been thought – by and large – to have been progressing in recent years, the legislative and judicial branches of government, as well as other organs of oversight (for example supreme auditors), are relatively weak, even though the constitutions prescribe forms approximating separation of powers.


Under a simplistic application of the Moe-Caldwell theory, developing countries with executive-dominated governments might be expected to have less bureaucratized public organizations. This is patently not so. I shall make two propositions that help explain poor organizational performance. The first argues that the principal-agent problem that public organizations face is more acute in developing than developed countries – for political and social reasons. The second argues that politics and ideology in today’ developing countries have led to over-sized public sectors which, in turn, undermine organizational performance.


The principal-agent relationship is encompassed by the chain of accountability that runs from voters, through political representatives and public bodies, down to public bureaucrats. There are thus (at least) two stages to the principal-agent relationship in democratic government. In a first stage, voters are principals and political actors (individuals, parties and elected officials) are their agents. In a second stage, elected politicians (and parties) or government actors (such as presidents and ministers, legislatures, or judiciaries) are principals and the public bureaucrats or their agencies (such as ministries, statutory boards, or state-owned enterprises) are their agents.
 
· In stage 1, voters' control over politicians is usually imperfect for several reasons. First, there is a problem of collective action: it is difficult for individual voters to cooperate to further their common interests. Second, voters' information on what the government does and how it does it is imperfect.

· In stage 2, it is similarly difficult for politicians to control public employees. The particular difficulty lies in the sheer size of the public sector.
 It is compounded by the problem of defining and measuring with any precision many of the outputs of public administration, hence the difficulty of monitoring the performance of employees.
 


Collective action by voters seeking to have politicians represent their interests (stage 1) is made more difficult where voting rules encourage fragmentation and multiplication of parties. Such rules serve particular interests (provision of private goods), rather than the general interest (provision of public goods). The more the fragmentation, the more parties will represent particular, rather than general, interests, while in order to create governing coalitions, parties will trade particular interests (Cox and McCubbins, 2001). 


The principal-agent problem opens the door to opportunistic behavior. There is a great propensity for political interference, interest-peddling, and private misuse of public money. By the same token, public administrations have also traditionally been less directly responsive to the public than private firms. 


It is reasonable to argue that this problem is worse in developing countries for several reasons. 

· Voters’ control of politicians. In developing countries, political parties often fail to effectively represent voters and voters further suffer form poor information. Candidates selected by “closed” parties dominated by oligopolies have greater latitude to act in their own (particular) interest (or those of the interest groups that provide financial backing) rather than that of voters. Low voter education and poor communications and information (including deficient media) will enable politicians and parties to win votes by providing private goods (such as access to state benefits), at the partial expense of public goods. Politicians and political parties need an army of people to provide these favors, and they need to reward this army in return, typically with government jobs (Geddes, 1994).

· Politicians’ control of the bureaucracy. To the extent voters lack control, special interests (economic, political, or civil) become important. They can, typically through campaign financing, influence politicians  and they can, by “colonizing” government agencies (through money or influence) limit political control of the public administration exercise in the public interest. 

· Ties of mutual obligation. Bureaucracies may under-perform because of social conditions. In developing countries, kinship ties and other ties of mutual obligation often tend to be stronger than professional ties or sense of ethos. These ties help, as organization theory indicates, bind organizations into effective units. Peterson (1997) argues that African societies are organized around interpersonal networks of kin, clans, friends, and professional identities, not  around hierarchies of impersonal structures and rules. The form of bureaucratic structures, once adopted, may endure, but the intent will be subverted  by these familiar, socially sanctioned networks. Cunningham and Sarayrah (1993) document how the practice of wasta – kinship-based intercession to obtain public favors and public positions – in Jordan (and, by extension, in the Middle East) systematically undermines modern, performance-based bureaucratic practice. 

The second proposition is that organizational performance may be undermined by public-sector characteristics typical of modern developing countries.
 These differ from the characteristics observed in today’s advanced countries when they were modernizing. The attributes and size of developing-country government have been strongly influenced by modern views of the developmental role of the state and its obligations to citizens. These ideologies reflect a post Second-World-War world in which the advanced countries developed expansive welfare states and, in many cases, a strong belief in the catalytic role of the state in economic growth (leading to substantial public ownership and interventionist policies). As a result, the post-war decades also sustained a particular set of beliefs about the efficacy of state-led development in the emerging economies (hence the importance of state ownership, planning ,etc.). This ideology has translated into large states. Large states have translated into large governments in terms of budget and manpower. 

In addition, public employment has come to be a form of second-best welfare policy, or public welfare employment (especially in Africa and the Middle East). This may not have been intended – it may have been a side effect of the advent of the developmental state. By the same token, this welfare policy is a political policy: rationalizing public sectors in many countries is made difficult precisely because public jobs buy political support (whether countries are nominally democratic or not). This phenomenon of public welfare employment reflects another change over time: through the communications revolution, if not always through the ballot box, modern populations, even the poor, have some form of political voice. 

The large state has complicated the challenge to effective public administration. Sheer size exacerbates the management problem and the fiscal cost reduces resources for public services: it is no wonder that Grindle talks of “disreputable slums” and “public officials without meaningful work” (Box 5). Fiscal pressure also drives down public sector wages and makes it difficult to employ qualified people. Creating protected civil services which have then grown in size has turned civil services into powerful interest groups the world over. Teachers unions in Latin America have, for instance, created substantial obstacles to sectoral reform. As Naim (1995) suggests, states captured by entitlements and predation often come disguised as developmentalist states.  


The contradictions of Weberian rules and dysfunctional performance, of capture disguised as developmentalism all bespeak a conflict between announced and effective rules. Announced rules favor a hierarchical ordering of public agencies and their rules-base operation. Effective rules may favor quite different objectives such as bureaucratic survival, patronage, or corruption. This dichotomy can be called informality. (Burki and Perry, 1998, pages 128-129). Informality makes it more difficult for public organizations to function effectively in the public interest. Rules that govern public finances, personnel, and procedures are excessive, no doubt in large part because managers do not trust employees, yet the rules have limited effect. The can be contradictory, and they are as often as not circumvented. Evans (1992, pp.176-177) expresses the dichotomy as follows: 
"Bureaucracy is in under- not over-, supply. This is not only a problem in the post-colonial societies of the sub-Sahara. Even in countries like Brazil that enjoy relatively abundant supplies of trained manpower and a long tradition of state involvement in the economy, predictable, coherent, Weberian bureaucracies are hard to find. The standard perception to the contrary flows from the common tendency for patrimonial organizations to masquerade as Weberian bureaucracies. There is an abundance of rule-making or administrative organizations, but most have neither the capability of pursuing collective goals in a predictable, coherent way nor an interest in doing so". 

