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Organization Theory and
Bureaucratic Structure

Categories of Explanations

When we examine the extensive literature on complex organizations in the
fields of economics, sociology, political science, and history, there appears to
be no adequate explanation of why different modes of bureaucratic ration-
alization occur. The explanations chat do exist appear to be of three basic
types: system needs/coordination, bounded rationality/uncertainty, and
natural selection/ecological.

System Needs or Coordination Explanations

In this type of explanation, rational bureaucratization and its structural form
(viewed primarily in terms of Weber’s description of legal-rational bureauc-
racy) is seen as emerging as a response to problems of coordination. Failures
in coordination are seen as arising from a variety of sources: (1) size—large
numbers of actors and/or transactions without any systematic rules for shar-
ing information (Dahl and Lindblom 1963; Blau 1970; Blau and Schoen-
herr 1971; Hickson et al. 1969; Goldman 1973; Child 1973a; Hage 1980;
Weber 1947:334-38); (2) social and economic complexity—specialization and
differentiation of roles and organizations (Parsons 1964:507-8; Cutright
1965:548; Tilly 1975:72-73); (3) interdependence—complexity of systemic
‘relations (Thompson 1967; Bouldmg 1964); (4) technology and technological
innovation—economies of size and scale (Woodward 1965; Lorsch 1965;
Aldrich 1972; Lawrence and Lorsch 1967a; Perrow 1968, 1986; Hickson et
al. 1979; Mohr 1971; Leatt and Schneck 1982; Chandler 1977; Chandler
and Daems 1979; Finer 1975; Hage 1980; Jones 1982); (5) internalization
of cost externalities—public provxsxon of social welfare, education, health
care, etc. and internalization of various functions with high transaction costs
(Barker 1944; Baumol 1967; Buchanan and Tullock 1962; Coase 1960;
Williamson 1975, 1985); and (6) war or external threat as the source of state
organizational structure (Hintze 1968; Skocpol 1979; Dorn 1963; Tilly
1975, 1990; Schmitt 1984 [1963]; Brewer 1989).

Whatever variable is emphasized, the development of the large-scale bu-
reaucratic organization along legalwratmnal lines is seen as a response by de-
cision-makers to the need of the orgamzatlon or of society to avoid the costly
consequences of uncoordinated activity. In this view, state bureaucratization
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and, indeed, sometimes the modern state itself, is seen as emerging from de-
mands by elites and/or various social and economic interest groups for coor-
dination of critical elements of the social-economic system or organizational
system. The demands are seen as emerging “naturally” in increasingly com-
plex systems where maximization of urility is viewed as the basic goal of in-
dividuals and groups. Rational organizations are thus sometimes seen 4s re-
sponses to system needs for srability and survival. In rhis regard, individual
actors are seen as “black boxes” for system needs. The desire to coordinate
arises out of the individual’s conflation of his or her interest with that of the
system or organization,

Bureaucratization is seen here as a systemic response (Astley and Van de
Ven 1983). It is functionally efficient in doing what the market does ineffi-
- ciently in the case of private organizations——it provides greater information,
more efficient allocation of resources, and reduces opportunism. Or, as in the
case of the state, bureaucratization of administration does whar voluntary as-
sociarion or social organization cannot or will not do: enforce the discribution
of social costs and/or services over a wider number of actors. Systemic conflice
and instability in the society are avoided by rthe expansion of social and/or pri-
vate values chrough the allocational efficiency provided by the bureaucratic
structure. In chis approach, bureaucracy’s structural characeeristics are seen as
possessing a kind of allocative and relatively frictionless efficiency, especially in
the areas of decision making, organizational control, information and commu-
nication (Arrow 1974; Williamson 1975, 1981; Perrow 1986:46-48). As one
sociologist put it, “Nevertheless, the vast majority of large organizations are
fairly bureaucratic, and, for all but a few, the rational-legal form of bureaucracy
is the most efficient form of administration known” (Perrow 1986 [1972]:5),
Efficiency is seen as a function only of organizations possessing the Weberian
rational-legal characteristics. These characteristics are viewed as emerging
from a logic of systemic structural demands.

Bounded Rationality-Uncertainty Explanasions
"T'his approach combines the bounded rationality of the decision-maker with
environmental uncertainty (although sometimes the lacrer is confusingly
seen as a function of the former) as the starting point for general explana-
tions of the emergence and variation of bureaucratic organization.! Simply
put, bureaucratic organizarion is seen as the means for overcoming both of

1. Bounded rarionality may be defined as those limitations on an individual’s capacity ro

ns and actions, These limirarions are; (1) skills, habits, and reflexes

male the most efficient decis :
(2) values and goals; and (3) extent of the individual’s knowledge. Of these, the third limitadon
is pechaps the most important {see H. Simon 1976:40-41; 1972 [1982]:410).

St LITALELIUNS @
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these conditions. There are two distincr strands in this literature. One of
these, primarily sociological in character, emphasizes the problems of struc-
wring and allocating power as the focus of decision-makers’ concerns. The
other, dominated largely by economists but including sociologists and po-
litical scientists as well, stresses the problem of profit or efficiency maximi-
zation as the goal of decision-makers. Both strands tend to view bureaucra-
tization as a function of conscious choice about pursuing maximizing
strategies. ‘

The first of these sees challenges to decision-makers’ power and their legid-
macy as being most likely to occur under conditions of continued environ-
mental uncertainty, It is not always clear what is meant by uncertainty here,
but it usually seems to mean the inability to predict the kind of decisions that
will arise and/or the degree of acceprance of decisions. This condition most
often arises ac those times when there has been a change in leadership in organi-
zations that do not have highly specified rules governing leadership succession
or when such rules have been abrogated (Gouldner 1954; Grusky 1964). Un-
der these conditions, the bounded rationality of individuals leads them to seek

to maintain their power and status by resorting to the urilization of rules of de-
cision making that are presented as being objective—that is, as stemming from
organizational and not personal necessity. These rules require hierarchy of
authority, obedience, well-defined roles, and what constitutes appropriate
knowledge for decision making (Gouldner 1954; Selznick 1957:105; Grusky
1961, 1964; Zald 1970; Crozier 1964; Palumbo 1975:357~58; Dreyfuss
1938; Warner and Low 1947:78-80, 174; Selznick 1949:252; Clegg and
Dunkerley 1980; Pfeffer 1981; Pfeffer and Salancik 1978).

_ Here the concept of expertise is seen almost as an ideology in which de-
‘cision-makers claim obedience because of their possession of systemaic
knowledge about the organization and/or the means for achieving its goals
(Wolin 1960:352—-434; Urban 1982; Braverman 1974; Clawson 1980;
Meyer and Rowan 1978; Habermas 1975; Dunn and Fozouni 1976; Den-
harde 1981; Marglin 1974; Goldman and Van Houten 1977). Expertise
thus becomes the basis of legitimate authority, and rules of bureaucratic or-
ganization become legitimate because they appear t6 be based on scientific
observation and analysis of large populations of organizations or analogous
systems. Bureaucratization, in this view, is seen as the product of elites or
managers seeking to maintain or hold power in the face of uncertainty by
transforming the structure of authority and legitimacy into both an object
of systematic analysis and an “objectively” rational organization.

In sum, the warrant for auchoriry in such organizations is no longer mani-
festly the quest for or posséssion of individual power, status, and material re-
wards. It stems, rather, from the emergence of a science of organizations or
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social behavior that “reveals” the necessity for rules, hierarchy, and other
characteristics of rational-legal organization. In this explanation, bureaucra-
tization is constrained by the desire of decision-makers to maximize the se-
curity of their position. They seck to achieve this by emphasizing the neces-
sity for hierarchical discretion and obedience to organizational rules as the
most efficient means for arriving at decisions and achieving goals (Crozier
1964; Reder 1947; Barnard 1938; Papandreou 1952; Gordon 1961; Mon-
sen and Downs 1965; Gouldner 1954; Williamson 1964; Marris 1964:
Marris and Mueller 1980).

The second strand in the bounded rationality/uncertainty literarure views
rational bureaucrarization primarily as the solution imposed by the narure of
environmental uncertainty, given the bounded rationality of decision-mak-
ers and the ubiquitous character of opportunism. Under these condirions, it
is assumed that organizational utilicy maximization (sometimes fused wich
the idea of organizational survival when there is the assumprion of large
numbers and low entry costs) is the aim of decision-makers. On the econom-
ics side of this literature, rational bureaucratic structure—described in rerms
of the organizational structure and behavior of the firm—is seen as the direct
consequence of internalizing external functions. When faced with market
uncertainty or marker failure, decision-makers seek to overcome the high
transaction costs generated by imperfect information, the inability to write
contracts covering all contingencies, and the tendency of some individuals
to use guile in pursuing self-interest. The most efficient way of overcoming
the costs generated by these problems, it is argued, is by internalizing a num-
ber of functions previously performed outside of the organization. Inrernali-
zation provides greater information, control over opportunism, greater pre-
dictability, and the capacity to strerch decisions out over time, thereby
avoiding the worst aspects of failed contracts (Williamson 1975:1-40; 1981,
1983, 1984, 1985:15-130; Coase 1937, 1972; Alchian and Demserz
1972:779-81; H. Simon 1957, 1973:183-95; Carlton 1979; Ouchi 1980:
Francis 1983; Cheung 1983; Teece 1982). The following bureaucratic char-
acreristics result from this internalization process: specialization and differ-
entiation, managerial control in the form of rules regarding allocation of re-
sources and utilization of resources for individual goals, and hierarchy as an
efficient means of allocating decision making. Bureaucratization is seen as
the result of adjustment to change in which the individual interests of the
decision-maker about security are synonymous with the survival of the or-
ganization. As a distinguished economist has pur i ‘

[Hn the economics of adjusiment to change rthe issues of security, survival and
maximum profit are merged . . . If a change in conditions calls for a certain re-

. i/g,
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action in the name of maximum profits, the very same reaction is called for also
in the name of security or survival. (Machlup 1967:13)

More recently, some of the economics literature has focused on the op-
portunism aspect as one, or the sole, major constraint on the emergence of
firm or organization structure. This literature suggests that hierarchy and di-
vision of labor are the means by which the free-rider or shirking problem in
any group contractual arrangement is overcome (Jensen 1983; Alchian and
Demsetz 1972; Fama 1980; Jensen and Meckling 1976; Williamson
1981:1,545). The political science version of this approach stresses the
agency problem (all organizational arrangements are contractual between a
principal and his or her agent) as the source of developing govemm&nmi
structure (Moe 1984; Miller and Moe 1983; Hammond and Miller 1985).
A range of functions, such as hierarchy, hierarchical responsibility, financial
and decisional rules of accountability, are developed and internalized to
overcome the negative externalities of unenforced and/or unmonitored con-
tracts. Organizational structure is the outcome, then, of the problems inher-
ent in those forms of economic or social contract where there are strong in-
centives to shirk or withhold information.

The sociological side of the bounded rationality/uncertainty literarure
goes under two names: “open system” (Katz and Kahn 1966; Baker 1973;
Cyert and March 1963; Emery and Trist 1965; Terreberry 1968; Lawrence
and Lorsch 1967a, 1967b; Rice 1963; Burns and Stalker 1961; Weick 1969;
Dill 1958; Duncan 1972; Thompson 1967; Hickson et al. 1971) and “de-
pendence exchange” {Jacobs 1974; Hasenfeld 1972; Aldrich and Pfefter
1976; Aldrich 1979). Here, as in the bounded rationality discourse gener-
ally, the environment is seen as contingent but it is not well specxﬁed Some-
times commgency is defined as lack of information, sometimes as unpre-
dicrability arising from organizational or system complexity, sometimes as
uncertainty about resources, and sometimes as the unpredictability abour
the consequences of any set of decisions (Simon 1972; Luce and Raiffa 1957;
Terreberry 1968). Organizational structure is viewed as variable and the re-
sult of constant adaptation o uncertainty by decision-makers who make
relatively unconstrained strategic choices. A major concern in this part of the
literature is with the structural variations that occur within organizational
populatlons In this aspect, the open systems/dependence exchange litera-
ture is closely related to the evoluuonary and ecological concepts of organ-
izational formation. Like the ecological view, the open systems outlook con-
cludes that structural outcomes are survival-functional for specific
environments. Where attention is paid to general bureaucratic charac-
teristics, such as hierarchy, specialization and differentiation, and hierarchi-
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cal authority (Katz and Kahn 1966; Pugh er al. 1968; Child 19724, 19772b;
Lawrence and Lorsch 19672, 1967b; Hage 1980), variations in these aspects
of bureaucratization are seen as a consequence of environmental contin-
gency (Leibenstein 1966, 1969, 1976, 1987). On the whole, however, the
implication of this literature is that while rational-legal characteristics may
be dysfunctional in some ways, they are, for the most part, functionally effi-
cient in overcoming internal “transaction coses” stemming from conflict, op-
portunism, or inability to predict behavior. At the same time, they are effi-
cient in reducing environmental uncertainty by internalizing functions and
providing the capacity to restructure relationships ro the market to caprure
externalities, In short, like the economics view, this one takes the position
that bureaucratic structure is functionally determined and therefore efficient
in a context of uncertainty and bounded rationality. Rational-legal charac-
teristics are the response to both internal and external (inter- and intra-or-
ganizational) uncertainty about behavior and outcomes. In this sense, much
of the literature constituting this view scems to agree with Machlup’s scate-
ment about the identiey of reactions called for by changes in conditions.

Natural Selection-Fvolution-Feo logical Explanations

This view includes several strands of literature: one that has implicit evolu-
tionary explanations, a second thar is explicit in its use of a natural selection
model, and a third thart seeks ro construct an ecosystem as the engine of evo-
lutionary change. )

The first view suggests that bureaucratization grows out of historical con-
ditions of culeural and structural conduciveness. Some environments have
evolved to a point where they possess values and social struceural charac-
teristics which make it possible for rational-legal bureaucracy to emerge
(Weber 1958; Bellah 1957; Eisenstadt 1969; Bendix 1964; Riggs 1964;
Stinchcombe 1965; Huntingron 1968; Huntington and Dominguez 1975;
Jaguaribe 1973; Skocpol 1979). “[Clertain kinds of organizations . . ., could
not be invented before the social struccure was app\mpriz{te to them” (Stinch-
combe 1965:160).

The conditions said to reflect conduciveness for rational bureaucratic or-
ganization are the existence of free-floating resources, manpower, and a
value system that is not completely tied to ascriptive or particularistic groups
(Eisenstadt 1969; Stinchcombe 1965). Elites, rulers, or entreprenenrs are in
the position to take advantage of these resources by virtue of their smaller
numbers, their access to information and symbols, and their wealth. Bureau-
cratic characteristics are functional in these envirenments but not in others.
Inherent in this argument is a notion of selection that provides for survival
funcrional outcomes. Thus, environments that provide high levels of uncer-

6+
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rainty produce variant solutions, some of which are successful in constrain-
ing the centrifugal forces inherent in these conditions. Uncertainty is indi-
cated by unailocated resources, undifferentiated or nonallocated resources,
undifferentiated or nonallocated human resources, and values that allow un-
predictable choices. Success in gaining access to these resources produces
. widespread imitation and thus institutionalization. '

The second strand in this literacure, that of explicit natural selection, is dif-
ficult to separate clearly from the ecological view; thus, they will be treated to-
gether here. The basic premise is that bureaucratic organization is seen as the
consequence of a process of natural selection occurring within a population or
ecosystem of organizations (Granovetter 1979; Hannan and Freeman 1977,
1984, 1986; Freeman 1982; Aldrich and Mueller 1982; Aldrich 197 1; Camp-
bell 1969; McKelvey 1982; McKelvey and Aldrich 1983; Kaufman 1991;
Blute 1979; Carroll 1984; Nelson and Winter 1982; Langton 1984; Bidwell
and Kasarda 1984, 1985; Astley 1985). The Marxian version of environmental
dominance over selection is well-stated (Heydebrand 1977; Goldman 1973;
Clegg and Dunkerley 1980). Bureaucratization occurs as the result of the en-
vironment differentially selecting either of the organizational variations for
survival on the basis of the functional fit between organizational structure and
environment. “Those organizations that have approprlate social structure, for
whatever reasons, are selected over those that do not” (Aldrich and Pfeffer
1976:81). With the exception of the recent work by Bidwell and Kasarda
(1985), the licerature does not provide much in the way of specifying the cri-
teria for selection or retention of variants. Implicit in much of this work, how-
ever, is the view that rerention of functional random variations occurs through
their contribution to organizational stability ‘or survival under conditions of

“competition with large numbers (Weick 1969; Aldrich and Pfeffer 1976;
Astley and Van de Ven 1983; Langton 1984; Perrow 1986 [1972]:208-18;
Nelson and Winter 1982; Hannan and Freeman 1989). This approach is simi-
lar to the coordination explanation in that both stress the determination of or-
ganizational characteristics primarily by external market or environmental
constraints, They differ, however, in that the natural selection explanation
does not specify maximization of profits as the primary criterion for selecting
out organizational form. Rather, the emphasis on appropriateness of fit be-
tween environmental demands and organizational structure allows the infer-
ence thar criteria for selection and retention may vary over time, place, and,
goals. An approach intermediate between macrostructural and individual de-
terminants of organizational structure is represented by Hrebiniak and Joyce
(1985), who argue, with considerable cogency, that adaptation is a function of
the interdependent relations between individual choice, straregic choice, and
external constraints. '
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One example of how this view has spurred new thoughts on environ-
mental variables is the isomorphic-legitimization approach to structural
change in organizational populations. This view argues that once strucrural
changes are adopted by significant organizations, they become legitimized.
Onnce changes are adopted by some organizations, other organizations also
adopt the changes in order to acquire the benefits of organizational legiti-
macy—even though such changes may bring no other organizational bene-
fits (Meyer and Rowan 1977; Rowan 1982; Tolbert and Zucker 1983; Di-
Maggio and Powell 1983; Meyer and Scort 1983).

Finally, in recent years, the concern with environmental constraints and
the ambiguity of the concept has led to artempts to specify variables that
make up the environment. This specification has emerged out of the popu-
lation-community concepts of ecology (Hawley 1950, 1968; Duncan and
Hauser 1959; O. D. Duncan 1964). One strand of this relatively new litera-
ture tries to follow the dynamic process (Bidwell and Kasarda 1985). An-
other strand stresses the texture, density, and interdependence of the envi-
ronmental population and community (Evan 1960; Weick 1979; Laumann,
Verbrugge, and Pappi 1974; Laumann and Pappi 1976; Aldrich and Whet-
ten 1981). Network analysis as utilized by organizational theorists is an at-
tempt to put some empirical bite into propositions abour nacural selection.
By tracing networks and organizational changes over time, the hope is that .
relationships berween environmental changes and organizational seructure
can be specified. Presently, the literature in this area stresses the degree to
which the environment is constructed by organizations as chey seek rules of
cooperation for organizational populations (Emery and Trisc 1973; Cook
1977; Van de Ven, Delbecq, and Koenig 1968) or seek rules which allow
certain organizational types and goals to dominate (Benson 1975; Clegg

1981; Jackson 1983; Perrow 1984). ‘

Problems Arising from the Literature

At hust glance the licerature seems both overdetermined and overderermin-
ing. The stare of the literature seems analogous to the situation of the man
who has lent his lawn mower to his nexi-door neighbor, On seeking its re-
turn after several weeks, his neighbor explains his failurc to return it by say-
ing, “In the first place it wasn’t working; in the second place, I haven’t fin-
ished using it; in the third place, you didn’t lend it to me.” Like the lender,
we seem to be confronted with explanations, each one of which would be,
on the face of i, sufficient ro explain the behavior but when raken together
t times o be mutually exclusive or contradiciory. All of them can’t be

Y atet s s I+
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right, thus the possibility arises.chat none of them are.
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Part of this apparent overdetermination is illusory. Like the neighbor’s re-
sponse, these explanations are aimed at different possible questions. Coordi-
nation explanations seem to be directed primarily at explaining and predict-
ing changes in observed levels of coordination. That is to say, it seems to be
the attempt to work out systematically the way in which coordination levels
will vary with particular changes in conditions such as system size, technol-
ogy, war, interest-group formation, system complexity, etc. In this sense, the
explanation is not aimed at explaining or predicting the behavior of any par-
ricular real set of organizations but only the reactions of numerous actors to
the existence of changes in the environment affecting coordination. The bu-
reaucratic organization is the theoretical link or “black box” that helps ex-
plain how one gets from cause to effect. Indeed, this appears to be the de-
ductive mode utilized by Weber in constructing his ideal type of
legal-rational bureaucracy—it is a mental device that explains the capacity of
individuals and groups in Western society to grasp positive externalities, to
maximize profits or utility. Just as in the marginalist or equilibrium theory
of the firm (Machlup 1967; Loasby 1968, 1971; Horowitz 1970:154-248;
Williamson 1981:1,539), a set of organizational characteristics is posited
that is assumed to be functional to profit or utility maximization on the part
of decision-makers. ‘

Although the assumption about maximization is logically necessary, it
must bé combined with the concept of effective competition in order to pro-
duce a conclusion about the identical nature of individual and organiza-
tional goals. The efficiency of bureaucratic organization does not rest solely
on its allocative capacities but also on both organizational competition and
individual competition to induce persistent’attempts to grasp externalities

“(Leibenstein 1966, 1973, 1975; Jackson 1983:178-84). Characteristics such
as hierarchy, hierarchy of authority, specialization, differentiation, decision-
making rules based on the accumulation of information, expertise, carcer-
ism, and secularity are all deduced as efficient responses to ceteris paribus
conditions of effective competition and maximization of utility. In short,
bureaucratic organization or the firm, in the theory of the firm, is a heuristic
device adopted as the simplest and most efficient way to explain the relation-
ship berween variations in levels of coordination and variations or changes
in conditions. By inference, bureaucratic organization in this kind of expla-
nation Is not meant to be a concept by which to examine any real organiza-
tion either in processual or normative terms. This explanation uses price the-
ory as a model of explanation.

Precisely because of the heuristic character assigned to the organization,
this explanation is poorly equipped to examine the process of bureaucratiza-
tion and thus to provide an understanding of why it takes on different
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modes. The weakness of the explanation in this regard stems from assump-
tions utilized to create the link berween cause and effect. There are two such
assumptions: (1) decision-makers seck to maximize profit, and (2) there is
effective competition. The two must be joined since either one by itself
clearly is not sufficient to explain why changes in coordination should occur.
The explanation thus assumes a uniform set of constraints over time. It is not
atall clear that these constraints reguire any narrowly specific form of organi-
zation, They require only that decision-makers pursue profic-maximization
as their goal. Presumably, they can use any means thar existing rules allow
and they will make the most of those means if there are large numbers com-
peting. The point is, it is not necessary for this explanation ro specify any
particular form, so long as the aim is #o¢ to explain bureaucratic organization
but rather the change in coordination levels, It is merely sufficient, in a logi-
cal sense, to say that the organization is rational or umhty maxmxzmg

Due to irs heuristic “black box” approach to organizations, this view suf-
fers from the defects of its advantages. It appears to be an entirely appropri-
ate approach, if the idea is to provide a set of variables governing the rela-
tionship berween environment and levels of coordination in the manner of
price theory. It faces severe problems, however, because it views rational bu-
reaucratic organization as a category that emerges unmediated from a spe-
cific environment of the division of labor—that is, the greater the division
of labor, the greater the number of actors; the greater the need for coordina-
tion, the greater the rarionality (urility maximization) of the organization.
Orther concerns of social or collective choice do not enter into the equarion.

When it comes to the question of explaining concrere examples, this ex-
plication runs contrary to our knowledge and understanding of contempo-
rary and recent history. Even a brief glance at the historical development of
three major cases of state bureaucratic rationalization in the late nineteenth
century, France, Japan and Prussia-Germany; indicates that rationalization
did not arise unmediated from problems of coordination. In the 1870s and
38805, when state bureaucratic rationalization became instirutionalized in
these countries, problems of economic coordination (or resource allocation)
arising from an expanding division of labor were considerably fewer and less
intense than in the United States and Great Britain, where the process of in-
dustrialization was farther along (Mathias and Posran 1978; Ohkawa and
Rosovsky 1973; Landes 1965, 1969; Chandler and Daems 1980). Indeed it
was the rationalized state administration in Japan and Prussia-Germany that
undertook to subsidize and encourage the economic transformarion of soci-
ety. This developmental pattern forcefully suggests chat problems of govern-
mental coordination may not arise simply out of the failure of the marker or
politics to coordinate. Rather, such problems may be the result of self-con-
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scious decisions arrived at by rationalized bureaucratic organizations aiming
to achieve politically determined goals. In this situation, coordination prob-
lems are not the cause of bureaucratization so much as the symprom of the
bureaucratization process itself (Silberman 1982; O’Donnell 1973; Collier
1979).

The natural selection explanation raises problems in a somewhat different
direction. It fails to specify in any but the broadest terms the criteria for se-
lection and retention of bureaucratic structures. This view recognizes that
different modes of bureaucratization occur, but it doesn’t tell us why there
are systematic variations. Nor does it specify any process or mechanism to
help us undersrand why some rulers, elites, or entrepreneurs are capable of
seizing opportunities presented by the environment while others in similar
situations are not. The implication seems to be that those who are successtul
operate not only on short-term maximization of utility as everyone might
but also have specific opportunistic advantages—more information and re-
sources. Bureaucratization is thus seen as arising out of the attempt to insti-
tutionalize or stabilize organizational success. Weber's routinization of cha-
risma is an example of this approach. The problem lies, however, in
specifying the mechanism or process and the conditions which lead strategic
choosers to the same or similar choices. The systematic character of similari-
ties and variations in the history of bureaucratic evolution in the late nine-
teenth and early twentieth centuries clearly suggests nonrandom constraints
on the selection process.

One inference we might draw is that varying bureaucratic modes are se-
lected as a resulr of variations in uncertainty about organizational authority,

ower, and stability (Aldrich and Pfeffer 1976). This suggests there are close
. similarities berween this approach and the bounded rationality/uncertainty
explanation. This latter approach has been largely confined to analysis
within. the framework of the theory of the firm (Coase 1937; Williamson
1975, 1985; Marris 1964); organizational behavior theory (Simon 1976;
Cyert and March 1963; Zald 1970a; Thompson 1967; Hickson et al. 1971;
Allison 1971); and complex organizations (Gouldner 1954). Only in some
recent studies has uncertainty as a variable been utilizéd in attempting to ex-
plain systematic differences in public bureaucratic organization (Meyer and
Brown 1977; Meyer 1975, 1979; Meyer, Stevenson, and Webster 1985).

Of course, bounded rationality and uncertainty about authoriry, power,
and control is a recurrent theme in much of the historical literature on the
emergence and development of the modern state. However, uncertainty is
not viewed in a systematic way by historians. It is usually seen as a back-
ground constant against which is played out the virtuosity of historical ac-
tors. That is, historical explanations or descriptions often fail to define the
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constraints within which individuals make choices in a systematic way.
Thus, for example, where war is seen as the major dynamic driving state bu-
reaucratization, no explanation is provided as to why rationalization of bu-
reauctacy occurs the way it does. Tilly is instructive in this regard, His dis-
cussion of the emergence of “direct” rule” as an aspect of rational
administration following the French Revolution emphasizes the uncertainty
of polirical leaders as the driving force rather than war itself (Tilly
1990:109). Brewer, in his analysis of English development, describes the
cighteenth century as a period of bureaucratic rationalization. Even if we
§usp¢md d}gbc}iﬁfon' this issue, Brewer provides us with no explanation as to
why rationalization took on the pardcular forms he describes (Brewer

1989:64-87). In both cases, which are in many ways typical of historically
oriented analyses, the assumption appears to be that war and jts demand on
finances automatically produces rationalization of bureaucracy with no me-
diation. This is essentially a systemic functionalist account in which the
agents are passive objects of systemic requirements. However, there is no in-
herent logic in the demands stemming from war that requires the produc-
tion of a specific organizational structure except the argument that war cre-

tes problems of coordination. Bur this does not, for example, answer the
quastxon of why the English in the eighteenth century choose to create bu-
reaus in the form of collegial boards (Brewer 1989:83). Coordination, while
it might constrain organizational behavior in some directions, does not pro-
vide any logic for the production of the kind of structures descnbed by Tilly
or Brewer, ’

In more traditional Marxist analysis, however, there is the assumption of
rationality that is almost completely constrained and, therefore, unable to
explain the variation (Marx and Engels 1965:59; Lenin 1947). More re-
cently, there have been attempts to explain the variation in organizational
structure in terms of variations in capiralist structure and the path of capital-
ist accumulation (Johnson 1977; Carchedi 1977:127-34). This provides no

clear exphnamon about how specxﬁc p’:ths of capitalist development and
capstahst organization produce the variation in o;gvammtxoml forms that ex-
ists in a systematic way across capitalist countries, Nor does it explain why
some noncapzmhst societies hke the traditional Soviet regime underwent bu-
reaucratic rationalization sinilar to those of noncapiralist societies.

In the nonhistorical literature, analysis is rather narrowly limited to con-
temporaneous private organizations within single societies, The results are
generalizations largely deduced from scatic analysis within the framework of
market or general environmental uncertainty. These shed little light on pub-
lic bureaucracies precisely because the Jatter do not have to face conditions
Qﬁmafkct competition. Thus, if generalizations are ro be deduced, an analog
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of economic marker competition must be well specified (Niskanen 1971).
Furthermore, the static character of the analysis assumes a cezeris paribus con-
dition of uncertainty——uncertainty is seen as constant. But, as historians are
fond of poiming out, uncertainty varies over time and place as well as over a
cross section of societies, markets, or what have you (Meyer 1979:2, 5-10).

If variation occurs, then the problem is to expiam how systematic vari-
ations in bureaucratic organization occur over time in a variety of settings.
Historical case studies and descriptions of the development of the modern
state system aim to do this but err in the opposite direction. The historical
literature by and large, as I have argued, fails to provide us wich any system-
aric generalizations of process because of its inevitable emphasis on the
uniqueness of organizational development and change. There have been, as
a consequence, almost no attempts to conceptualize which elements of un-
certainty in the environment are critical to producing those outcomes we
characterize as legal-rational bureaucratic.

In sum, the existing literature suffers from both overdetermination and
underderermination. On the one hand, it cites many conditions to which ra-
rional bureaucratization is a functional response, but it does not specify any
particular set of conditions to which rational bureaucratization is a/ways the
response. On the other hand, these explanations fail to provide any adequate
proposition for why systematic differences occur across historical, cultural,

and national boundaries.

Common Themes

Some of the reasons for this continuing confusion and ambiguity with re-
“gard to state bureaucratization are parcly revealed when we look at the major
themes running through the licerature. Despite the considerable differences
between explanations, there appear to be three common themes. First, all of
them stress some aspect of uncertainty—uncertainty about availability or
proper allocation of resources, about legitimare authority, transaction costs,
organizational environment, organizational stability or managerial power or
status. Second, there seems to be common agreément that limited or
bounded rationality—that is, limitations on the availability of information
and the limited capacity to search for the best solution—of decision-makers
is 2 major facror in rational bureaucratization. Bureaucratic organizations are
scen as the response to the continuing problem of imperfections of individ-
ual decisions in situations where neicher perfect information nor a perfect
market exist. Third, all of the explanations appear to agree that internaliza-
tion is the processual means by which bureaucratization occurs. It is either a
process of internalizing positive externalities or of internalizing transaction

.
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costs, or it is the internalization of information and resonurces generally, The
internalization process is seen as the primary mechanism of response. “Ad-
aprarion” is the most commonly used word to describe this process. What-
ever the wording, agreement is widespread that internalization accounts for
the emergence of hierarchy, specialization and differenriation, career struc-
tures, and the utilization of formal rules. This process, depending on the
point of view, produces different organizational shapes: unitary or multidi-
visional (Williamson 1975; Chandler 1962, 1977); loose-rigid (Lawrﬁnce
and Lorsch 1967a, 1967b); centralized-decentralized (Pugh er al. 1968);
rall-short [hierarchies] (Woodward 1958, 1965). Whatever the shape, they
all appear ro exhibit the structured role characreristics implied by Weber’s
description (Manshield 1973; Aldrich and Pfeffer 1976; Perrow 1986
[1972]).