Performance “islands” in developing countries 


Given the institutional obstacles to public-organizational performance in many developing countries, it is not surprising that many of the most salient success stories involve individual public organizations. Successful cases of more broadly-based efforts at administrative reform are few and far between.


A set of studies overseen by Merilee Grindle and Mary Hilderbrand on building sustainable capacity in the public sector provides some insights into what factors induce better organizational performance. Grindle (1997) draws on case studies of 29 public organizations in six countries in the areas of budget formulation, agricultural extension, and maternal/child health. 15 of them were deemed good performers and 14 poor performers. What strongly distinguished good from bad performers was: a sense of mission; an open, non-hierarchical management style; clearly signaled performance expectations; and some organizational autonomy in personnel administration. Grindle lumps these attributes together as facets of an organizational culture. The nature of the task, levels of salary, and pressure from client demand were judged to be considerably less important determinants of performance. Table 2 synthesizes the results of the study. 


A persistent theme of the Grindle paper is to emphasize the constraints on performance from the typically poor institutional environments of developing countries, and her conclusions appear to point to the viability of organizational islands, rather than reforming systems wholesale: “Encouraging the development of characteristics associated with positive organizational cultures may be an important way of improving public sector performance where the broader economic, social, and political environment as well as the public sector in general are seriously detrimental to good performance.” (page 491). 

VII. Public Organizations in Developing Countries: Reform Options
Donor approaches to organizational reform. 
I am not aware of systematic surveys of how donors have approached organizational reform, and must therefore approach the topic on the basis of impressions and personal experience. It will be useful to distinguish between universal and selective approaches. Universal approaches are “horizontal” approaches which seek to reform systems (procedures, rules) that make public organizations work, while selective approaches are “vertical”, seeking to reform agencies on a one-by-one basis.

Table 2: Sources of Good and Bad Performance of Public Organizations in Developing Countries

	Organizational characteristic
	Hypothesis
	Results (29 cases)
	Comments 

	a. Task
	Technical, measurable, specific tasks perform well.
	Low support: weak relationship of task type to performance.
	Budget agencies (specific tasks) performed only marginally better than service-delivery (non-specific tasks)

	b. Salary level
	Better performers have higher salary scale than poor performers.
	Weak support: low salaries characterize all 14 poor performers, but high salaries characterize 6 of 15 good performers.
	

	c. Client demand
	Performance can be improved through the creation of client demand and oversight
	Cases generated too little evidence, but the six available cases did not evince strong support.
	There is a need for more research on effects of client demand.

	d. Sense of organizational mission
	A broadly shared sense of mission improves performance.
	Very strong support. 11 of 12 good performers and 1 of 9 poor performers had well-defined missions.
	In some cases, the mission amounted to a mystique about the organization and the importance of its task. Employees internalized this and saw their own importance in the organization.

	e. Management style
	Management emphasizing performance, participation, flexibility, teamwork, problem solving, and equity improves performance. Management characterized by top-down decision making, favoritism, lack of consultation, and poor capacity to organize or direct work worsens performance.
	Very strong support. 12 good performers emphasized performance, etc. 10 poor performers were characterized by a top-down, etc., approach.
	There were several consistent features among better performers. Managers: had relatively open and non-hierarchical styles; worked to insulate their organizations patronage, political interference, and rigid rules; were consistent in trying to reward good performance; and encouraged teamwork.

	f (i) Performance expectations
	Clear signals about performance expectations (work to be accomplished, rewards and sanctions) improve performance.
	Very strong support. 12 of 14 good performers and 2 of 12 poor performers set and applied performance expectations.
	The consistent message was that performance mattered (in a public-sector environment where it did not). The message was typically conveyed by: open, competitive recruitment procedures; personnel rules and training that inculcated expectations; efforts, often ingenious, to reward performance in material and non-material ways. 

	f (ii) Autonomy in personnel matters
	Organizations with some autonomy in personnel matters are more able to set and reward performance standards.
	Strong support. 12 of 15 good performers and 5 of 12 poor performers had some such autonomy

.
	Particularly important in developing countries, where the public-sector environment encourages poor performance, autonomy provides a facilitating context for effective management.

	g. Combining characteristics
	Elements of organizational culture (strong mission focus, performance-oriented management, high performance expectations) and autonomy in personnel matters tend to be common attributes of better performers.


Source: adapted from pp. 484-492 of Grindle (1997)

Universal approaches have taken several forms. A popular approach in some countries has been to seek a comprehensive overhaul of public agencies using techniques of functional analysis, strategic planning, and rational administration. This involves analyzing what agencies are doing on the basis of their declared mandates; discovering overlaps and redundant and unjustified missions; and redefining mandates, visions, missions, and organizational rules. This can be termed an engineering approach  which fixes the formal goals and the formal command structure. A complementary version of the universal approach is broad civil service reform. I am not aware that the universal approach in developing countries has born much fruit at all. For instance, various World Bank efforts to effect public-organizational change through functional analysis and strategic planning in Latin America have had little to show. Similarly, the World Bank itself has recognized that its success in civil-service reform has been limited (see Shepherd, 2003).

Selective approaches. Just as I reported in section VI above that the success stories in organizational reform in developing countries appear to have been concentrated in “islands”, so it is that the donors’ greatest successes have been in selective approaches. The donors have experimented with several forms of selectivity. 

· The agency graduation approach: new, universal rules (on budgetary procedures, organizational discretion, personnel) are established, then applied to selected agencies when they demonstrate that they can manage them properly. Typically, these agencies “graduate” to regimes where they enjoy more managerial discretion. This form of selectivity, in reality a hybrid between selective and universal approaches, has some historical antecedents – agency reform in the UK and US began in a somewhat similar way. But in reality, donor-supported reform efforts have often been frustrated by politics. A World-Bank-supported attempt to introduce a graduation scheme in all the ministries in Ecuador quickly foundered when, two months after finalizing the rules, the Government declared all central administration entities "restructured", in order to grant salary increase, although none had met the eligibility conditions (Reid, forthcoming). On the other hand, Brazil has been reasonably successful in pursuing a differentiation strategy by privileging specific careers (hence agencies) within a career-based civil-service regime.
· Enclaved (or autonomous) agencies: new rules are applied to selected agencies, without attempting to conform to universal rules or approaches. Donors have supported the modernization of selected, key agencies – usually on an ad hoc basis – by reforming personnel and administrative rules (and usually providing for privileged access to resources). In Latin America, notably, there have been many reforms of revenue-collection, regulatory, social investment, and other service-providing agencies. These reforms have provided one of the most successful approaches to public-sector reform in recent years. But this approach to reform is controversial. First, these enclave reforms do not always prove durable since they tend to be the particular initiatives of, and to rely on the protection of a particular instance (a President or a donor agency, for example), without being institutionally well “anchored”. Second, such reforms tend to balkanize the state: for instance, the functions of social investment agencies overlap with other central or local-government departments. Third, these reforms typically adopt private-sector-type personnel regimes which may be well suited to executive or regulatory agencies, but less appropriate to governments’ core activities. 
The continuing challenge to reform