The presence of these themes over a wide variety of explanations reveals
the long-standing debate in organizational theory abour whar it is that con-
strains organizational emergence and change. The debare revolves around
whether: (1) rational straregic choices of decision-makers secking to maxi-
mize their and their organization’s interests; or, (2) environmental facrors to
which organizations respond in the systemic pursuir of survival and growth,
are chiefly responsible for molding the shape of organizations (Astley and
Van de Ven 1983). In terms of the paired notions of bounded rarional-
ity/uncertainty, the debate is focused on the question of whar constrains de-
cisions—the role and nature of the decision-maker or the environment.
From the point of view of internalization, the debate centers on whar shapes
process—the maximization of the decision-makers’s usility or environ-
mental demands which enforce systemic maximization of uriliry. Thus,
whiirf there seems to be agmement on the central factors in the emergence of
organizational rationality, wide differences remain in explanation, dcpcnd»
ing upon which side of the debate one stands.

The problem is, however, that a commitment to either side makes it im-
possibic to explain the existence of the two major modes of srate bureaucra-
tization. To depend only on rational choice arguments withour specifying
different environmental states is to 1gnor«; differences in the institutionaliza-
tion f rational bureaucratic modes and to seek explanations only at the most
general level. Environmental states provide a powerful variable in the search
for explanations as to variations in modes of bureaucratization. At the other
exereme, to depend solely on macro constraints invites the criticism thac all
one has said is that different environments produce different modes of insti-
tutionalization. This does not tell us what factors in the environment vary
systemamcaliy so as to produce different modes Suchan app;oach must rely

on some notion of organizational or emergen t rationality distince from those
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who make and organize its decisions. This would have strong appeal, had we
some clearer understanding of how such emergent properties worked, so as
to allow us to distinguish between more or less structured rationality, In the
last analysis, macro explanations centering on environmental forces lead
only to rather gross distinctions berween more or less complex or uncertain
environments and thus help explain, as Weber did, the differences between
patrimonial and rational bureaucratic administrations. Reliance on either
one or the other explanatory approach, therefore, leaves us in the dark about
the whole process of rational bureaucratization in the state and why it should
take on the general and specific forms we observe. :
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18 INTRODUCTION |

Among the besi-known of Weber's generalizations is that whick bolds that
the bureancratic machine will ordinarily continue to operate essentinlly un-
changed even in the face of revolutionary changes in the society. On the
busis of case wmaterials dealing with the transformation of bureancracies
during the National Socialist vegime, Burin demonstrates that Weber's hy-
pothesis involved an over-estimute of the political importance of ihe tech-
mical knowledge possessed by the bureaucvatic expert. Awd Gouldner
draws upon vecemt studies of industrial ovgonization to re-examine Weber's
characterization of bureaucracy, particularly the “norm of impersonality.”

Supplementing these discussions of Weberign theory is Simow's critical
review of bureaucratic theory curyent among students of administration,
designed to clarify some of the mujor comcepts presently employed in the
study of bureaucracy.

THE ESSENTIALS OF BUREAUCRATIC @Q@AN?ZAN@N:
AN IDEAL-TYPE CONSTRUCTION

Max Weber

The effectiveness of legal authomty rests on the acceptance of the validity
of the following mumaﬂy inter- d@pcmﬁmt idess.

. That any given legal norm may be established by agreement or by
nnposmm on grounds Of mpedmncy or rational values or both, with a
claim to obedience ar least on the part of the members of the Lorpomtc
group. This is, however, nsually extended to include all persons within the
sphere of authority or of power in question»«wwhich in the case of territorial
bodies is the territorial area—who stand in certain social relationships or
carry out forms of social action which in the order govmnmg the corporate
group have been declared to be relevant.

2. That every body of law consists essentially in a wm;stcnt system of
abstract rules which have nmmaﬂy been mtentmna]ly established. Ef urther-
more, administration of law is held to consist in the application of these rules
o particular cases; the administrative process is the rational pursuic of the
interests which are specified in the order governing the corporate group
within the limits laid down by legal precepts and following principles which

Reprinted from The Theory of Social and Economic Organization (Trans. A. M. Hen-
derson and Talcott Parsons, ed. Talcott Parsons), PP. 329-340, by permission of the
publisher. (Copyright, 1947, by the Oxford University Press.)
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are capabla of gencmhzed f()rmulamon and are approved in the order gov-
ermng the group, or at least not dzsappmved in it
. ‘That thus the typical person in authority occupies an “office.”” In the
ctmn associated with his status, mcludmg the commands he issues to others,
he is subject to an impersonal order to which his actions are oriented. This
is true not only for persons excrcising Iegal authority who are in the usval
sense “‘officials,” but, for instance, for the elected presldcnt of a state.
4. That the person who obeys authomy does so, as it is usually stated,
only in his capacnty as a “member” of the corpomte group and what he
obeys is only “the law.” He may in this connexion be the member of an
association, of a territorial commune, of a church, or a citizen of a state.
5. In (.onfornnty with point 3, it is held that the members of the cor-
porate group, in so far as they obey a person in authority, do not owe this
obedience to him as an individual, but to the impersonal ordcr. Hence it

follows that there is an “obligation to obedmnce ‘only within the sphere of |
the rationally ¢ dehmlted authority Whlch Jin terms of the orde1 bas been

conferred upon him.

The following may thus be said to be the fundamental categories of ra-
tional legal anthonty —

(1) A continuous organization of official functions bound by rules.

() A spemﬁed sphere of competence. This involves (a) a sphere of
obhgamons to perform functions which has been marked off as part of a
systematic division of labour. (b) The provision of the incumbent with the
necessary authomty to carry out these functions. (c¢) That the necessary
means of compulsmn are clequy defined and their use is sub]ect to definite
condmons. A unit exercising authomry which is organized in this way will
be called an “administrative organ.”

There are administrative organs in this sense in large-scale private organi-
zations, in parties and armies, as well as in the state and the church. An
elected president, a cabinet of ministers, or a body of elected representatives
also in this sense constitute administrative organs. This is not, however, the
place to discuss these concepts. Not every administrative organ is provided
with compulsory powers. But this distinction is not important for present
purposes.

(3) The organuatlon of ofﬁces follows the Prmcxple of hierarchy; that
is, each lower office is under the control and supervmon of a hlgher one.
There is 2 nght of ¢ appe: il and of statement of gncvanccs from ‘the lower to
the’ hjghcr, Hierarchies differ in respect to whether and in what cases com-
plints can lead to a ruling from an authority at various points higher in the
scale, and as to whether changes are imposed from higher up or the respon-
sibility for such changes is left to the lower ofﬁce, the conduct of which
was the subject of complaint. .

(4) The rules which regulate the conduct of an office may be technical

o
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xuies or norms.* In §3oth cases, if thcix 3pphcmon is to be full y w;mna.i

H
i
£

Sp@maived training is necessary. It is ehus normal y true that on}y a person
who has demonstrated an czdeqmte technical training is qualified to be a
member of the administrative seaff of such an organized group, and hence

Only such persons are eligible for appointment to official positions. The ad-
ministrative staff of a rational corporate group thus typically consists of
oﬂicmis, » whether the organization be devoted to political, religious, eco-
nomic—in particular, capitalistic—or other ends. :
(5) In the mtional type it is a matter of priﬂcipie that the mambers of

the means ot pmduaimn or admmmtxamon. Ofﬁcml&, employees, and work-
ers a?:i,;icn@d to the aumimstmcive chlﬁf do not themselves own the non-
human means of production and administration, These are rather provided
? for their use in kind or in money, and the official is obligated to render an
accounting of their use. There exists, furthermore, in plmmple complete
separation of the property bciongmg to the ‘organization, which is controlled
mthm the Sph(ii% of oﬁ’:ice and the personal property of the oﬁima} which
is avaﬁqble for his own pmvate uses, There is a corresponding sepmamon of
the pidce in which official functions are carried out, the “office” in the sense
of premlses from living- quarters, T

(6) In the mqu;?} t‘:ypf: case, thmc isalso a ‘complete absence of appro-
priation of his official position by the incumb ,Where mghts to an
office exist, as in the case of judges, and let‘ent}y of an mmmsmg proportion
of officials and even of workers, they do not normally serve the purpose of
appropriation by the oflicial, but of securing the purely objective and inde-
pendent character of the conduct of the office so that it is oriented only to
the relevant norms.

( 7) Administrative acts, decisions, and rules are tormulated and recorded
in writing, even in case es where oral discussion is the rule or is even manda-
tory. This applies at least to prehmma};y dzscussmms and proposals, to final
decisions, and to all sorts of orders and rules. The combination of written
documents and a continuous organization of official func:tmm constitutes the
"“efﬁccf 2 which is the central focus of all types of modern cor porate action.

- Weber does not explain this distinction, By a “technical rule” he probably means
2 mescnbed course of action which is dieraced primarily en grmm&c rouching efficiency
of the performance of the immediate functions, while’ by “norms” he probably means
rules which limir conduct on grounds othes than those of efficiency. Of course, in one
sense all rules are norms in that they are prescriptions for conduet, wnformxty with
which is problematical.—Ed, [Parsons.]

2. Bureau. It has seemed necessary to use the English word “office” in three different
meanings, which are distinguished in Weber’s discussion by at least two tevms, The first
is Az, which means “office” in the sense of the institutionally defined status of a person.
The second is the “work premises” as in the expression “he spent the afternoon in his
office.” For this Weber uses Burear as also for the third meaning which he has just
defined, the m:gam zed work process of a gronp.” Tn this last se

lar type of “organizarion,”’ ox Rerrieb in Weber's sense. "Lhis use
yP 5

is established in Enghsh
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- (8) Legal authority can be exercised in a wide variety of different forms
which will be distinguished and discussed later. The following analysis will
be deliberately confined for the most part to the aspect of imperative co- |
ordination in the structure of the administrative staff. It will consist in an
analysis in terms of ideal types of officialdom or “bureaucracy.”

In the above outline no mention has been made of the kind of supreme
head appropriate to a system of legal authority. This is a consequence of
certain considerations which can only be made entirely understandable at
a later stage in the analysis. There are very important types of rational im-
pefatwe co-ordination whzch with respect £o the ultima
ity, belong to_other categories. This is true of the hereditary charismatic
w‘tyjpe, as illustrated by bereditary monarchy and of the pure charismatic type
of a pres;dent chosen by plebiscite. Other cases involve rational elements at
unportant points, but are made up of a combination of bureaucratic and
charismatic components, as is true of the cabinet fo nt. Still
others are subject to the authomty of the chief of other corporateﬂgroups,
whether their character be charismatic or bureaucratic; thus the formal head
of a government department under a parliamentary regime may be a min-
ister who occupies his position because of his authority in a party. The type
of rational, legal administrative staff is capable of application in all kinds of
situations and contexts. It is the most important mechanism. for the adminis-
tration of everyday profane affairs. For in that sphere, ;he exercise of au-
thomty and, more broadly 1mperat1ve co«ordmmon, comszsts preczsely n -
administration.

The purest type of exercise of legal fxuthority is that which emp oys 2
bureaucratic admmxstmtlve staff. Oz}ly the supreme chief of the organization
occupies his position of authority by virtue of appropriation, of election, or

" of having been designated for the succession. But even bis authority consists
in a sphere of legal “competence. » The whole administrative staff under the
supreme authomty then consists, in the purest type, of individual officials
who are appointed and function according to the followmg criteria: &

(1) They are personally free and subject to authority only with. respect
to their impersonal official obhganons

> (2) They are organized in 2 clearly defined hwmrchy of offices.

(3) Each office  ‘clearly defined sphere’ ()f""”""l r__pwmnce in the legal
sense,

(4) The office is filled by a free contractual relationship. Thus, in prin-

ciple, there is free selection.
(5) Candidates are selected on the basis of technical qualificacions, In

in such expressions as “the District Attorney’s Office has such and such functions.”
Which of the three meanings is involved in a given case vnll generally be clear from

the context—Ed. [Parsons.]
3. This characterization applies to the “monocratic” as opposed to the * collﬁglal”

type, which will be discussed below.
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the most rational case, this is tested by examination or guaranteed by diplo-
mas certifying technical training, or both. They are appointed, not elected.
. (6) They are remunerated by fixed salaries in money, for the most part
with a right to pensions. Only under certain circumstances does the employ-
ing authority, especially in private organizations, have a right to terminate
the appointment, but the official is always free to resign. The salary scale is -
primarily graded according to rank in the hierarchy; but in addition to this -
criterion, the responsibility of the position and the requirements of the in- -
cumbent’s social status may be taken into account.
{7) The office is treated as the sole, or at least the primary, occupation .

of the incumbent. ~ -
(8) It constitutes a carcer. Chere is a system of “promotion” according -

to seniority or to achievement, or both. Promotion is dependent on the |
judgment of superiors. -
(9) The official works entirely separated from ownership of the means

of administration and without appropriation of his position.
(ro) He is subject to strict and systematic discipline and control n the |

conduct of the office. |

This type of organization is in principle applicable with equal facility to -
a wide variety of different fields. It may be applied in profit-making business
or in charitable organizations, or in any number of other types of private
enterprises scrving ideal or material ends, Tt is equally applicable to political
and to religious organizations. With varying degrecs of approximation to a
pure type, its historical existence can be demonstrated in all these fields.

. For example, this type of bureaucracy is found in private clinics, as
well as in endowed hospitals or the hospitals maintained by religious orders. -
Bureaucratic organization has played a major role in the Catholic Church. It
is well illustrated by the administrative role of the priesthood i the modern
church, which has expropriated almost all of the old church benefices, which ,
were in former days to a large extent subject to private appropriation. It is
also illustrated by the conception of the universal Episcopate, which is
thought of as formally constituting a universal legal competence in religious
matters. Similarly, the doctrine of Papal infallibility is thought of as in fact
involving a universal competence, but only one which functions “ex -
cathedra” in the sphere of the office, thus impiying the typical distinction -
between the sphere of office and that of the private affairs of the incumbent,
The same phenomena are found in the Jarge-scale capitalistic enterprise; and
the larger it is, the greater their role. And this is not less trae of political
parties, which will be discussed separately. Finally, the modern army is |
essentially a bureaucratic organization administered by that peculiar type of
military functionary, the “officer.” ‘

2. Bureaucratic authority is carried out in its purest form where it is

most clearly dominated by the principle of appointment. There is no such

S
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- thing as a hiﬁramhy of elected officials in the same sense as there is a hier-
archical mgamzamon of appomted officials. In the first place, election makes
it mlpossm}e to attain a strmgency of dxsmphne even approachmv that in
the appointed type. For it is open to a subordinate official to compete for
elective honours on the same terms as his superiors, and his prospects are
not dependent on the superiot’s judgment.

3. Appointment by free contract, which makes free selection pomble
is essential to modern bureaucracy. Where there is a hierarchical organiza-
tion with impersonal spheres of competence, but occupzed by unfree officials |
~like slaves or dependf;rx S, who ‘however, functlog in a formally bureau- |
’cramc manner—the term pammoma} bureaucracy will be used.

4. The role of ‘technical quahﬁcamns in bureaucratic organizations s
conmnually increasing. Even an official in a party or a trade-union organiza-
ton is in need of specialized knawiedoe, though it is usually of an empirical
character, developed by experience, rather than by formal training. In the
modern state, the only “offices” for which no techmcal qt ifications are
required a 0 :
they are “officials” only in a formal sense, and not 5ubstant1vely, as is true
of the managmg director or presxdent of a large business corporation. There
is mo question but that the “position” of the capitalistic entrepreneur is as
deﬁmteiy appropmated as is that of a monarch. Thus at the top of a bureau-
cratlc orgam?atlon, there is necessarsly’ an element whlch 15 at Ieast not purely
gegory of bureaucracy is one applying only to the exer-

c;qnt:rol by means of a particular kind of administrative staff

5. The bureaucratic official normally receives a ﬁxed salary By contras,
squirces of income which are privately appropmated will be called “benefices.”

Bureaucratic salaries are also normally paid in money. Though this is not
essential to the concept of bureaucracy, it is the arrangement which best fits
the pure type. Payments in kind are apt to have the character of benefices,
and the receipt of a benefice normally implies the appropriation of oppor-
tunities for earnings and of positions. There are, however, gradnal transi-
tions in this field thh many intermediate types. Appropriation by virtue of
leasing or sale of offices or the pledge of income from ofﬁce are phenomena
foreign to the pure type of bureaucrac:}

6. “Offices” which do not constitute the incumbent’s principal occupa-
tion, in particular “honorary” offices, belong in other categories. . . . The
typical “bureaucratic” official occupies the office as his principal occupation.

7. With respect to the separation of the official from ownership of the
means of administration, the sitnation is essentially the same in the field of
public administration and in private bureaucratic orgamzatiom such as the
large-scale capitalistic enterpnse

8. ... At the present time [colleglal bodies] are rap1dly decreasing in.
importance in favom of types of organization which are in fact, and for the
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most part formally as well, :aub}c,a,t: to the authority of a Lﬂngk head. For in-
stance, the golleglal ‘governments” in Prussia have long since given way to
the monocratic “district president.” The decisive factor in this development
has been the need for rapid, clear decisions, free of the neccsmty of com-
promise between different opmmm and also free of shifting ma}ormes

9. The modern' army officer is a type of appointed official who is clearly
marked off by certain class distinctions . ., Tn this respece such officers differ
radlcali_}/ from elected zmhtar} leaders, from charismatic condottieri, from .

the type of officers who récruit and lead mercenary armies as.a capitalistic
enterprise, and, finally, from the incumbents of commissions which have
been pumhaaed Ehczm may be gradual transitions between these types. The
patmmomal wtamer " who is i»(:pamteci from the means of cariymg out his
function, and the pmpuei:or of a mercenary army for gapxtahstic purposes
have, qiong with the private capitalistic entrepreneur, been pioneers in the
orgmxzmon of the modern type of bureaucracy. .

Trar Monocratic TYPr or BUREAUCRATIC AﬁMWMRA’UON Experience
tends nniversally to show that the purcly bureaucratic type of administra-
tive organization—that is, the monocratic variety of buwaucracywls, from a
purely technical point of view, capable of atraining the highest degree of

’ efﬁcmncy and is in this sense formaﬂy the most rational known means of

[fcarrying out zxnpc:f ngs. It is sugermr to any
other form in pmcxsmn 'in stabi 1ty, in the st:rlngenc.,y of its discipline, and
in its reliability. It thus males p@s&ble a pam;whﬂy high degree of caleu-
lability of results for the heads of the Orgﬂziz?aaon and for those au,mé) in
relation to it. It is finally supemor both in intensive efficiency and in the
scope of irs operations, and is formally capable of application to all kinds of
administrative tasks. .

The developmen‘n of the modern form of the oryamzatz@n of corporate
groups in all fields is no thing less than identical with the development and
continual Spread of bureaucratic administration. This is true of church and
state, of armies, political putxcs economic enterprises, organizations to pro-
mote all kinds of causes, private associations, clubs, and many others, Its de-
velopment is, to take the most striking case, the most crucial phenomenon of
the modern ”W'estem state. However many forms there may be which do
' mot appear to fit this pattern, such as collegial representative bodies, par-
 llamentary committees, soviets, honorary’ oﬁiwrs iay judges, and What not,
and however much people may complain about thi, ‘evils of bureacuracy,”
it would be sheer illusion to thmk for a moment that continuous adminis-
, trative work can be carried out in any fi except by means of officials
workmg in offices, The whole pattern of everyday life is cuc to fic this
framework, For bureaucratic administration is, other things being equal,
always, from a formal, technical point of view, the most rational type. For -
the nceds of mass admxmstfamou to- d&.}, Ht 15 uomp}ctely mchspenmble The
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_choice is only that between bureaucracy and dilettantism in the field of”
"admlnistration

The .primary source of the superiority of bureaucratic administration
lies in the role of techmca} knowiedge “which, through the developmcnt of
modern teuhnoloc‘y ‘and business methods in the plOdﬂCthﬂ of goods, has
become completely mdxspensqble. In this respect, it makes no difference

whether the economic system is organized on a. capitalistic or a socialistic
hasis. Indeed, if in the latter case a compamble level of technical efficiency
were to be achieved, it would mean a tremendous increase in the importance
of specialized bureaucracy.

When those subject to bureancratic control seek to escape the influence
of the existing bureancratic apparatus, this is normally possible only by cre-
ating an organization of their own which is equally subject to the process of
bureaucratization. Similarly the existing bureaucratic apparatus is driven to
continue functioning by the most powerful interests which are material and
objective, but also ideal in character, Without it, a society like our own—
with a separation of officials, employees, and workers from ownership of
the means of administration, dependent on discipline and on technical train-
,ing—could no lenger function. The only exception would be those groups,
! such as the peasantry, who are still in possession of their own means of sub-
“sistence. Even in case of revolution by force or of occupation by an enemy,
i the bureancratic machinery will normally continue to function just as it has

for the previous legal government.

The question is- always who controls the existing bureaucratic machin-
ery. And such control is possible only in a very limited degree to persons
who are not technical specialists. Generally spea}{mg, the trained permanent
oiﬁcxa’x is more likely to get his way in the long run than his nominal supe-
mor, the Cav inet minister, who is not a specialist,

. Though by no means alone, the capitahstu, system has undeniably played
a major role in the development of bureaucracy. Indeed, without it capital- '
istic production could not continue and any rational type of socialism would
have simply to take it over and increase its importance. Its development,
1argelV under capltahsnc quspmcb, has created an urgent : need for stable,
strict, mtenswe and calcnlable admlmstratlon. Tt is this need which gives
: bureaucracy a crucial role in our society as the central element in any kind
of large-scale administration. Only by reversion in every ﬁeldwpohtlcal reli-
gious, economic, etc. wtonsmallfscaie o”rgan uld it be possﬂ)le to
any conmderable nt to escape its influence. On the one hand, capitalism
of devempment strongly tends to foster the develop«
- of bureaucra y,“\though both capitalism and bureaucra(.y ‘have arisen
from many different historical sources. Conversely, capitalism is the most
ratmnal cconomic basis for bureaucratic administration and enables it to
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davoiup in the most rational form, especia Iy because, from a fiscal point of
view, it supplies the necessar Y IMOney resources.

Along with these fiscal conditions of efficient bureatcratic administra-
tion, there are certain axmcmc}y importam conditions in the fields of com-
mumcamon and transportation. "The precision Gf its funcmomng requires the

- services of the railway, the tclegraph and the telephone, and becomes in-
creasmglv dependent on them, A socialistic form of organization would not
alter this fact. It would be a question whether in a socialistic system it would
be possible to provide conditions for carrying out as stringent bureaucratic
organization as has been possible in a capitalistic order. For socialism would,
in fact, require a still higher degree of formal bureaucratization than capi-
talism, If this should prove not to he pO‘S‘:ibl@ it would demoq“m the ex-
istence of another of those fundamental elements of irrationality in social
systems—a conflict between formal and substantive rationality of the sort
which sociology so often encounters.

; Bureaucratic admzmsmmon means fundamental iy the exercise of control

jon the basis af knowlsdgﬁ "This is the feature of it which makes it 5peuf -

‘cally rational. This consists on the one hand in technical knowledge which,
by itself, is sufficient ro ensure it a posmon of @xtmordmary power. But in
addition to this, bureaucratic organizations, or the holders of power who make
use of them, have the ¢ tendency to increase their power still further 1 by the
knowﬂledge growing out of experience in the service. For they acqulre through
the conduct of office a special knowledge of facts and have available a
store of uewmf*nm;y material peculiar to %:hcms 2lves. While not pe culiar to
hureaucratic orgamzamons the concept of “oﬁicml secrets” is certainly typi-
cal of them. It stands in relation to technical knowledge in somewhat the

. same position as commercial secrets do to technological training. Itis a prod-
uct of the smvmg for power.

Bureaucracy is superior in knowledge, inciuc"iing both technical knowl-
edge and knowledge of the concrete fact within its own sphere of interest,
which is usnaily confined to the interests of a private business—a capital-
istic-enterprise. The capmabsmc entreprenenr is, in our society, the only type
who has been able to maintain at least relative i immunity from subjection to
the control of rational bureaucratic knowiedge All the rest of the populq«»
tion have tended o be Uigazuzsu in la‘i:’ge"S(:am carparatc groups which are
inevitably sub)cct to bureaucratic control. This is as inevitable as the domi-
nance of precision machinery in the mass production of goods,

"The following are the principal more general social consequences of
bureaucratic control:—

(1) The tendency to “levelling” in the interest of the bl oadcst possible
bams of recrmtmc;nt m terms of techmcal compatence.

(z\ “The mndmcv to ﬁ?n“mr‘rimy grnwma out of the it
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SOME OBSERVATIONS ON WEBER'S ANALYSIS OF BUREAUCRALY 7
“est possible length of technical training. To-day this often lasts up to the age
~of thirty.

(3) “The dominance of a spirit of formalistic impexsonality, “Size ira et
sizidio,” without hatred or passion, and hence without affection or enthusi-
asm. The dominant norms arc concepts of straightforward duty without re-

gard to personal ¢ nsiderations. Everyone is subject to formal equality of -

treatment; that is, everyone in the same empirical situation. This is the spirit
in which the ideal official conducts his office.

SOME OBSERVATIONS ON WEBER'S ANALYSIS
OF BUREAUCRACY

Carl ]. Friedrich

‘Max Weber’s analysis of bureaucracy is one of the central points in his
general sociology. His key concept of rationalization as a distinctive feature
of modern society, especially as linked to his notion of a de-mystification
of the world (Entzauberung der Welt), finds one of its concrete mani-
festations in bureaucracy and burcaucratization. Here lies one of the im-

ortant limits of his analysis; for this notion of a progressive rationalization
and de-mystification, while more sophisticated, is linked to the earlier and
more grandiloquent sociological system of 4 Comte with its universal prog-
reds toward an intellectually conceived goal.

Rationalization and de-mystification are in rurn linked to Weber’s em-
phasis on power (Macht) in all social relationships, and receive their
methodological patterning from his concept of an “ideal type,” To deal
with the second aspect first, this methodological concept of “ideal types”
has aroused a good deal of specularion and controversy. Neither the careful
analysis of von Schelting * nor the thoughtful commentary by Parsons?

This paper was written especially for this volume. The critical assistance of Theodore
S. Baer is gratefully acknowledged,

1. A, von Schelting, “Die logische Theorie der historischen Kaulturwissenschaften
von Max Weber,” Archiv fiir Sozialwissenschaft und Sozialpolitik, Vol. 49, and Max
Weber, Gesammelte Aufsitze wur Wissenschaftslebre, pp. 320 1L, :

2. Talcott Parsons, The Structure of Social Action (1937), pp. 6ot ff. Limitations of
space prevent a detailed analysis of this discussion, but it might be well to remark that
Parsons, after outlining whart an ideal type is 20t, namely (1) an hypothesis, (z) a thing
or process, (3) a Gattungsbegriff as an average, nor (4) a Garungsbegriff as a collec-
tion of common traits, agrees with von Schelung that there are two kinds of ideal types,
(2) generalizing and (b) individualizing concepts. Leaving aside the latter, of which
“modern capitalism” may be considered an illustration, and turning to the. generalizing
type of which “bureaucracy” is presumably a case, Parsons suggests that “a general ideal
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The Proverbs of Administration

By HERBERT A. SIMON

Associate Professor of Politicel Science
Hlinois Institute of Technology

FACT about proverbs that greatly
enhances their quotability is that
they almost always occur in mutu-
ally contradictory pairs. “Look before you
leap!”~but “He who hesitates is lost.”

This is both a great convenience and a
serious defect—depending on the use to
which one wishes to put the proverbs in
question. If it is a matter of rationalizing
behavior that has already taken place or
justifying action that has already been de-
cided upon, proverbs are ideal. Since one
is never at a loss to find one that will prove
his point—or the precisely contradictory
point, for that matter—they are a great help
in persuasion, political debate, and all
forms of rhetoric,

But when one seeks to use proverbs as
the basis of a scientific theory, the situation
is less happy. It is not that the propositions
expressed by the proverbs are insufficient;
it is rather that they prove too much. A
scientific theory should tell what is true but
also what is false, If Newton had announced
to the world that particles of matter exert
either an attraction or a repulsion on each
other, he would not have added much to
scientific knowledge. His contribution con-
sisted in showing that an attraction was ex-
ercised and in announcing the precise law
governing its operation.

Most of the propositions that make up
the body of administrative theory today
share, unfortunately, this defect of prov-
erbs. For almost every principle one can
find an equally plausible and acceptable
contradictory prmc1ple Although the two
principles of the pair will lead to exactly

»

e
=

opposite organizational recommendations,
there is nothing in the theory to indicate
which is the proper one to apply.*

It is the purpose of this paper to substan-
tiate this sweeping criticism of administra-
tive theory, and to present some suggestions
—perhaps less concrete than they should be
—as to how the existing dilemma can be
solved.

Some Accepted Administrative
Principles

MONG the more common ‘“principles”
that occur in the literature of admin-
istration are these:

1. Administrative efficiency is increased
by a specialization of the task among the
group.

2. Administrative efficiency is increased
by arranging the members of the group in
a determinate hierarchy of authority.

. Administrative efficiency is increased
by limiting the span of control at any point
in the hierarchy to a small number.

4. Administrative efficiency is increased
by grouping the workers, for purposes of
control, according to (a) purpose, (&) proc-
ess, (¢) clientele, or (d) place. (This is really
an elaboration of the first principle but de-
serves separate discussion).

Since these prmmpies appear relauvely,
simple and clear, it would seem that their
application to concrete problems of admin-

* Lest it be thought that this deficiency is peculiar to
the science—or “art”—of admxmstratmn, it should be

" pointed out that the same trouble is shared by most

Freudian psychological theories, as well as by some
saciological theories,
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istrative organization would be unambigu-
ous and that their validity would be easily
submitted to empirical test, Such, however,
seems not to be the case. To show why it
is not, each of the four principles just listed
will be considered in turn.

Specialization. Administrative efficiency
is supposed to increase with an increase in
specialization. But is this intended to mean
that any increase in specialization will in-
crease efficiency? If so, which of the follow-
ing alternatives is the correct application
of the principle in a particular case?

1. A plan of nursing should be put. into effect
by which nurses will be assigned to districts and
do all nursing within that district, including school
examinations, visits to homes or school children, and
tuberculosis nursing,

2. A functional plan of nursing should be put
into effect by which different nurses will be as-
signed to school examinations, visits fo homes of
school children, and tuberculosis nursing. The
present method of generalized nursing by districts
impedes the development of specialized skills in the
three very diverse programs.

Both of these administrative arrange-
ments satisfy the requirement of specializa-
tion—the first provides specialization by
place; the second, specialization by func-
tion. The principle of specialization is of no
help at all in choosing between the two
alternatives.