The poor performance of so many public organizations in developing countries is a theme that does not need much elaboration. This paper started by suggesting that understanding organizations matters when it comes to public sector reform, but that the development community tended to see organizational reform in the simplistic terms of “top-down” organizational engineering and an incentive structure narrowly based on monetary rewards. Thus, if we could learn more about organizations, we could do a better job of advising on and designing public-sector reforms. 

Unfortunately there is still a lot to be learned about public organizations. The efforts at understanding private organizations have generally been more effective than efforts at understanding public organizations. Theories of public organization – why they are different from private organizations and what drives the particular form they take – are not yet well developed. And the theoretical and empirical gaps are all the greater for developing countries. 

Organization theory can help us do a better job of understanding public organizations. It will help us understand public organizations as “living”, evolving entities which have to deal with a world of unknowns (bounded rationality). It will help us understand the complexities of motivating workers and the importance of the informal aspects of organizational life (organizational culture, sense of mission, etc.).

Organization theory also has a lot to say about the environments within which firms work, if only because politics is a very important part of the environment of large firms. But organization theory does not help us understand the politics of public organizations – in particular the complex way in which politicians have invariably imposes tight controls on public organizations (if more in some countries than in others), but at the same time tied their own hands in intervening in the day-to-day work of these organizations. If Moe and Caldwell (1994, page 23) are right that “the various political institutions in our world have distinctive genetic codes that program their structural development” (i.e. determine the structure of the administration and its rules), then it is clear that we have to understand how this happen, under different political conditions, if we are to “engineer” public organizations and influence their performance. This is a broad issue: it underlies the feasibility of “downsizing” public organizations and making merit-based civil services work just as it underlies the feasibility of introducing New Public Management in any given country. It would follow, then, that we need to better understand the effects of poorly functioning democratic institutions, of patronage and predation systems, and of employer-of-last-resort policies on organizational design if we are to make more progress in organizational reform in developing countries. 

What can be done?


There is conceptual work and there is practical work to be done. On the conceptual side, I would suggest two tasks. The easier task is for the development community to learn what organization theory already knows. 

The harder task is to better understand the political conditions that drive public organization. This involves not only moving down the road of theories of what drives public administration forms and reforms – theories of the type developed by Moe and Caldwell (1994), Cox and McCubbins (2001), (Geddes, 1994), and Silberman (1993). It also involves a better understanding of why apparently democratic rules do not always bring democratic practice. After all, there are many nominal democracies in the developing world, their poor citizens earnestly want a better life, and better government could help them do that. But, in the end, the citizens don’t vote for administrative reform, they do not get better services, and they do not get better lives. Better theory will help us be better realists: if politics stops us from re-creating Whitehall in Washington, as Moe and Caldwell suggest, all the less can we do it in Kinshasa or Brasilia. 


On the practical side, I would, for the moment, make two suggestions. First, even if we do not have the whole theory to hand – and of course we probably never shall – we should be more realistic than we are often wont to be about what it is feasible to reform. History makes it abundantly clear that successful examples of comprehensive public-sector reforms executed over short time spans (for instance within the lifetime of one or two or three donor projects) are exceedingly rare. So the development community should not keep trying to pull this off. There are various ways of tackling reform selectively. 

Second, even without the grand theory, plenty of excellent approaches have been developed to help reformers and advisers better approach the reform of the public organizations. These approaches – tools or case studies – are typically grounded, implicitly or explicitly, in organization theory and take into account the environments that confront public organizations. Several of these approaches are listed in Box 6 and greater details are provided in the Appendix to this paper.

Box 6. Tools and Case Studies for Reforming Public Organizations

Organizational methodologies: the broad (political and management) approach:

· Moore (1995): a framework for reforming public organizations (using US cases) which emphasizes the identification of: public value (why people will be better off with reform); authorization (the legitimacy of the activity and support for it from the external authorizing environment); and the feasibility of reform (operational capacity, technology, resources, organization (incentives).

· Hilderbrand and Grindle (1997): building capacity in public agencies requires the assessment of: the action environment; the institutional context of the public sector; the task network surrounding the accomplishment of particular functions; the organizations most central to achieving specific objectives; and the nature of the human resources involved in the task.

Organizational case studies: the good-management approach:

· Grindle (1997): case studies of success and failure emphasizing performance in several management dimensions: sense of mission, participative and flexible approach, signaled performance expectations, rewards for performance.

· Wade (1997, based on Simon, 1991): case study of comparable irrigation systems in India and Korea emphasizing promotion of staff autonomy to reach set objectives, rewarding performance, promoting organizational loyalty, establishing expectations.

Organizational methodologies: the tailored-management approach (develop management solutions agency by agency, based on characteristics of the agency and what it produces):

· Israel (1987): the more specificiable (hence monitorable) an agency’s product and the more that competition can be promoted, the easier it is to give staff appropriate incentives and freedom. There are techniques for introducing surrogates for specificity and for simulating competition (or “contestability”).

· Wilson (1989): differences between organizations determine what management has to concentrate on: rewarding good performance when managers can observe processes and outcomes; establishing a high level of surveillance when managers can observe outputs, but not outcomes; establishing goal-oriented and professional-ethos-promoting management when managers can observe outcomes, not outputs; using ad hoc alarm systems and sanctions when managers can observe neither outputs nor outcomes.