It appears that the simplicity of the prin-
ciple of specialization is a deceptive sim-
plicity—a simplicity which conceals funda-
mental ambignities. For “specialization” is
not a condition of efficient administration;
it is an inevitable characteristic of all group
effort, however efficient or inefficient that
effort may be. Specialization merely means
that different persons are doing different
things—and since it is physically impossible
for two persons to be doing the same thing
in the same place at the same time, two
persons arc always doing different things.

The real problem of administration,
then, is not to “‘specialize,” but to specialize
in that particular manner and along those
particular lines which will lead to adminis-

trative efficiency. But, in thus rephrasing
this “principle” of administration, there has
been brought clearly into the open its fun-
damental ambiguity: “Administrative effi-
ciency is increased by a specialization of the
task among the group in the direction
which will lead to greater efficiency.”
Further discussion of the choice between

-competing bases of specialization will be

undertaken after two other principles of
administration have been examined.
Unity of Command. Administrative effi-
ciency is supposed to be enhanced by ar-
ranging the members of the organization in
a determinate hierarchy of authority in or-
der to preserve ‘“‘unity of command.”
Analysis of this “principle” requires a
clear understanding of what is meant by
the term “authority.” A subordinate may
be said to accept authority whenever he
permits his behavior to be guided by a

_decision reached by another, irrespective

of his own judgment as to the merits of that
decision.

In one sense the principle of unity of
command, like the principle of specializa-
tion, cannot be violated; for it is physically
impossible for a man to obey two contra-
dictory cornmands—that is what is meant by -
“contradictory commands.”” Presumably, if
unity of command is a principle of admin-
istration, it must assert something more
than this physical impossibility. Perhaps it
asserts this: that it is undesirable to place
a metber of an organization in a position
where he receives orders from more than
one superior. This is evidently the meaning
that Gulick attaches to the principle when

he envus
2d8e el yag

The significance of this principle in the process
of co-ordination and organization must not be Jost
sight of. In building a structure of co-ordination,
it is often terupting to set up more than one boss
for a man who is doing work which has more
than one relationship. Even as great a philosopher
of management as Taylor fell imto this error in
seiting up separate foremen ta deal with machinery,

- with materials, with speed, etc., each with the power

of giving orders directly to the individual work-

9 bRy
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man. The rigid adherence to the principle of unity
of command may have its absurdities; these are, how-
ever, unimportant in comparison with the certainty
of confusion, inefficiency and irresponsibility which
arise from the violation of the principle.?

Certainly the principle of unity of com-
mand, thus interpreted, cannot be criticized
for any lack of clarity or any ambiguity.
The definition of authority given above
should provide a clear test whether, in any
concrete situation, the principle is observed.
The real fault that must be found with this
principle is that it is incompatible with the
principle of specialization. One of the most
important uses to which authority is put in
organization is to bring about specialization
in the work of making decisions, so that
each decision is made at a point in the or-
ganization where it can be made most ex-
pertly. As a result, the use of authority
permits a greater degree of expertness to
be achieved in decision-making than would
be possible if each operative employee had
himself to make all the decisions upon
which his activity is predicated. The in-
dividual fireman does not decide whether
to use a two-inch hose or a fire extinguisher;
that is decided for him by his officers, and
the decision is communicated to him in the
form of a command. :

However, if unity of command, in
Gulick’s sense, is observed, the decisions
of a person at any point in the administra-
tive hierarchy are subject to influence
through only one channel of authority; and
if his decisions are of a kind that require
expertise in more than one field of knowl-
edge, then advisory and informational serv-
ices must be relied upon to supply those
premises which lie in a field not recognized
by the mode of specialization in the or-
ganization. For example, if an accountant
in a school department is subordinate to an
educator, and if unity of command is ob-
served, then the finance department cannot

3 Luther Gulick, “Notes on the Theory of Organiza-
tion,” in Luther Gulick and L. Urwick (eds.), Papers on

the Science of Administration (Institute of Public Ad-
ministration, Columbia- University, 1987}, p. 9.

bb

issue direct orders to him regarding the
technical, accounting aspects of his work.
Similarly, the director of motor vehicles
in the public works department will be un-
able to issue direct orders on care of motor
equipment to the fire-truck driver.?

Gulick, in the statement quoted above,
clearly indicates the difficulties to be faced
if unity of command is not observed., A
certain amount of irresponsibility and con-
fusion are almost certain to ensue. But per-
haps this is not too great a price to pay for
the increased expertise that.can be applied
to decisions. What is needed to decide the
issue is a principle of administration that
would enable one to weigh the relative ad-
vantages of the two courses of action. But
neither the principle of unity of command
nor the principle of specialization is helpful
in adjudicating the controversy. They
merely contradict each other without indi-
cating any procedure for resolving the con-
tradiction. :

1f this were merely an academic con-
troversy—if it were generally agreed and
had been generally demonstrated that unity
of command must be preserved in all cases,
even with a loss in expertise—one could
assert that in case of conflict between the
two principles, unity of command should
prevail. But the issue is far from clear, and
experts can be ranged on both sides of the
controversy. On the side of unity of com-
mand there may be cited the dictums of
Gulick and others.® On the side of speciali-
zation there are Taylor’s theory of func-
tional supervision, Macmahon and Millett’s
idea of “dual supervision,” and the practice
of technical supervision in military organi-
zation.*

This point is discussed in Herbert A.: Simon “De-
cision-Making and Administrative Organization,” 4
Public Administration Review 20-21 (Winter, 1944).

3 Gulick, “Notes on the Theory of Organization,” p.
9; L. D. White, Introduction to the Study of Pub;;c‘
Administration (Macmillan Co., 1980), p. 45.

* Frederick W. Taylor, Shop Management (Harper %
Bros., 1g11). p. 99; Macaopahon, Millett, and Ogden
The Administration of Federal Work Relief (Public
Adrinistration Service, 1941), pp. 265-68; and L. Ur-
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It may be, as Gulick asserts, that the no-
tion of Taylor and these others is an
“error.” If so, the evidence that it is an
error has never been marshalled or pub-
lished—apart from- loose heuristic argu-
ments like that quoted above. One is left
with a choice between equally eminent
theorists of administration and without any
evidential basis for making that choice.

What evidence there is of actual adminis-
trative practice would seem to indicate that
the need for specialization is to a very large
degree given priority over the need for
unity of command. As a matter of fact, it
does not go too far to say that unity of
command, in Gulick’s sense, never has ex-
isted in any administrative organization. If
a line officer accepts the regulations of an
accounting department with regard to the
procedure for making requisitions, can it
be said that, in this sphere, he is not sub-
ject to the authority of the accounting de-
partment? In any actual administrative
situation authority is zoned, and to main-
tain that this zoning does not contradict the
principle of unity of command requires a
very different definition of authority from
that used here. This subjection of the line
officer to the accounting department is no
different, in principle, from Taylor’s recom-
mendation that in the matter of work pro-
gramming a workman be subject to one
foreman, in the matter of machine opera-
tion to anocther. -

The principle of unity of comand is per-
haps more detensible if narrowed down to
the following: In case two authoritative
commands conflict, there should be a single
determinate person whom the subordinate
is expected to obey; and the sanctions of
authority should be applied against the sub-
ordinate only to enforce his obedience to
that one person.

If the principle of unity of command is_

more defensible when stated in this limited

wick, who describes British army practice in “Organiza-
tion ag a Technical Problem,"” Gulick and Urwick (eds.),

op. ity pp. G7-6y.

form, it also solves fewer problems. In the
first place, it no longer requires, except for-
settling conflicts of authority, a single hier-
archy of authority. Consequently, it leaves
unsettled the very important question of
how authority should be zoned in a par-
ticular organization (i.e., the modes of spe-
cialization) and through what channels it
should be exercised. Finally, even this nar-
rower concept of unity of command con--
flicts with the principle of specialization,
for whenever disagreement does occur and
the organization members revert to the for-
mal lines of authority, then only those types
of specialization which are represented in
the hierarchy of authority can impress them-
selves on decision. If the training officer of
a city exercises only functional supervision
over the police training officer, then in case
of disagreement with the police chief, spe-
cialized knowledge of police problems will
determine the outcome while specialized
knowledge of training problems will be sub-
ordinated or ignored. That this actually oc-
curs is shown by the frustration so com-
monly expressed by functional supervisors
at their lack of authdrity to apply sanctions.
Span of Control., Administrative effi-
ciency is supposed to be enhanced by limit-
ing the number of subordinates who report
directly to any one administrator to a small

- mumber—say six. This notion that the

“span of control” should be narrow is con-
fidently asserted as a third incontrovertible
principle of administration. The usual com-
mon-sense arguments for restricting the
span of control are familiar and need not be
repeated here. What is not so generally
recognized is that a contradictory proverb
of administration can be stated which,
though it is not so familiar as the principle
of span of control, can be supported by
arguments of equal plausibility. The prov-
erb in question is the following: Adminis-
trative cfficiency is enhanced by keeping
at a minimum the number of organizational

.
Fre b 2T FEor yrTInt nynes
levels ‘Zhi‘OH{.—)u which a matter must pass

before it is acted upon.
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This latter proverb is one of the funda-
mental criteria that guide administrative
analysts in procedures simplification work.
Yet in many situations the results to which
this principle leads are in direct contradic-
tion to the requirements of the principle
of span of control, the principle of unity
of command, and the principle of specializa-
tion. The present discussion is concerned
with the first of these conflicts. To illus-
trate the difficulty, two alternative pro-
posals for the organization of a small health
department will be presented—one based on
the restriction of span of control, the other
on the limitation of number of organization
levels:

1. The present organization of the department
places an administrative overload on the health
officer by reason of the fact that all eleven em-
ployees of the department report directly to him
and the further fact that some of the staff lack
adequate technical training. Consequently, venereal
disease clinic treatments and other details require
an undue amount of the health officer’s personal
attention,

It has previously been recommended that the
proposed medical officer be placed in charge of the
venereal disease and chest clinics and all child
bygiene work. It is further recommmended that one
of the inspectors be designated chief inspector and
placed in charge of all the department's inspection-
al activities and that one of the nurses be desig-
nated as head nurse. This will relieve the health
commissioner of considerable detail and will leave
him greater freedom to plan and supervise the
health program as a whole, to conduct health edu-
cation, and to coordinate the work of the depart-
ment with that of other community agencies. If the
department were thus organized, the effectiveness
of all employees could be substantially increased,

2. The present organization of the department
leads to inefficiency and excessive red tape by rea-
son of the fact that an unnecessary supervisory
level intervenes between the health officer and the
operative employees, and that those four of the
twelve employees who are best trained technically
are engaged largely in “overhead” administrative
duties. -Consequently, unnecessary delays occur in
securing the approval of the health officer on mat-
ters requiring his attention, and too many matters
require review and re-review.

The medical officer should be left in charge of
the venereal disease and chest clinics and child
hygiene work. It is recommended, however, that

the position of chief inspector and head nurse be
abolished and that the employees now filling these
positions perform regular inspectional and nursing
duties. The details of work scheduling now handled
by these two employees can be taken care of more |
economically by the secretary to the health officer,
and, since broader matters of policy have, in any
event, always required the personal attention of
the health officer, the abolition of these two posi-
tions will eliminate a wholly unnecessary step in
review, will allow an expansion of inspectional and
nursing services, and will permit at least a begin-
ning to be made in the recommended program of
health education. The namber of persons report-
ing directly to the health officer will be increased
to nine, but since there are few matters requiring
the coordination of these employees, other than the
work schedules and policy questions referred to
above, this change will not materially increase his
work load.

The dilemma is this: in a large organiza-
tion with complex interrelations between
members, a restricted span of control in-
evitably produces excessive red tape, for
each contact between organization members
must be carried upward until a common
superior is found. If the organization is at
all large, this will involve carrying all such
matters upward through several levels of
officials for decision and then downward
again in the form of orders and instructions
~a cumbersome and time-consuming proc-
ess.

The alternative is to increase the number
of persons who are under the command of
each officer, so that the pyramid will come
more rapidly to a peak, with fewer inter-
vening levels. But this, too, leads to diffi-
culty, for if an officer is required to super-
vise too many employees, his control over
them is weakened.

If it is granted, then, that both the in-
crease and the decrease in span of control
has some undesirable consequences, what is
the optimum point? Proponents of a re-
stricted span of control have suggested
three, five, even eleven, as suitable num-
bers, but nowhere have they explained the
reasoning which led them to the particular
number they selected. The principle as
stated casts no light on this very crucial
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question. One is reminded of current argu-
ments about the proper size of the national
debt.

Orgenization by Purpose, Process, Clien-
tele, Place. Administrative efficiency is sup-
posed to be increased by grouping workers
according to (@) purpose, (b) process, (¢)
clientele, or (d) place. But from the discus-
sion of specialization it is clear that this
principle is internally inconsistent; for pur-
pose, process, clientele, and place are com-

eting bases of organization, and at any
given point of division the advantages of
three must be sacrificed to secure the advan-
tages of the fourth. If the major depart-
ments of a city, for example, are organized
on the basis of major purpose, then it fol-
lows that all the physicians, all the lawyers,
all the engineers, all the statisticians will
not be located in a single department ex-
clusively composed of members of their pro-
fession but will be distributed among the
various city departments needing their serv-
ices. The advantages of organization by
process will thereby be partly lost.

Some of these advantages can be regained
by organizing on the basis of process within
the major departments. Thus there may be
an engineering bureau within the public
works department, or the board of educa-
tion may have a school health service as a
major division of its work. Similarly, within
smaller units there may be division by area
or by clientele: e.g., a fire department will
have separate companies located through-
out the city, while a welfare department
may have intake and case work agencies in
various locations, Again, however, these
major types of specialization cannot be si-
multaneously achieved, for at any point in
the organization it must be decided whether
specialization at the next level will be ac-
complished by distinction of major purpose,
major process, clientele, or area.

The conflict may be illustrated by show-

ing how the principle of specialization ac-
cording to purpose would lead to a differ-
ent result from specialization according to

clientele in the organization of a health
department..

1. Public health administration consists of the
following activities for the prevention of disease
and the maintenance of héalthful conditions: (1)
vital statistics; (2) child hygiene—~prenatal, mater-
nity, postnatal, infant, preschool, and school health
programs; (3) communicable disease control; (4)
inspection of milk, foods, and drugs; (5) sanitary
inspection; (6) laboratory service; (7) health educa-
tion. ‘

One of the handicaps under which the health de-
partment labors is the fact that the department has -
no control over school health, that being an ac-
tivity of the county board of education, and there
is little or no coordination between that highly
important part of the community health program
and the balance of the program which is conducied
by the city-county health unit. It is recommended
that the city and county open negotiations with the
board of education’ for the transfer of all school
health work and the appropriation therefor to the
joint health unit, . ..

2. To the modern school department is entrusted
the care of children during almost the entire period
that they are absent from the parental home, It
has three principal responsibilities toward them:
(1) to provide for their education in useful skills
and knowledge and in character; (2) to provide
them with wholesome play activitdes outside school
hours; (3) to care for their Health and to assure
the attainment of minimure standards of nutri-
tion,

One of the handicaps under which the school
board labors is the fact that, except for school
lunches, the board has no control over child health
and nutrition, and there is little o1 no coordination
between that highly important part of the child
development program and the balance of the pro-
gram which is conducted by the board of educa-
tion. It is recommended that the ¢ty and county
open negotiations for the transfer of all health
work for children of school age to the board of
education,

Here again is posed the dilemma of
choosing berween alternative, equally
plausible, administrative principles. But
this is not the only difficulty in the present
case, for a closer study of the situation
shows there are fundamental ambiguities in
the meanings of the key terms—"purpose,”
“process,” “clientele,” and “place.” -

“Purpose” may be roughly defined as the

3
dal ALY U AL CRLEACRE da LIZ

objective or end for which an activity is
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carried on;. “process” as a means for ac-
complishing a purpose. Processes, then, are
carried on in order to achieve purposes.
But purposes themselves may generally be
arranged in some sort of hierarchy. A typist
moves her fingers in order to type; types in
order to reproduce a letter; reproduces a
Jetter in order that an inquiry may be an-
swered, Writing a letter is then the purpose
for which the typing is performed; while
writing a letter is also the process whereby
the purpose of replying to an inquiry is
achieved. It follows that the same activity
may be described as purpose or as process.