· World Bank (2003): product characteristics (degree of product homogeneity, ease of monitoring, pro-poor nature of service) determine whether government provides or finances (through contracts), whether central or local government. is the more appropriate principal, the extent of client oversight.
References
Argyris, Chris (1993), Knowledge for Action: a Guide for Overcoming Barriers to Change, Jossey-Bass

Bale, Malcolm, and Tony Dale (1998), "Public Sector Reform in New Zealand and its Relevance to Developing Countries", The World Bank Research Observer, 13:1, pp. 103-121 

Barnard, Chester (1938), The Functions of the Executive, Cambridge: Harvard University Press

Berle, Adolph A., and G.C. Means (1937), The Modern Corporation and Private Property, New York: MacMillan

Blau, Peter M. (1974), On the Nature of Organizations, New York: Wiley

Bresser Pereira, Luiz Carlos (1999), Reforma del Estado para la Ciudadanía: La Reforma Gerencial Brasileña en la Perspectiva Internacional, Universidad de Buenos Aires/CLAD

Burki, Shahid Javed, and Guillermo Perry (1998), Beyond the Washington Consensus: Institutions Matter, World Bank Latin American and Caribbean Studies, Viewpoints, Washington, D.C.: the World Bank

Burns, Tom (1963), “Industry in a New Age”, New Society, 13 January

Chandler, A. D. (1977), The Visible Hand: the Managerial Revolution in American Business, Cambridge, Mass.: Harvard University Press

Coase, Ronald (1937), “The Nature of the Firm”, Economica, 4, No. 16 (November), 386-405

Cox, Gary W., and Mathew D. McCubbins (2001), “The Institutional Determinants of Economic Policy Outcomes”,  in Stephan Haggard and Mathew McCubbins, eds., Presidents, Parliaments, and Policy, Cambridge University Press
Crozier, Michel (1964), The Bureaucratic Phenomenon, Tavistock Publications and University of Chicago Press

Cunningham, Robert B, and Yasin K. Sarayrah (1993), Wasta: the Hidden Force in Middle Eastern Society, Westport, Connecticut: Praeger

DiIulio, Jr., John J., Gerald Garvey, Donald F. Kettl (1993), Improving Government Performance: An Owners Manual 

Evans, Peter (1992), "The State as Problem and Solution: Predation, Embedded Autonomy and Structural Change", in Stephan Haggard and Robert R. Kaufman, eds., The Politics of Economic Adjustment: International Constraints, Distributive Conflicts and the State, Princeton, N.J.: Princeton University Press

Faiyol, Henri (1949), General Industrial Management, Pitman (originally published in French in 1916)

Geddes, Barbara (1994), Politician's Dilemma: Building State Capacity in Latin America, Berkeley: University of California Press

Grindle, Merilee S. (1997), “Divergent Cultures? When Public Organizations Perform Well in Developing Countries”, World Development; 25:481-95, April 

Hannah, Lesley (1977), The Rise of the Corporate Economy, London: Methuen

Hannan, Michael T., and John Freeman (1992), Dynamics of Organizational Population, Oxford University Press

Herzberg, Frederick (1976), Managerial Choice: To Be Efficient and To be Human, Dow Jones-Irwin

Hilderbrand, Mary E., and Merilee S. Grindle (1997), “Building Sustainable Capacity in the Public Sector: What Can Be Done?”, in, Merilee S. Grindle, ed., Getting Good Governance: Capacity Building in the Public Sectors of Developing Countries, Cambridge, Mass.: Harvard University Press 

Hofstede, Geert (2001), Culture’s Consequences: values, behaviors, institutions, and organizations across nations, Second edition (first published in 1981), Sage Publications 

Hood Christopher., Oliver James., George Jones., Colin Scott, and Tony Travers (1998), “Regulation Inside Government: Where New Public Management Meets the Audit Explosion”, Public Money and Management, Vol.18, No. 2, 61-68, April 

Horn, Murray J. (1995), The Political Economy of Public Administration: Institutional Choice in the Public Sector, Cambridge: Cambridge University Press 

Israel, Arturo (1987), Institutional Development:  Incentives to Performance, Baltimore:  John Hopkins University Press

Johnson, Ronald N., and Gary D. Libecap (1994), The Federal Civil Service System and the Problem of Bureaucracy: the Economics and Politics of Institutional Change, Chicago: University of Chicago Press
Kaufman, Herbert (1960), The Forest Ranger: A Study in Administrative Behavior, Baltimore: Johns Hopkins Press

Kaufman, Herbert (1976), Are Government Organizations Immortal?, Washington, D.C.: Brookings Institution

Lawrence, Paul R., and Jay Lorsch (1969), Developing Organizations: Diagnosis and Action, Addison-Wesley

Light, Paul Charles (1995), Thickening Government: Federal Hierarchy and the Diffusion of Accountability, Washington, D.C.: the Brookings Institutions
March, James G., and Herbert A. Simon (1958), Organizations, New York: Wiley

Micklethwait, John, and Adrian Wooldridge (1997), The Witch Doctors: What the Management Gurus are Saying, Why It Matters and How to Make Sense of It, London: Mandarin

Mintzberg, Henry (1989), Mintzberg on Management, Free Press

Moe, Terry (1990), “The Politics of Structural Choice: Toward a Theory of Public Bureaucracy”, in Oliver Williamson, ed., Organization Theory: from Chester Barnard to the Present and Beyond, New York: Oxford University Press

Moe, Terry M. and Michael Caldwell (1994), “The Institutional Foundations of Democratic Government: a Comparison of Presidential and Parliamentary Systems”, Zeitschrift für die Gesamte Staatswissenschaft, 150:171-200 March 

Moore, Mark H. (1995), Creating Public Value: Strategic Management in Government, Cambridge, Mass.: Harvard University Press

Morgan, Gareth (1986), Images of Organization, Beverly Hills: Sage. 

Naim, Moises (1995), Latin America's Journey to the Market:  From Macroeconomic Shocks to Institutional Therapy, Occasional Papers Number 62, International Center for Economic Growth, San Francisco, CA.:  ICS Press

North, Douglass (1990), Institutions, Institutional Change and Economic Performance, Cambridge: Cambridge University Press

Joseph S. Nye, Jr., Philip D. Zelikow, and David C. King, Editors (1997), Why People Don’t Trust Government, Harvard University Press

O'Neill, Onora (2002), A Question of Trust: the BBC Reith Lectures 2002, (www.bbc.co.uk)
Peterson, Stephen B. (1997), “Hierarchy versus Networks: Alternative Strategies for Building Organizational Capacity in Public Bureaucracies in Africa”, in, Merilee S. Grindle, ed., Getting Good Governance: Capacity Building in the Public Sectors of Developing Countries, Cambridge, Mass.: Harvard University Press
Power, Michael (1995), The Audit Explosion, London: Demos
Prats I Catalá, Joan (1999), “Servicio Civil y Gobernabilidad Democratica: Fundamentos Institucionales del Sistema de Merito y Regimenes Juridicos y Gerenciales Requeridos para su Eficiencia”, in Losada i Marrodán, Carlos, ed., ¿De Burocratas a Gerentes? Las Ciencias de la Gestión Aplicadas a la Administración del Estado, Banco Interamericano de Desarrollo, Washington, D.C.