This ambiguity is easily illustrated for
the case of an administrative organization.
A health department conceived as a unit
whose task it is to care for the health of the
community is a purpose organization; the
same department conceived as a unit which
makes use of the medical arts to carry on its
work is a process organization. In the same
way, an education department may be
viewed as a purpose (to educate) organiza-
tion, or a clientele (children) organization;
the forest service as a purpose (forest con-
servation), process (forest management),
clientele (lumbermen and cattlemen utiliz-
ing public forests), or area (publicly owned
forest lands) organization. When concrete
illustrations of this sort are selected, the
lines of demarcation between these cate-
gories become very hazy and unclear in-
deed. .

“Qrganization by major purpose,” says
Gulick, *. . . serves to bring together in a
single large department all of those who are
at work endeavoring to render a particular
service.”* But what is a particular service?
Is fire protection a single purpose, or is it
merely a part of the purpose of public
safety?—or is it a combination of purposes
including fire prevention and fire fighting?
It must be concluded that there is no such
thing as a purpose, or a unifunctional
(single-purpose) organization. What is to

1 0p. cit, p 2.

be considered a single function depends
entirely on langunage and techniques.* 1f
the English language has a comprehensive
term which covers both of two subpurposes
it is natural to think of the two together as
a single purpose. If such a term is lacking,
the two subpurposes become purposes in
their own right. On the other hand, a single
activity may contribute to several objec-
tives, but since they are technically (pro-
cedurally) inseparable, the activity is con-
sidered a single function or purpose,

The fact, mentioned previously, that pur-
poses form a hierarchy, each subpurpose
contributing to some more final and com-
prehensive end, helps to make clear the
relation between purpose and process, “Or-
ganization by major process,” says Gulick,
“. .. tends to bring together in a single
department all of those who are at work
making use of a given special skill or tech-
nology, or are members of a given profes-
sion.””® Consider a simple skill of this kind

—typing. Typing is a skill which brings

about a means-end coordination of muscu-
lar movements, but at a very low level in
the means-end hierarchy. The content of
the typewritten letter is indifferent to the
skill that produces it. The skill consists
merely in the ability to hit the letter “t”
quickly whenever the letter “¢” is required
by the content and to hit the letter “a”
whenever the letter “a” is required by the
content,

There is, then, no essential difference
between a “purpose” and a “‘process,” but

. only a distinction of degree. A “process” is

an activity whose immediate purpose is at a

low level in the hierarchy of means and.

ends, while a “purpose” is a collection of
activities whose orienting value or aim is at
a high level in the means-end hierarchy.

31f this is correct, then dny attempt to prove that
certain activities belong in a single department because
they relate to a single purpose is doomed to fail, See,
for example, John M. Gaus and Leon Wolcolt, Public
Administration and the U.S. Depariment of Agricul-
ture (Public Administration Service, 1940.)

20p. iit., p. 23,
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Next consider “clientele” and “place” as
bases of organization. These categories are
really not separate from purpose, but a part
of it. A complete statement of the purpose
of a fire department would have to include
the area served by it: “to reduce fire losses
on property in the city of X.” Objectives
of an administrative organization are
phrased in terms of a service to be provided
and an area for which it is provided. Usu-
ally, the term “purpose” is meant to refer
only to the first element, but the second is
just as legitimately an aspect of purpose.
Area of service, of course, may be a specified
clientele quite as well as a geographical
area. In the case of an agency which works
on “shifts,” time will be a third dimension
of purpose—to provide a given service in a
given area (or to a given clientele) during a
given time period. ~

With this clarification of terminology,
the next task is to reconsider the problem
of specializing the work of an organization.
It is no longer legitimate to speak of a “pur-
pose” organization, a “process” organiza-
tion, a “clientele” organization, or an
“area” organization. The same unit might
fall into any one of these four categories,

depending on the nature of the larger or-

ganizational unit of which it was a part. A
unit providing public health and medical
services for schoolage children in Mult
nomah County might be considered (1) an
“area” organization if it were part of a unit
providing the same sexvice for the state of
Oregon; (2) a ‘“clientele”  organization if
it were part of a unit providing similar
services for children of all ages; (3) a2 “'pur-
pose” or a “process’” organization (it would
be impossible to say which) if it were part
of an education department,

It is incorrect to say that Bureau A is a
process bureau; the correct statement is that
Bureau A is a process bureau within De-
partment X.* This latter statement would

*This distinction is implicit in most of Gulick’s
analysis of specialization. However, since he cites as
examples single departments within a city, and since he

mean that Bureau A incorporates all the
processes of a certain kind in Department
X, without reference to any special sub-
purposes, subareas, or subclientele of De-
partment X. Now it is conceivable that a
particular unit might incorporate all proc-
esses of a certain kind but that these proc-
esses might relate to only certain particular
subpurposes of the department purpose.
In this case, which corresponds to the health
unit in an education department mentioned
above, the unit would be specialized by
both purpose and process. The health unit
would be the only one in the education de-
partment using the medical art (process)
and concerned with health (subpurpose).

Even when the problem is solved of
proper usage for the terms “purpose,”
“process,” “clientele,” and “area,” the prin-
ciples of administration give no guide as to
which of these four competing bases of spe-
cialization is applicable in any particular
situation. The British Machinery of Gov-
ernment Committee had no doubts about
the matter. It considered purpose and clien-
tele as the two possible bases of organization
and put its faith entirely in the former.
Others have had equal assurance in choos-
ing between purpose and process. The rea-
soning which leads to these unequivocal
conclusions leaves something to be desired.
The Machinery of Government Committee
gives this sole argument for its choice:

Mow the inevitable outcome of this method of
organization [by clientele] is a tendency to Lilli-
putian administration, It is impossible that the
specialized service which each Department has to
render to the community can be of as high a stand-
ard when its work is af the same time limited to a
particular class of persons and extended to every
variety of provision for them, as when the Depart-
ment concentrates itsell on the provision of the
particular service ‘only by whomsoever required,
and looks beyond the interest of comparatively
small classes.?
usually speaks of “grouping activities” rather than "di-

viding work,” the relative character of these categories
is not always apparent in this discussion {op. cif,, pp.
15-§0). . .

® Report of the Machinery of Government Commit-
tee (M. M. Stadonery Office, 1918},

24~ &
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The faults in this analysis are obvious.
First, there is no attempt to determine how
a service is to be recognized. Second, there
is a bald assumption, absolutely without
proof, that a child health unit, for example,
in a department of child welfare could not
offer services of “as high a standard” as the
same unit if it were located in a department
of health. Just how the shifting of the unit
from one department to another would im-
prove or damage the quality of its work is
not explained. Third, no basis is set forth
for adjudicating the competing claims of
purpose and process—the two are merged
in the ambiguous term “service,” It is not
necessary here to decide whether the com-
mittee was right or wrong in its recom-
mendation; the important point is that the
recommendation represented a choice,
without any apparent logical or empirical
grounds, between contradictory principles
of administration,

Even more remarkable illustrations of
illogic can be found in most discussions of

purpose vs. process. They would be too

ridiculous to cite if they were not com-
monly used in serious political and admin-
istrative debate.

For instance, where should agricultural education
come: in the Ministry of Education, or of Agricul-
ture? That depends on whether we want to see the
best farming taught, though possibly by old meth-
ods, or a possibly outof-date style of farming,
taught in the most modern and compelling man-
ner, The question answers itself.

But does the question really answer. it-
self? Suppose a bureau of agricultural edu-
cation were set up, headed, for example, by
a man who had had extensive experience in
agricultural research or as administrator of
an agricultural school, and staffed by men
of similarly appropriate background. What
reason is there to believe that if attached
to a Ministry of Education they would
teach old-fashioned farming by new-fash-
ioned methods, while if attached to a Min-

15ir Charles Harris, “Decentralization,” § Journal
of Public Administration 11v7-88 (April, 1925).

-

istry of Agriculture they would teach
new-fashioned farming by old-fashioned
methods? The administrative problem of
such a bureau would be to teach new-
fashioned farming by new-fashioned meth-
ods, and it is a little difficult to see how the
departmental location of the unit would
affect this result. “The question answers
itself” only if one has a rather mystical faith

‘in the potency of bureaushuffling as a

means for redirecting the activities of an
agency. -

These contradictions and competitions
have received increasing attention from stu-
dents of administration during the past few
years. For example, Gulick, Wallace, and
Benson have stated certain advantages and
disadvantages of the several modes of spe-
cialization, and have considered the condi-
tions under which one or the other mode
might best be adopted.? All this analysis
has been at a theoretical level—in the sense
that data have not been employed to dem-
onstrate the superior effectiveness claimed
for the different modes. But though the-
oretical, the analysis has lacked a theary.
Since no comprehensive framework has
been constructed within which the discus-
sion could take place, the analysis has
tended either to the logical one-sidedness
which characterizes the examples quoted
above or to inconclusiveness.

The Impasse of Administrative Theory.
The four “principles of administration”
that were set forth at the beginning of this
paper have now been subjected to critical -
analysis. None of the four survived in very
good shape, for in each case there was
found, instead of an unequivocal principle,

‘a set of two or more mutually incompatible

principles apparently equally applicable to
the administrative situation.
Moreover, the reader will see that the
very same objections can be urged against
2 Gulick, “Notes on the Theory of Organization,” pp.
21-30; Schuyler Wallace, Federal Departmentalization
(Columbia University Press, 1941); George G, S, Benson,

“International Administrative Organization,” 1 Public
Administration Review 47386 (Autumn, 1941).
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the customary discussions of “centraliza-
tion” ws. “decentralization,” which usually
conclude, in cffect, that “on the one hand,
centralization of decision-making functions
is desirable; on the other hand, there are
definite advantages in decentralization.”
Can anything be salvaged which will be
useful in the construction of an administra-
tive theory? As a matter of fact,  almost

everything can be salvaged. The difficulty.

has arisen from treating as “principles of
administration” what are really only cri-
teria for describing and diagnosing admin-
istrative situations. Closet space is certainly
an important item in the design of a suc-
cessful house; yet a house designed entirely
with a view to securing a maximum of closet
space--all other considerations being for-
gotten—would be considered, to say the
least, somewhat unbalanced. Similarly,
unity of command, specialization by pur-
pose, decentralization are all items to be
considered in the design of an efficient ad-
ministrative organization. No single one of
these items is of sufficient importance to
suffice as a guiding principle for the ad-
ministrative analyst. In the design of ad-
ministrative organizations, as in their op-
eration, over-all efficiency must be the guid-
ing criterion. Mutually incompatible ad-
vantages must be balanced against each
other, just as an architect weighs the advan-
tages of additional closet space against the
advantages of a larger hvmg Toom.

This position, if it is a valid one, consti-
tutes an indictment of much current writ-
ing about administrative matters. As the
examples cited in this chapter amply dem-
onsirate, much administrative analysis pro-
ceeds by selecting a single criterion and
applying it to an administrative situation
to reach a recommendation; while the fact
that cqually valid, ‘but contradictory, cri-
teria exist which could be applied with
equal reason, but with a different result, is
conveniently ignored. A valid approach to
the study of administration regquires that
all the relevant diagnostic criteria be iden-

tified; that cach administrative situation be
analyzed in terms of the entire set of cri-
teria; and that research be instituted o
determine how weights can be assigned to
the several criteria when they are, as they
usually will be, mutually incompatible.

An Appmac}z to Administrative Theory

Fainis program needs to be considered
i step by step. First, what is included in
the description of administrative situations
for purposes of such an analysis? Second,
how can weights be assigned to the various
criteria to give them their proper place in
the total picture?

The Description of Administraiive Situa-
tions. Before a science can develop prin-
ciples, it must possess concepts. Before a
law of gravitation could be formulated, it
was necessary to have the notions of “ac-
celeration” and “weight " The first task of
administrative theory is to develop a set
of concepts that will permit the description,
in terms relevant to the theory, of adminis-
trative situations. These concepts, to be
scientifically useful, must be operational;

- that is, their meanings must correspond to

empirically observable facts or situations.
The dehnition of “authority” given earlier
in this paper is an example of an opera-
tional definition.

What is a scientifically relevant descrip-
tion of an organization? It is a description
that, so far as possible, designates for each
person in the organization what decisions
that person makes and the influences to
which he is subject in making each of these
decisions. Current descriptions of adminis-
trative organizations fall far short of this
standard. For the most part, they confine
themselves to the allocation of functions
and the formal structure of authority. They
give little attention to the other types of or-
ganizational influence or to the system of
communication.t

What does it mean, for example to say:

*The monogxaph hy Macmahon, Millett, and Ogden,

0B
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“The department is made up of three bu-
reaus. The first has the function of
the second the function of ————, and the
third the function of ——?" What can be
learned from such a description about the
workability of the organizational arrange-
ment? Very little, indeed. For from the
description there is obtained no idea of the
degree to which decisions are centralized
at the bureau level or at the departmental
level. No notion is given as to the extent to
which the (presumably unlimited) author-
ity of the department over the bureau is
actually exercised or by what mechanisms.
There is no indication of the extent to
which systems of communication assist the
coordination of the three bureaus or, for
that matter, to what extent coordination is
required by the nature of their work. There
is no description of the kinds of training the
members of the bureau have undergone or
of the extent to which this training permits
decentralization at the bureau level. In
~=sum, a description of administrative organi-
zations in terms almost exclusively of func-
tions and lines of authority is completely
inadequate for purposes of arlruinisirative
analysis.

Consider the term “centralization.” How
is it determined whether the operations of
a particular organization are “centralized”
or “decentralized”’? Does the fact that field

~offices exist prove anything about decen-

s

- tralization? Might not the same decentrali-

zation take place in the bureaus of a cen-
trally located office? A realistic analysis of
centralization must include a study of the
allocation of decisions in the organization
and the methods of influence that are em-
ployed by the higher levels to affect the
decisions at the lower levels. Such an analy-
sis would reveal a much more complex pic-
ture of the decision-making process than
any enumeration of the geographical loca-

op. cit,, perhaps approaches nearer than any other pub-

lished administrative study to the sophistication re-
quired in administrative description, See, for example,
the discussion on pp. 23336 of headguarters-field rela-
tionships.

tions of organizational units at the different
levels.

Administrative description suffers cur-
rently from superficiality, oversimplifica-
tion, lack.of realism. It has confined itself
too closely to the mechanism of authority
and has failed to bring within its orbit the
other, equally important, modes of influ-
ence on organizational behavior. 1t has re-
fused to undertake the tiresome task of
studying the actual allocation of decision-
making functions. {t has been satisfied to
speak of “authority,” ‘“centralization,”
“span of control,” “function,” without seek-
ing operational definitions of these terms.
Until administrative description reaches a
higher level of sophistication, there is little
reason to hope that rapid progress will be
made toward the identification and verifica-
tion of valid administrative principles.

Does this mean that a purely formal de--
scription of an administrative organization
is impossible—that a relevant description
must include an account of the content of
the organization’s decisions? This is a ques-
tion that is almost impossible to answer in
the present state of knowledge of adminis-
trative theory. One thing seems certain:
content plays a greater role in the applica-
tion of administrative principles than is
allowed for in the formal administrative
theory of the present time. This is a fact
that is beginning to be recognized in the
literature of administration. If one ex-
amines the chain of publications extending
from Mooney and Reilley, through Gulick
and the President’s Committee controversy,
to Schuyler Wallace and Benson, he sees a
steady shift of emphasis from the “princi-
ples of administration” themselves to a
study of the conditions under which com-
peting principles are respectively applica-
ble. Recent publications seldom say that
“organization should be by purpose,” but
rather that “under such and such condi-
tions purpose organization is desirable.” It
is to these conditions which underlie the ap-
plication of the proverbs of administration

.
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that administrative theory and analysis

must turn in their search for really valid

principles to replace the proverbs.

The Diagnosis of Administrative Situa-
tions. Before any positive suggestions can
be made, it is necessary to digress a bit and
to consider more closely the exact nature of
the propositions of administrative theory.
The theory of administration is concerned
with how an organization should be con-
structed and operated in order to accom-
plish its work efficiently. A fundamental
principle of administration, which. follows
almost immediately from the rational char-
acter of “good” administration, is that
among several alternatives involving the
same expenditure that one should always be
selected which leads to the greatest accom-
plishment of administrative objectives; and
among several alternatives that lead to the
same accomplishment that one should be
selected which involves the least expendi-
ture. Since this “principle of efficiency” is
characteristic of any activity that attempts
rationally to maximize the attainment of
certain ends with the use of scarce means, it
is as characteristic of economic theory as it is
of administrative theory. The “administra-
tive man” takes his place alongside the
classical “economic man.”*

Actually, the “principle” of efficiency
should be considered a definition rather
than a principle: it is a definition of what is
meant by “good” or “correct” administra-
tive behavior. It does not tell how accom-
plishments are to be maximized, but merely
states that this maximization is the aim of
administrative activity, and that adminis-
trative theory must disclose under what con-
ditions the maximization takes place,

Now what are the factors that determine
the level of efficiency which is achieved by
an administrative organization? It is not

*¥or an elaboration of the principle of efficiency and
its place in administrative theory see Clarence E, Rid-
tey and Herbert A. Simon, Measuring Municipal Ac-
tivities {International City Managers’ Association, 2nd
edd., 1948), particularly Chapter 1T and the preface to
the second edition,

v

possible to make an exhaustive list of these,
but the principal categories can be enumer-
ated. Perhaps the simplest method of ap-
proach is to consider the single member of
the administrative organization and ask
what the limits are to the quantity and
quality of his output. These limits include
(@) limits on his ability to perform and (b)
limits on his ability to make correct deci-
sions. To the extent that these limits are
removed, the administrative organization
approaches its goal of high efficiency. Two
persons, given the same skills, the same ob-
jectives and values, the same knowledge and
information, can rationally decide only up-
on the same course of action. Hence, ad-
ministrative theory must be interested in
the factors that will determine with what
skills, values, and knowledge the organiza-
tion member undertakes his work. These
are the “limits” to rationality with which
the principles of administration must deal.

On one side, the individual is limited by
those skills, habits, and reflexes which are
no longer in the realm of the conscious. His
performance, for example, may be limited
by his manual dexterity or his reaction time
or his strength. His decision-making proc-
esses may be limited by the speed of his
mental processes, his skill in elementary
arithmetic, and so forth. In this area, the
principles of administration must be con-
cerned with the physiology of the human
body and with the laws of skill-training
and of habit. This is the field that has been
most successfully cultivated by the follow-
ers of Taylor and in which has been
developed time-and-motion study and the
therblig.

On a second side, the individual is lim-
ited by his values and those conceptions of
purpose which influence him in making his
decisions. If his loyalty to the organization
is high, his decisions may evidence sincere
acceptance of the objectives set for the or-
ganization; if that loyalty is lacking, per-
sonal motives may interfere with his ad-
ministrative efficiency. If his loyalties are

ESCR S
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attached to the bureau by which he is em-
ployed, he may sometimes make decisions
that are inimical to the larger unit of which
the bureau is a part. In this area the prin-
ciples of administration must be concerned
with the determinants of loyalty and mo-
rale, with leadership and initiative, and
with the influences that determine where
the individual’s organizational loyalties will
be attached. ‘

On a third side, the individual is limited
by the extent of his knowledge of things
relevant to his job. This applies both to the
basic knowledge required in decision-mak-
ing—a bridge designer must know the fun-
damentals of mechanics—and to the in-
formation that is required to make his
decisions appropriate to the given situation.
In this area, administrative theory is con-
cerned with such fundamental questions as
these: What are the limits on the mass of
knowledge that human minds can accumu-
late and apply? How rapidly can knowledge
be assimilated? How is specialization in the
administrative organization to be related to
the specializations of knowledge that are
prevalent in the community’s occupational
structure? How is the system of communica-
tion to channel knowledge and information
to the appropriate decision-points? What
types of knowledge can, and what types can-
not, be easily transmitted? How is the need
for intercommunication of information af-
fected by the modes of specialization in the
organization? This is perhaps the terra in-
cognita of administrative theory, and un-
doubtedly its careful exploration will cast
great light on the proper application of the
proverbs of administration.

Perhaps this triangle of limits does not

completely bound the area of rationality,

and other sides need to be added to the

figure. In any case, this enumeration will
serve to indicate the kinds of considerations
that must go into the construction of valid
and noncontradictory principles of adminis-
tration.

An important fact to be kept in mind is

that the limits of rationality are variable
limits. Most important of all, consciousness
of the limits may in itself alter them. Sup-
pose it were discovered in a particular or-
ganization, for example, that organizational
loyalties attached to small units had fre-
quently led to a harmful degree of intra-
organizational competition. Then, a pro-
gram which trained members of the or-
ganization to be conscious of their loyalties,
and to subordinate loyalties to the smaller

~ group to those of the large, might lead to a

very considerable alteration of the limits in
that organization.

A related point is that the term “rational
behavior,” as employed here, refers to ra-
tionality when that behavior is evaluated in

-terms of the objectives of the larger organ-
ization; for, as just pointed out, the differ-

ence in direction of the individual's aims
from those of the larger organization is just
one of those elements of nonrationality with
which the theory must deal.

A final observation is that, since adminis-
trative theory is concerned with the non-
rational limits of the rational, it follows
that the larger the area in which rationality
has been achieved the less important is the
exact form of the administrative organiza-
tion. For example, the function of plan
preparation, or design, if it results in a
written plan that can be communicated
interpersonally without difficulty, can be
located almost anywhere in the organization
without affecting results. All that is needed
is a procedure whereby the plan can be
given authoritative status, and this can be
provided in a number of ways. A discus-

sion, then, of the proper location for a plan-

ning or designing unit is apt to be highly
inconclusive and is apt to hinge on the per-
sonalities in the organization and their rel-
ative enthusiasm, or lack of it, toward the
planning function rather than upon any

*For an example of the use of such training, see
Herbert A. Simon and William Divine, “Controlling
Human Factors in an Administrative Experiment,” 1
Public Administration Review 487-g93 (Autumn, 1941).
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abstract principles of good administration.?

- On the other hand, when factors of com-
munication or faiths or loyalty are crucial
to the making of a decision, the location of
the decision in the organization is of great
importance. The method of allocating de-
cisions in the army, for instance, automati-
cally provides (at least in the period prior
to the actual battle) that each decision will
be made where the knowledge is available
for coordinating it with other decisions.

Assigning Weights to the Criteria. A first
step, then, in the overhauling of the prov-
erbs of administration is to develop a vo-
cabulary, along the lines just suggested, for
the description of administrative organiza-
tion. A second step, which has also been
outlined, is to study the limits of rationality
in order to develop a complete and compre-
hensive enumeration of the criteria that
must be weighed in evaluating an adminis-
trative organization. The current proverbs
represent only a fragmentary and unsys-
tematized portion of these criteria.

When these two tasks have been carried
out, it remains to assign weights to the cri-
teria. Since the criteria, or “proverbs,” are
often mutually competitive or contradic-
tory, it is not sufficient merely to identify
them. Merely to know, for example, that a
specified change in organization will reduce
the span of control is not enough to justify
the change. This gain must be balanced
against the possible resulting loss of con-
tact between the higher and lower ranks of
the hierarchy. .

Hence, administrative theory must also
be concerned with the question of the

*See, for instance, Robert A. Walker, The Planning
Funiction in Urban Government (University of Chicago
Press, 1941), pp. 366~75. Walker makes out a strong
case for attaching the planning agency to the chief
executive. But he rests his entive case on the rather
slender reed that "as long as the planning agency is
outside the governmental structure . ., . planning will
tend to encounter resistance from public officials as an
invasion of their responsibility and jurisdiction.” This
“resistance” is precisely the type of non-rational loyalty

which has been referred to previously, and which is
certainly a variable,

weights that are to be applied to these cri-
teria—to the problems of their relative im-
portance in any concrete sitnation. This
question is not one that can be solved in a
vacuum. Arm-chair philosophizing about
administration—of which the present paper
is an example—has gone about as far as it
can profitably go in this particular direc-
tion. What is needed now is empirical re-
search and experimentation to determine
the relative desirability of alternative ad-
ministrative arrangements.

The methodological framework for this
research is already at hand in the principle

- of efficiency. If-an administrative organiza-

tion-whose activities are susceptible to ob-
jective evaluation be subjected to' study,
then the actual change in accomplishment
that results from modifying adminisirative
arrangements in these organizations can be
observed and analyzed,

There are two indispensable conditions
to successful research along these lines.
First, it is necessary that the objectives of
the administrative organization under
study be defined in concrete terms so that
results, expressed in terms of these objec-
tives, can be accurately measured. Second,
it is necessary that sufficient experimental
control be exercised to make possible the
isolation of the. particular effect under
study from other disturbing factors that
might be operating on the organization at
the same time. ,

These two conditions have seldom been
even partially fulfilled in so-called “admin-
istrative experiments.” The mere fact that
a legislature passes a law creating an ad-
ministrative agency, that the agency oper-
ates for five years, that the agency is finally
abolished, and that a historical study is then
made of the agency’s operations is not suf-
ficient to make of that agency’s history an
“administrative  experiment.”  Modern
American legislation is full of such “experi-
ments” which furnish orators in neighbor-
ing states with abundant ammunition when

%g} G e {% 3
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similar issues arise in their bailiwicks, but
which provide the scientific investigator
with little or nothing in the way of objec-
tive evidence, one way or the other.

In the literature of administration, there
are only a handful of research studies that
satisfy these fundamental conditions of
methodology—and these are, for the most
part, on the periphery of the problem of
organization. There are, first of all, the
studies of the Taylor group which sought to
determine the technological conditions of
efficiency. Perhaps none of these is a better
example of the painstaking methods of sci-
ence than Taylor’s own studies of the cut-
ting of metals.?

Studies dealing with the human and so-
cial aspects of administration are even rarer
than the technological studies. Among the
more important are the whole series of
studies on fatigue, starting in Great Britain
during World War I and culminating in
the Westinghouse experiments.®

In the field of public administration, al-

most the sole example of such experimenta-
tion is the series of studies that have been
conducted in the public welfare field to
determine the proper case loads for social
workers,®

Because, apart from these scattered ex-
amples, studies of administrative agencies
have been carried out without benefit of

1F, W. Taylor, On the A7t of Cutti;zg Metals (Ameri.
can Society of Mechanical Engineers, 1907).

3Great Britain, Ministry of Munitions, Health of

Munitions Workers Committee, Final Report (FLM.
Stationery Office, 1518); F. J. Roethlisberger and Wil-

liam J. Dickson, Management and the Worker (Har-

vard University Press, 1939).

$Ellery F. Reed, An Experiment in Reducing the
Cost of Relief (American Public Welfare Administra-
tion, 1937); Rebecca Staman, “What Is the Most Eco-
nomical Case Load in Public Relief Administration?”

control or of objective measurements of
results, they have had to depend for their
recommendations and conclusions upon a
priori reasoning proceeding from “princi-
ples of administration.” The reasons have
already been stated why the “principles”
derived in this way cannot be more than
“proverbs.”

Perhaps the program outlined here will
appear an ambitious or even a quixotic one.
There should certainly be no illusions, in
undertaking it, as to the length and devi-
ousness of the path. It is hard to see, how-
ever, what alternative remains open. Cer-
tainly neither the practitioner of adminis-
tration nor the theoretician can be satisfied
with the poor analytic tools that the prov-
erbs provide him. Nor is there any reason
to believe that a less drastic reconversion
than that outlined here will rebuild those
tools to usefulness.

It may be objected that administration
cannot aspire to be a “science”; that by the

‘nature of its subject it cannot be more than

an “art.” Whether true or false, this objec-
tion is irrelevant to the present discussion.
The question of how “exact” the principles
of administration can be made is one that
only experience can answer. But as to
whether they should be logical or illegical
there can be no debate. Even an “art” can-
not be founded on proverbs.

4 Social Work Technigue v19-21 {May-June, 1958); Chi-
cago Relief Administration, ddequate Staff Brings
Economy (American Public Welfare Association, 1g39);
Constance Hastings and 8aya 5. Schwartz, Size of Visi-
tor's Caseload as ¢ Factor in Efficient Administration
of Public Assistance (Philadelphia County Board of
Assistance, 1939); Simon ef al., Determining Work
Loads for Professional Staff in a Public Welfare Agency
{Burean of Public Administration, University of Cali-
fornia, 1941).
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STRUCTURE IN 5’S: A SYNTHESIS OF THE RESEARCH
ON ORGANIZATION DESIGN*

HENRY MINTZBERGY

The elements of organizational structuring—which show a curious tendency to appear in
five’s—suggest a typology of five basic configurations: Simple Structure, Machine Bureau-
eracy, Professional Bureaucracy, Divisionalized Form, and Adhocracy,

The elements include (1) five basic parts of the organization—the operating core, strategic
apex, middle line, technostructure, and support staff; (2) five basic mechanisms of coor-
dination—mutual adjustment, direct supervision, and the standardization of work processes,
outputs, and skills; (3) the design parameters—job specialization, behavior formalization,
training and indoctrination, unit grouping, unit size, action planning and performance control
systems, liaison devices (such as integrating managers, teams, task forces, and matrix
structure), vertical decentralization (delegation to line managers), and horizontal decentraliza-
tion (power sharing by nonmanagers); and (4) the contingency factors—age and size,
technical system, environment, and power.

Each of the five configurations relies on one of the five coordinating mechanism and tends
to favor one of the five parts. In Simple Structure, the key part is the strategic apex, which
coordinates by direct supervision; the structure is minimally elaborated and highly centra-
fized; it is associated with simple, dynamic environments and strong leaders, and tends to be
found in smaller, younger organizations or those facing severe crises. The Machine Bureau-
cracy coordinates primarily by the imposition. of work standards from the technostructure;
jobs are highly specialized and formalized, units functional and very large (at the operating
level), power centralized vertically at the strategic apex with limited horizontal decentraliza-
fion to the technostructure; this structure lends to be found in simple, stable environments,
and is often associated with older, larger organizations, sometimes externally controlled, and
mass production technical systems. The Professional Bureaucracy relies on the standardiza-
tion of skills in its operating core for ¢coordination; jobs are highly specialized but minimally
formalized, training is extensive and grouping is on a concurrent functional and market basis,
with large sized operating units, and decentralization is extensive in both the vertical and
horizontal dimensions; this structure is typically found in complex but stable environments,
with technical systems that are simple and non-regulating. In the Divisionalized Form, a good
deal of power is delegated to market-based units in the middle line (limited vertical
decentralization), whose efforts are coordinated by the standardization of outputs, through
the extensive use of performance control systems; such structures are typically found in very
large, mature organizations, above all operating in diversified markets, Adhocracy coordi-
nates primarily by mutual adjustment among all of its parts, calling especially for the
collaboration of its support staff; jobs are specialized, involving extensive training but little
formalization, units are small and combine functional and market bases in matrix structures,
liaison devices are used extensively, and the structure is decentralized selectively in both the
vertical and horizontal dimensions; these structures are found in complex, dynamic environ-
ments, and are often associated with highly sophisticated and automated technical systems,

In conclusion, it is claimed that the effective Organization will favor some sort of
configuration—some type of a logically consistent clustering of its elements—as it searches
for harmony in its internal processes and consonance with its environment. But some
organizations will inevitably be driven to hybrid structures as they react lo contradictory
pressures or while they effect a transition from one configuration to another, and here too it is
believed that the typology of five can serve as a diagnostic tool in‘organizational design.
{ORGANIZATION DESIGN; ORGANIZATION STRUCTURES)

* Accepied by Arie Y. Lewin; received May 16, 1979. This paper has been with the author 3 months for 1
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1. Introduction

Five is no ordinary digit. “It is the sign of union, the nuptial number according to
the Pythagoreans; also the number of the center, of harmony and of equilibrium.” The
Dictionnaire des Symboles goes on to tell us that five is the “symbol of man...
likewise of the universe ... the symbol of divine will that seeks only order and
perfection.” To the ancient Chinese, five was the essence of the universal laws, there
being “five colors, five flavors, five tones, five metals, five viscera, five planets, five
orients, five regions of space, of course five senses,” hot to mention “the five colors of
the rainbow.” ,

In an attempt to make some sense out of the large and varied research literature on
organizational structuring, that number five kept coming up. First it seemed most
logical to isolate five basic parts of the organization, second to distinguish five basic
mechanisms of coordination in the organization, and third to identify five fundamental
types of decentralization. When the literature pointed strongly to five basic °
C“configurations” of structure—five pure or “ideal” types—and when a logical corre-
spondence between all of these quintets was found, the historic harmony of the “fives”
seemed to be confirmed.