Pugh, Derek S., and David J. Hickson (1996), Writers on Organization, Fifth Edition, London: Penguin Books

Rauch, Jonathan (1999), Government's End: Why Washington Stopped Working, Revised edition, Public Affairs

Reid, Gary J. (forthcoming), "Performance-Oriented Public Sector Modernization in Developing Countries:  Meeting the Implementation Challenge", Jos. C.M. Raadschelders and James L. Perry, editors, Research in Public Administration, Greenwich, CT: JAI Press PRIVATE 

Riggs, Fred W. (1964), Administration in Developing Countries:  the Theory of Prismatic Society, Boston:  Houghton Mifflin

Roethlisberger,  F. J. and Dickson (1939),  Management and the Worker : an Account of a Research Program Conducted by th, Cambridge, Mass; London : Harvard University Press
Schein, Edgar H. ((1985), Organizational Culture and Leadership, Jossey-Bass

Schick, Allen (1998), "Why Most Developing Countries Should Not Try New Zealand's Reforms", The World Bank Research Observer, 13:1, pp. 123-131

Senge, Peter (1992), The Fifth Discipline: the Art and Practice of the Learning Organization, Century Business

Shepherd, Geoffrey (2003), Civil Service Reform in Developing Countries: Why Is It Going Badly? 11th International Anti-Corruption Conference, 25-28 May 2003, Seoul, Republic of Korea

Silberman, Bernard S. (1993), Cages of Reason: the Rise of the Rational State in France, Japan, the United States, and Great Britain, Chicago: University of Chicago Press

Simon, Herbert A. (1991), "Organization and Markets", Journal of Economic Perspectives, 5:2, pp. 25-44, Spring

Spink, Peter (1999), “Possibilities and Political Imperatives: Seventy Years of Administrative Reform in Latin America”, in Carlos Bresser Pereira and Peter Spink, eds., Reforming the State Managerial Public Administration in Latin America, Boulder: Lynne Rienner Publishers

Taylor, Frederick W. (1947), Scientific Management, Harper & Row

Thompson, Grahame, Jennifer Frances, Rosalind Levacic, and Jeremy Mitchell, eds. (1991), Markets, Hierarchies and Networks: the Coordination of Social Life, London: Sage

Thompson, James D. (1967), Organizations in Action, McGraw-Hill

Wade, Robert (1997), "How Infrastructure Agencies Motivate Staff: Canal Irrigation in India and the Republic of Korea", in Ashoka Mody, ed., Infrastructure Strategies in East Asia: the Untold Story, EDI Learning Resource Series, Washington, D.C.: the World Bank  

Weber, Max (1968), Economy and Society: an Outline of Interpretive Sociology, New York: Bedminster Press

Williamson, Oliver (1985), The Economic Institutions of Capitalism, New York: Free Press

Wilson, James Q. (1989), Bureaucracy: What Government Agencies Do and Why They Do It, Basic Books

World Bank (1997), World Development Report 1997: the State in a Changing World, Published for the World Bank by Oxford University Press

World Bank (2003), World Development Report 2004: Making Services Work for Poor People, Copublication of the World Bank and Oxford University Press

Appendix: A Select, Annotated Bibliography on Approaches to Studying Public Organizations


This Appendix describes a small number of case studies, conceptual papers, or methodologies which propose or illustrate approaches to the study of organizations, particularly public organizations, which take a broad range of motivational, organizational, and environmental factors into account in understanding the bases of performance.

Hilderbrand, Mary E., and Merilee S. Grindle (1997), “Building Sustainable Capacity in the Public Sector: What Can Be Done?”, in, Merilee S. Grindle, ed., Getting Good Governance: Capacity Building in the Public Sectors of Developing Countries, Cambridge, Mass.: Harvard University Press

“Hilderbrand and Grindle present a compre​hensive framework for assessing capacity in the public sector based five levels of analysis. Capacity is rooted in conditions that exist at each of these levels and efforts to build capacity must first assess the constraints that exist in each of them in order to understand where and how to attack the problem. Hilderbrand and Grindle are con​cerned with understanding public sector capacity – and capacity-building initiatives – in terms of the causes of existing conditions. Too often, they argue, capacity-building initiatives do not fully assess the roots of constraints on performance, tending to focus instead on the most concrete expressions of incapacity—officials who do not fulfill their responsibilities and organizations that do not perform their assigned functions well. The problem, of course, is that poorly performing officials and organizations may only be symptoms of dysfunctions rooted more deeply in political, social, and economic contexts. 

“They indicate that prior to the design of specific interven​tions to improve performance, it is imperative to assess the action environment, the institutional context of the public sector, the task network surrounding the accomplishment of particular functions, the organizations most central to achieving specific objectives, and the nature of the human resources involved in the task. Their frame​work is accompanied by a methodology for carrying out such an as​sessment and is directed toward revealing the origin of constraints and the most appropriate focus of capacity-building efforts. Capac​ity-building activities can be focused on any level or any combina​tion of levels, but a broad analysis is essential in order to identify those factors that most constrain the ability to perform well. The Hilderbrand and Grindle framework was applied in a com​parative analysis of six developing countries (see Grindle, 1997), and the results of this study lead them to question the underlying assumptions of many capacity-building initiatives. For example, their findings suggest that effective utilization of professional and technical personnel is often a more important constraint than lack of training in specific skills; that administrative structures and control regimes within organizations are often less important to performance than organizational culture, managerial styles, and communications networks; that the perfor​mance of public officials is most affected by the kinds of jobs they are assigned, the professional norms they hold, and the performance ex​pectations on them than by their job descriptions or their training in specific skills.”
Israel, Arturo (1987), Institutional Development:  Incentives to Performance, Baltimore:  John Hopkins University Press


A review (as of the mid-1980s) of World-Bank-supported institutional development projects (i.e. public-sector management reform) found that project outcomes were: most successful in certain sectors (industry, telecoms, utilities, and finance) and least successful in others (agriculture, education ,and services) and most successful in certain activities (technical and financial) and least successful in others (maintenance, personnel, and coordination). 


This pattern can be explained by two important characteristics of public organizations that the Bank’s own evaluation had missed out: specificity and competition. 

· When its objectives and how to achieve these can be well specified and effectively monitored, the organization can focus its efforts and provide appropriate incentives to staff. Difficult-to-specify activities, typically people-intensive activities such as rural development and health care, offer weak incentives and high freedom to staff. High-specificity activities, such as high-technology, financial or industrial services, typically impose strict definitions on jobs and allow little latitude in organizational structure – so management is generally easier. 

· Straight competition and competition surrogates (such as pressures from clients, beneficiaries, suppliers, and politicians and managerial measures to simulate competition) provide significant incentives for good management. 

The specificity of a public organization’s objectives and the competition it faces are not immutable. Surrogates for specificity can be introduced through personnel incentives and training, professionalization of staff at all levels, and changing the role of managers. Similarly, competition surrogates (“contestability”, in current terminology) can be created. The training and visit system of agricultural extension provides an example of a successful application of these principles. 


Many donor programs ignore institutional weaknesses, are excessively complex, and try to attack several constraints simultaneously. This helps explain why they fail. Donors can avoid these mistakes by simplifying objectives, reducing the number of programs in a country, and by avoiding – or re-engineering – low-specificity-low-competitive activities. 

Kaufman, Herbert The Forest Ranger: A Study in Administrative Behavior, Baltimore: Johns Hopkins Press, 1960


Kaufman examines the US Forest Service as a case study in administrative control. He points out that most of the actual work of the Forest Service is done by individual forest rangers, assigned to specific geographical districts. Given all of the factors that would tend to undermine central control of forest ranger behavior – including problems of internal communication, capture of field officers by local pressure groups, and the personal preferences of individual rangers, which are sometimes inconsistent with Forest Service policy – it is surprising to find that the Forest Service actually exhibits a relatively high degree of unity and administrative control of policy. 



Kaufman argues that the Forest Service has been relatively successful in achieving administrative control through its use of a variety of means, including reporting requirements, central budget control, regular inspections, transfer and promotion policies, hearing appeals from the public, and the shaping of ranger preferences themselves. He stresses this last point in particular. The Forest Service, according to Kaufman, has combined recruitment and socialization policies in such a way that the rangers generally feel solidarity with the larger organization, and conform to central directives because of their personal desire to do so. This phenomenon, he claims, is very important for the administrative control of policy implementation.

Moore, Mark H. (1995), Creating Public Value: Strategic Management in Government, Cambridge: Harvard University Press

Moore addresses four questions that have long bedeviled public administration: What should citizens and their representatives expect and demand from public executives? What sources can public managers consult to learn what is valuable for them to produce? How should public managers cope with inconsistent and fickle political mandates? How can public managers find room to innovate? 

Moore recommends specific, concrete changes in the practices of individual public managers: how they envision what is valuable to produce, how they engage their political overseers, and how they deliver services and fulfill obligations to clients.” 

Moore’s framework for strategic analysis of organizational problems emphasizes:

· public value: why people will be better off with reform; 

· authorization: legitimacy, support from the external authorizing environment;

· feasibility: operational capacity, technology, resources, organization (incentives).

Simon, Herbert A. (1991), "Organization and Markets", Journal of Economic Perspectives, 5:2, pp. 25-44, Spring


Why do firms exist and what motivates employees? We can derive empirically valid postulates of what motivates people from four amply documented organizational phenomena: authority, rewards, identification, and coordination. 

· Authority – the employee-employer relationship: the employee-employer contract is incomplete, leading to a “zone of acceptance” of what employee expects to do. Often, authority is used, not to order a specific action (how to get there), but to define results, principles, or premises, i.e. leaving some discretion to employee. Employees do not just literally obey commands, but apply skills and knowledge to advance the achievement of the organization’s objectives. 

· Rewards as motivation, but the ability to reward is limited to measure individual contributions.

· Loyalty -- identification with Organizational Goals:  why, in spite of the big opportunities for free-riding, do people exert more than minimum effort? Self-interest is compatible with social tendencies such as “docility”, i.e. responsiveness to social influence and altruism “enlightened selfishness”.  Organizational pride allows individuals to get satisfaction from the organization they work in. 

· Coordination. “A major use of authority in organizations is to coordinate behavior by promulgating standards and rules-of-the-road, allowing actors to form more stable expectations” 

In conclusion, we live in organizational, rather than market, economies. Organizational efficiency depends on: organizational goals, organizational identification, material rewards, and supervision, all of which motivate employees to these goals.

Riggs, Fred W. (1964), Administration in Developing Countries:  the Theory of Prismatic Society, Boston:  Houghton Mifflin


Riggs takes the hypothetical example of a defective filing system, a microcosm of an organizational problem, to untangle the real problems that might be causing this. 


"Suppose we find a chaotic filing system in a central government bureau.  We decide what is needed is new equipment, an improved classification scheme, trained file clerks, and revised regulations.  After these changes have been made, we discover that little improvement results, although our model leads us to think that these reforms would solve the problem. 


"We then push the matter further and discover that the reports which are filed are badly out of date, compiled in response to an antiquated questionnaire, and prepared by unqualified clerks who give inaccurate information.  Consequently, the higher officials find them useless and don't bother to read them.  Since the offices which prepare the reports know they won't be read, they see no need to invest effort in improving the design of the questionnaire or providing better replies to old questions.  


"This means of course that there is a little or no demand for reports from the filing section and, therefore, no incentive for the clerks to keep the reports in good order.  Moreover, since the higher officials do not read the reports, they cannot set up criteria for throwing away unneeded materials, hence the clerks dare not discard anything, since they are personally liable for any losses.  The files, then, become the repository of vast accumulations of unused reports, a situation which can scarcely be corrected by new filing procedures and equipment.


"The existence of such a situation might seem paradoxical because, surely, the central office must want to know what its subordinate units are doing. We may learn that significant communication takes place largely through oral interviews rather than through the mountainous accumulation of paper.  The reasons for and consequences of this situation might take us far afield, into the nature of the personal relationships between these officials and the content of their communications.  It might be found that what they have to say to each other cannot be put on paper because it concerns office "politics", loyalty and disloyalty to cliques, and the disposition of extra-legal perquisites.  Perhaps, also, the policies to be implemented by the bureau are not clearly defined so that forms with significant questions cannot, with the best will in the world, be properly framed.  


"The example chosen may be extreme, but it should illustrate the dilemma of the administrative technician - the records management specialist, let us say - when called upon to correct the evils of a chaotic filing system in a formalistic bureau.  His technology takes for granted the existence of an effective demand for good written communications.  The most modern and scientific procedures and equipment will not remedy the situation if such a demand does not exist."  

Wade, Robert (1997), "How Infrastructure Agencies Motivate Staff: Canal Irrigation in India and the Republic of Korea", in Ashoka Mody, ed., Infrastructure Strategies in East Asia: the Untold Story, EDI Learning Resource Series, Washington, D.C.: the World Bank  

This paper uses Simon’s (1991) framework to explain the different performance of two public agencies, in India and Korea, in administering technologically-similar irrigation systems by comparing  the incentives to which principals and agents respond and the compatibility of these incentives with organizational objectives. 


Organizations that administer canal irrigation systems need to control how and when farmers take water and to maintain the infrastructure. Irrigation organizations must control the canal patrollers who police the farmers because the agents do their work dispersed, out of the sight of supervisors, close to clients, and with substantial discretion. (The canal patrollers are a "street-level" bureaucracy like police, teachers, and agricultural extension workers). In the administration of two technically similar (gravity-fed, high-response) systems, India and Korea take very different approaches to handling this principal-agent problem, with very different outcomes. 


India's patroller is a full-time, permanent employee and a non-farmer. He is selected by the irrigation service, rotated, and not posted in his home area.  These rules are designed to obtain compliance with irrigation service rules and to guard against the influence of local farmers. Korea's patroller is a part-time employee and part-time farmer, selected and annually reconfirmed by local village chiefs (and approved by the irrigation authority) and he works in his home area. These rules make the patroller more accountable to local farmers, who monitor his behavior and thus reduce shirking and opportunism. A smaller share of Korean employees have permanent jobs, but they have better employment prospects. Job entry is through competitive exam (unlike India, non-graduates can join) and promotion is through a codified and complex marking system, using subjective and objective criteria, and rewarding individual performance, training, and teamwork. These personnel are rotated; to avoid undue local influence, they are not posted in their home village. In India large salary disparities between rank emphasize hierarchy. In Korea salary disparities for length of service encourage people to stay and to build organizational identity. 


The literature suggests that conscientiousness and initiative are impaired by attitudes of low trust by the principal, while shirking is encouraged if the likelihood of detection is small and a culture of compliance (superiors not finding fault) is encouraged. The Indian system is based on an assumption of no trust.  Thus expenditure are tightly controlled. Coercive supervisory techniques encourage shirking. When a canal breaches, officials, inhibited from taking the initiative of quick action, play it safe and get permission, thus raising the cost of the breach. 


Korean irrigation services are subject to multiple audit/supervision from different government agencies above. There is little display of hierarchical behavior. Patrollers are almost individually supervised by other employees. Information comes from farmers. 


Korean personnel rules generate a sense of departmental loyalty, India's rules do not, and this, combined with an overextended system with insufficient water, increases the likelihood of bribes. Farmers' information is scarce and corruption is well organized. In Korea, farmers have no formal role in running the system, yet they have better access than their Indian counterparts because the irrigation system is smaller and the way water patrollers are supervised leads to better a better relationship with the public. Without any formal ownership, Korean farmers contribute to maintenance. Korea directly feeds user fees into the service's budget, with the support of procedures (such as inter-village and inter-agency competitions) designed to ensure payment. 


It is too simplistic to recommend that India adopt Korean practices. Much the same Indian system operates elsewhere in gravity-fed low-response systems, but works much better because such a system requires less discretion. Countries, like India, with weak states should design technological systems that lessen discretion. 

Wilson, James Q. (1989), Bureaucracy: What Government Agencies Do and Why They Do It, New York: Basic Books
Public organizations are best understood from the bottom up: “To understand a government bureaucracy, one most understand how its front-line workers learn what to do.” (page 32.)

There is no one best way to organize public agencies. How an organization establishes the operating principles and procedures that will ensure coordination (delegation versus central control, detecting and rewarding individual performance, promoting an organizational ethos) depends in part on: 

· what kind of task it is given or chooses (see Table A1 for Wilson’s typology); 

· what discretion and freedom of maneuver its political principals give it and what interests groups want from it; 

· where employees come from – notably, what beliefs they bring from their profession; 

· managers’ – especially founding managers’ – choices in defining the mission and  creating an ethos.

Wilson finds that public organizations are more effective when they:

· Identify how to cope with the organization’s critical task (without necessarily expending too much effort on its goals, which will typically be broader and vaguer).
 

· Agree on and endorse the critical task, thereby creating a sense of mission. (The fewer and more congruent the core tasks, the better.)

· Acquire sufficient freedom of action (autonomy) to be empowered to carry out the task.
	Table A1: Four Types of Public Organization

	Type of organization
	Characteristics
	Examples (US government)
	Management practices (if permitted)
	Risks

	Production. 
	Managers can observe processes (“outputs”) and outcomes.
	Tax collection, postal service, social security (retirement claims).
	Reward good performance.
	The measurable drives out the umeasurable. Non-production agencies (e.g. police) try to pose as production agencies.

	Procedural
	Managers can observe outputs, not outcomes.
	Health & safety administration, armed forces in peacetime.
	High levels of surveillance of procedures.
	High surveillance can damage morale. 

	Craft
	Managers can observe outcomes, not outputs.
	Armed forces in war time, inspection, criminal detection, antitrust investigation, Army Corps of Engineers.
	Goal-oriented management (ensure that good outcomes occur). Promote professional ethos.
	Freedom of operatives can lead to a minority acting opportunistically.

	Coping
	Managers can observe neither outputs nor outcomes.
	Teaching, policing, some diplomatic activities.
	Effective management is very difficult, and has to rely on ad hoc alarms that something has gone wrong and ensuing punishment. 
	An ad hoc alarm system can lead to a sense unfairness, hence labor relations can be difficult.


Source: adapted from pp. 158-173 of Wilson (1989)
World Bank (2003), World Development Report 2004: Making Services Work for Poor People, Copublication of the World Bank and Oxford University Press
Public services in developing countries too frequently fail the poor: the rich gain an undue share of public services, there are financial leakages in services to the poor, and service quality is often poor. But services to the poor can be made to work by ensuring that the key relationships between the triangle of policy makers, providers, and poor people (citizens) works. Product characteristics (the degree of product homogeneity, the ease of monitoring, pro-poor nature of service) and the nature of local politics (whether clientelist or pro-poor) determine which of these key relationships are emphasized: whether government provides or finances (through contracts), whether central or local government is the more appropriate principal, the extent of client oversight (see Table A2).

	Table A2: Eight Sizes Fit All?

	Nature of clients
	Nature of politics
	
Nature of product

	
	
	Difficult to monitor
	Easy to monitor

	Heterogeneous clients
	Clientelistic politics
	Demand-side subsidies, co-payments by households
	

	
	Pro-poor politics
	Local government provision
	Local government with contracting

	Homogeneous clients
	Clientelistic politics
	
	

	
	Pro-poor politics
	Central government provision
	Government provision or contracting


Source: adapted from World Bank, (2004)

� I have written this paper as a background document for the World Bank’s Flagship Course on Governance, 1-3 December, 2003. It is a draft, and comments are welcome. The findings, interpretations, and conclusions are my own and should not be attributed to the World Bank, its Executive Board of Directors, or any of its member countries.


� The principal-agent problem is the incentive, because of imperfect information, for the agent (who is being compensated to provide goods or services to the principal) not to act in the principal's interests. The principal-agent problem occurs because each party wishes to extract as much net value (in the form of rent, ability to shirk, political power, and so on) from the exchange as possible from the other.  In particular, the agent has information about product quality (or changing states of nature) that the principal does not.  The problem thus occurs in market contracts, as well as in contracts within hierarchies.  The principal-agent literature addresses how a principal designs a contract that will provide the best incentives for (i.e. best likelihood of) an agent carrying out the principal's wishes.


� Douglass North analyzed economic systems within a transactions-costs framework and applied this to the economic development process. He argued that the institutional framework, by helping determine the level of transactions costs, is central to establishing the environment within a society for economic development (North, 1990). This institutional framework is determined by historical factors. Thus the past is vital in determining the present and the future.


� Coordination within a hierarchy can also be called conscious coordination (or the “visible hand”), as opposed to the unconscious coordination (or “invisible hand”) of the market. It has also become current to talk of a third means of coordination, the network, a flat organizational form, in contrast to hierarchy, consisting of often-informal relationships between essentially equal individuals and organizations such as collegiate associations, business partnerships, elite and professional groups (see Thompson, Frances, Levacic, and Mitchell, 1991, page14.


� I have liberally used Pugh and Hickson (1996), who provide a useful guide to the main writers on organization. Micklethwait and Wooldridge (1997) provide a highly readable appreciation of the management literature. Silberman (1993, Chapter 1) and Bresser Pereira (1999, pp. 138-143) provide good reviews of organization theory.


� See Weber (1968), Faiyol (1949), and Taylor (1947).


� Wilson (1989) gives several public-sector examples of changes in response to needs and environment. He cites, for example, the contrasting German and French military approaches to the outbreak of the Second World War. The French army drew the lesson from the stalemated battles of the First World War that it must defend from fixed positions with massive firepower. The German lesson – more successful as it turned out – was that maneuverability, infiltration warfare, probing for weak spots, and encircling from the rear were the solution. (Limits imposed on German manpower after the Treat of Versailles meant that it could no longer wage a war of attrition.) Infiltration warfare required  small units and able and incentivated soldiers who could act independently and with discretion. German military orders were short statements of objective; how to achieve these was left up to the soldiers in the field. The German army fostered a culture where combat was prime: independent thinking in combat was rewarded, officers and other ranks mixed.


� Wilson (1989, page 91) defines organizational culture as a “persistent, patterned way of thinking about the central tasks of and human relationships within an organization.”


� Of course, the US political system is rather unique, as I shall discuss in the next section. 


� It might be argued that central governments being large organizations by any standard, the information and coordination problem is also large by any standard, hence rationality is even more bounded than in the private sector.


� Wilson argues that bureaucrats are risk-averse because of the political costs of being more adventurous, not by nature (Wilson, 1989, page 69).


� For treatments of these informal aspects in the public sector see: Crozier, 1964, on a French public agency; Wilson, 1989, especially Chapter 6, for a view of public organizations in the US; Grindle, 1997, for a comparative picture of developing countries.


� The problem of collective action is that of getting a group of actors with common interests to cooperate to further those interests. Collective action requires organization. In cases where individuals benefit from a good even if they do not pay for it (a public good), a necessary condition of organization is to create incentives that overcome the free-rider problem.


� Silberman (1993) points out, however, that in France and Japan economic transformation followed administrative reform, unlike the US and Britain.


� Napoleon encapsulated one version of the new rational-legal in legal codes, while Max Weber described it.


� For instance, merit-based civil-service reform was initiated in the UK in 1855, but the process was not completed until some 60 years later. In France, a professional bureaucracy had already begun to develop in the Seventeenth Century, but it was not until 1946 that a merit system was fully established in law.


� For excellent institutional analyses of the origins of modern civil services, see: Silberman (1993) on the development of the French, Japanese, US and British civil services in the Nineteenth century; Johnson and Libecap (1994) on the historical development of the US civil service; Horn (1995), Chapter 5, on the political economy of civil services (mainly with the US example); and Prats (1999) on the institutional foundations of merit systems (mainly on the US historical experience). Unfortunately, the literature appears to be limited to a very small number of country examples. 


� Wilson’s “cultural” observations on Japan and northern Europe and on the US are broadly consistent with the political analysis of Moe and Caldwell (1994) and Silberman (1993).


� It may also be that the crisis of trust is related to society-wide changes which appear to increase the emphasis on individual rights at the expense of the commonality (and therewith seek to shift risks from individuals to the commonality – hence the apparent explosion in litigation).


� NPM also goes under several other names, the  “new managerialism, “performance-based management”, and “results-based management”. The following paragraphs draw substantially on pages 125-127 of Chapter 7 of Burki and Perry (1998).


� Under supply contracts: performance contracts regulate relationships within governments, usually on an indicative, rather than legal, basis; management contracts establish the mutual obligations of governments and private managers of public assets; regulatory contracts establish the mutual obligations of governments and private firms operating under public-interest regulation; outsourcing contracts allow the government contracts out to private firms, usually on a competitive basis, for the supply of public services in exchange for state reimbursement or from government-supported beneficiaries.


� The two-stage principal-agent problem is similar in nature to the well-known “corporate governance” problem of the shareholder-owned firm in which the shareholders exercise their ownership rights, through a representative board, over the firm's managers who in turn have to manage their employees.


� Johnson and Libecap (1994), in their study of Nineteenth-Century civil-service reform in the US, note the growing difficulties in monitoring employees as the civil service grew. 


� The problem of type of product and ensuing monitoring problems is discussed in Chapter 9 of Wilson (1989). Wilson’s analysis is synthetically represented in Table A1 in the Appendix to this paper.


� I make the same points in a paper explaining the difficulties of civil-service reform (Shepherd, 2003).


� On the relative success of “island” reforms in Latin America see Burki and Perry (1998, pages132-134). On the relative failure of more comprehensive reforms in Latin America, see Spink (1999).


� Wilson gives several examples. At the outbreak of the Second World War, the German army’s goal was to “defeat the enemy”, but its immediate, critical task was to solve the problem of the dug-in artillery on the French front line. The critical task of a police officer is not to “uphold the law”, but “take charge” of difficult situations.
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