This paper begins with a description of the elements found in the literature which
appear to be most important in understanding the structuring of organizations. The
tendency in the literature has been to deal with these elements analytically rather than
in terms of synthesis, typically to study the relationships between pairs of them in
cross-sectional studies. The premise that underlies this paper is that organizational
structuring can better be understood through the combination of groups of elements
into ideal or pure types, which we call configurations. This paper presents a typology of
five basic configurations suggested in the research on organizational structuring,

Z. The Elements of Structure

‘To understand structure, it seems useful to delineate first the basic parts of
organizations and the basic mechanisms organizations use to coordinate their work. In
the context of these, it is then appropriate to turn to the means organizations have at
their command to design structures—what we call the design parameters. And these
can then be analyzed in terms of the contingency factors that influence their choice.

The Basic Paris of the Organization -

As shown in Figure 1, the organization can be described in terms of five basic parts:

» The operating core includes all those employees who themselves produce the basic
products and services of the organization, or directly support their produciion,

+ The strategic apex consists of the top general managers of the organization, and
their personal staff.

* The middle line comprises those managers who sit in a direct line of formal
authotity between the people of the sirategic apex and of the operating core.

« The technostructure consists of those analysts, out of the formal “line” structure,
who apply analytic techniques to the design and maintenance of the structure and to
the adaptation of the organization to its environment (e.g., accountants, work schedul-
ers, long-range planners). '

'Quotes from Dictionnaire des Spmbolas, sous la direction de Jean Chevalier avec la collaboration de Alain
Gheerbrant (Editions Robert Laffont, 1969), p. 208; author’s translation from the French.

3N
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» The support sz‘ajfinclude‘: those groups that provide indirect support to the rest of
the organization {e.g., in the typical manufacturing firm, legal counsel, public relaimm
payroll, cafeteria).

Steatagic
Apnx

Qparating Core

Fiourg 1. The Five Basic Parts of the Organization.

Two points should be noted about this view of the organization. First, a distinction
is maintained between “line” and “staff”. This is not meant to ignore the criticisms of
this classical notion, but simply to allow for the validity of 'the distinction in cerfain
kinds of structures. And second, two kinds of staff are in fact distinguished, only one
of which—the techno-structure—*“advises” in the usual sense identified with staff. The
support staff may advise, but its prime role is to provide special services to the
organization. This part is seldom distinguished in the literature, despite the fact that a
glance at the “organigram” (organizational chart) of most large organizations shows it
to be an important component in sheer numbers alone.

The Coordinating Mechanisms

Qrganizational structuring, of course, focuses on the division of labor of an organi-
zational mission into a number of distinct tasks, and then the coordination of all of
these tasks to accomplish that mission in a unified way. The literature suggests that
this coordination can be effected in at least five basic ways:

* In direct supervision, one individual (typically a manager) gives specific orders to
others and thereby coordinates their work.

+ In the standardization of work processes, the work is coordinated by the imposition
(typically by analysts of the technostructure) of standards to guide the doing of the
work itself—work orders, rules and regulations, etc.

» In the standardization of oulputs, the work is coordinated by the imposition
{again, often by the analysts of the technostructure) of standard performance measures
or specifications concerning the outputs of the work.

+ In the standardization of skills, the work is coordinated by the internalization by
individuals of standard skills and knowledge, usually before they begin to do the work.

» And in mwual adjusiment, individuals coordinate their own work, by communi-
cating informally with each other.
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The Design Parameters

The literature on organizational structuring focuses on a number of mechanisms
organizations are able to use to design their structures—in effect, the levers they can
turn to effect the division of labor and coordination. Among the most commonly
researched are the nine discussed below,

x Job specialization, the chief parameter for determining the division of labor,
concerns the number of tasks and the breadth of each in a given position (horizontal
job specialization) and the incumbent’s control over these tasks (vertical job specializa-
tion). Highly specialized jobs in both horizontal and vertical senses usually fall into the
category called unskilled, those specialized horizontally but “enlarged” vertically are
usually referred 1o as professional. )

x Behavior formalization is the design parameter by which work processes are
standardized, through rules, procedures, policy manuals, job descriptions, work in-
structions, and so on. Hickson [29] has pointed out that this one parameter of
organizational design has dominated the writings on management throughout this
century. It is typically the unskilled jobs that are the most highly formalized. Structures
that rely on standardization for coordination (whether of work process or otherwise)
are generally referred to as bureaucraiic; those that rely on direct supervision or multual
adjustment, as organic.

+ Training and indocirination is the design parameter by which skills and knowledge
are standardized, through extensive educational programs, usually outside the organi-
zation and before the individual begins his job (particularly in the case of training).
This is a key design parameter in all work that is professional.

Two design parameters are associated with the design of the superstructure:

* Unit grouping, the design parameter by which direct supervision is most impor-
tantly effected (and one used also to influence mutual adjustment), deals with the
bases by which positions are clustered into units and units into ever more comprehen-
sive units, until all are clustered together under the strategic apex. The various possible
bases for grouping—by skill, knowledge, work process, business function, product,
service client, place—can be consolidated into two basic ones: by function, that is, by
the means the organization uses to produce its products and services, and by market,
that 1s, by ends, by the characteristics of the ultimate markets the organization serves.

+ Unit size (usually called span of control) deals with the number of positions, or
subunits, that are grouped into a single unit. The literature suggests that the greater the
reliance on standardization for coordination (whether by work process, output, or
skill), the larger the size of the unit, simply because there is less need for direct
supervision, s0 more positions or units can be grouped under a single manager; it also
suggests that a rehance on mutual adjustment keeps unit size small, because informal
communication requires a small work group (Ouchi and Dowling [42]; Filley et al.,
[20, pp. 417-418)). :

Two design parameters are associated with the design of lateral linkages to flesh out
the superstructure:

# Planning and control systems constitute the design parameter by which outputs are
standardized in the organization. These systems may be considered to be two types.
Action planning focuses on the predetermination of the outputs of specific decisions or
actions, for example, that holes be drilled with two centimeter diameters or that new.

products be introduced in September. Performance conirol focusses on the after-the-
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fact measurement of performance of all the decisions or actions of a given posrtzon or
unit over a given period of time, for example, of the sales growth of a division in the
first quarter of the year. '

« The ligison devices are the means by which the organization encourages mutual
adjustment across units. As Galbraith [23] has shown, these can be placed along a
rough continuum of increasing elaboration and formality, from liaison positions and
then task forces and standing committees, which establish informational connections
across units, through integrating managers who are given some (limited) measure of
formal authority over the decisions of the units they connect, to fully developed matrix
structures which sacrifice the classical principle of unity of command in favor of the
joint responsibility of two or more managers or units over the making of certain
decisions.

Finally, there are the parameters associated with the design of the decision making
system, generally referred to as ones of decentralization (which we define as the extent
to which power over decision making in the organization is dispersed among its
members). We find it convenient to divide these into two groups:

« Vertical decentralization refers to the extent to which formal decision making
power is “delegated” down to the chain of line authority.

+ Horizontal decentralization refers to the extent to which power flows informally
outside this chain of line authority (that is, to analysts, support staffers, and operators
in the operating core).? Combining these two design parameters with two other types

Type Al Type Type C;

Vartical and Horizontal Limited Horizontal Limited Vertical
Centralization Decentralization Oecentralization
{Salective) . {Paraliel)

Type D: Type E:

Selective Verﬂcal and Vertical and Horizontal
Horlzontal Dacant  izatlon Decantralization

*Tha inflated siza of the shaded parts indicates thelr special power in deciston meking, not
their size.

Ficure 2. The Five Types of Decentralization.

2 A third use of the term decentralization relates to the physical dispersal of services. Since this has nothing
to do with the dispersal of decision making power per se; it.is not considered here to be a type of
decentralization. The term “concentration™ is used instead, and is associated with umt grouping (i.e, the
determination of where the support units are grouped).




STRUCTURE IN §'8 3z

of decentralization—selective, in which power is dispersed to different places for
different decision processes, and parallel, in which power over various decisions is
dispersed to the same place—yields five different kinds of decentralization, shown
symbolically on Figure 2. In vertical and horizontal centralization, formal and informal
power remains primarily at the strategic apex. In limited horizontal decentralization,
informal power flows selectively to the analysts of the technostructure who play major
roles in standardizing everyone else’s work, while formal power remains at the strategic
apex. In limited vertical decentralization, much formal power is delegated in parallel to.
the managers of market-based line units, usually called “divisions”. (As shown in
Figure 2, some horizontal decentralization takes place here as well, to the analysts who
design the performance control systems used to monitor the results of these divisions.)
In horizontal and vertical decentralization, power flows, largely in parallel, all the way
down the line of authority and then out at the bottom to the operators of the operating
core. And in selective decentralization (horizontal and vertical), decision making power
is diffused widely in the organization, to “work constellations” at various levels and
containing various mixtures of line managers and staff and operating specialists.

The Contingency Factors

The thrust of research on organizational structuring in the last twenty years has been
toward assessing the effects of various so-called contingency factors on these design
parameters. This research has been based on what might be called the congruence
hypothesis, that effective structuring requires a close fit between contingency factor
and design parameter, more specifically, that structure must reflect situation. Four sets
of contingency factors have received the most attention.

* Age and Size have both been shown in the research to have important effects on
structure. In particular, the older and/or the larger an organization, the more forma-
lized its behavior (Inkson et al, [34]; Samuel and Mannheim [54]; Pugh et al. [48]; Udy
[64]). Moreover it has been found that the larger the organization, the larger the size of
its average unit (Dale [14]; Blau and Schoenherr [2]) and the more elaborate its
structure, that is, the more specialized its tasks, the more differentiated its units, and
the more developed its administrative component of middle line and technostructure
(Blau et al. [3]; Reimann [51]; Pugh et al. [48]). Finally, Stinchcombe {60] has shown
that the structure of an organization often reflecis the age of founding of its industry.

* Technical System has also been found to affect certain design parameters signifi-
cantly. For one thing, the more regulating the technical system—in other words, the
more it controls the work of the operators—the more formalized is their work and the
more bureaucratic is the structure of the operating core (Woodward [67]; Pugh et al.
[48]; Hickson et al. [30}; Inkson et al. [34]; Child and Mansfield [IT]). And the more
sophisticated the technical system—that is, the more difficult it is to understand——the
more elaborate the administrative structure, specifically, the larger and more profes-
sional the support staff, the greater the selective decentralization (of technical decisions
to that staff), and the greater the use of liaison devices (to coordinate the work of that
staff) (Woodward [67]; Khandwalla [37]); Udy [63]; Hunt [33]; Hickson et al. [30]).
Finally Woodward [67] has shown how the automation of the work of the operating
core tends to transform a bureaucratic administrative structure into an organic one.

= Environment' is another major coniingency factor discussed in the literature.
Dynamic environments have been identified with organic structures (Duncan [17];
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Burns and Stalker [5); Burns [4]; Harvey {27); Lawrence and Lorsch [41]), and
complex environments with decentralized ones (Hage and Aiken [25]; Pennings [437).
However, laboratory evidence suggests that hostile environments might lead organiza-
tions to centralize their structures temporarily (Hamblin [26]). And disparaties in the
environment appear o encourage selective decentralization to differentiated work
constellations (Hlavacek and Thompson [31}; Khandwalla [36]; Lawrence and Lorsch
(41]). Finally, there is a good deal of evidence that diversification of the organization’s
markets encourage the use of market bases for grouping at high levels, assuming
favorable economies of scale (Chandler [6]; Wrigley [68]; Rumelt [53}; Channon [8];
Dyas and Thanheiser {18]). '

“«  Power.factors have also been shown to have selective effects on structure. Most
importantly, external control of organizations appears to increase formalization and
centralization (Samuel and Mannheim [54]; Heydebrand [28]; Holdaway et al. [32];
Pugh et al. [50]; Reimann [51); Pondy [47]). The need for power of the various
members can influence the distribution of decision making authority, especially in the
case of a chief executive whose strong need for power tends to increase centralization
(Dill [16]). And fashion has been shown to have an influence on structure, sometimes
driving organizations to favor inappropriate though fashionable structures (Woodward
[67); Lawrence and Lorsch [41]; Rumelt [53]; Franko [22}; Child and Keiser [10];
Azuni and McMillan [1]). :

3. The Configurations of Structure

The congruence hypothesis related organizational effectiveness to the fit between a
given design parameter and a given contingency factor. But a second hypothesis is also
possible—what can be called the configuration hypothesis—that effective structuring
requires an internal consistency among the design parameters. In fact, Khandwalla
[35] supports this in his research with the finding that while no single structural
variable correlated significantly with performance, when he split his sample of firms
into high and low performers, eleven relationships between various structural variables
held only for the high performers, eight for both groups, and only two for the low
performers alone. A

In fact, we can combine our two hypotheses to propose a.third, combined one, that
we can cail the extended configuration hypothesis: effective structuring requires a
consistency among the design parameters and the contingency factors, In other words,
we can search for natural clusters or configurations of the design parameters together
with the contingency factors. Implicit in this hypothesis is the notion that the two sets
of factors merge into interactive systems, that the design parameters “cause” the
so-called contingency factors just as much as the contingency factors influence the
choice of design parameters. An organizatiorn may become more bureaucratic as it
grows, but bureaucracies also have a habit of trying to grow larger; dynamic environ-
ments may call for organic structures, but organizations with organic structures also
seek out dynamic environments, where they can outmaneuver the bureaucracies. Our

IPennings found few correlations between the environmental variables and the design parameters he
measured in his study of stock brokerage offices. One important exception was complexity, which showed
some significant correlations with measures that amount to decentralization, But because Pennings made no
conceptual distinction between his environmental variables—he viewed them all as “characterized by
uncertainty” (p. 394)—instead of concluding support for this hypothesis, he instead rejected the congruency
assumption altogether. ’ :
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sets of elements provide us with enough detail to begin to speculate about what some
of those configurations might be. v

Let us return to that number five. It must surely be more than coincidental that we
have five coordinating mechanisms, five parts of the organization, five kinds of
decentralization. In fact, in searching for ways to combine our various elements into
configurations, five of these too emerged as most obvious. And this naturally led to a
consideration of the correspondences among all these quintets. In fact, these proved to
be obvious ones. It turned out that in each configuration a different coordinating
mechanism dominated, a different part of the organization was key, and a different
one of the five types of decentralization was used.” This can be explained by
considering the orgamzatlon as being pulled in five different directions, by each of its
parts. Most organizations experience all five of these pulls however, to the extent that
conditions favor one over the others, the organization is drawn to structure itself as
one of the configurations.

* 'The strategic apex exerts a pull for centralization, by which it can retain control
over decision making. This it achieves when direct supervision is relied upon for
coordination. To the extent that conditions favor this pull, the configuration called
'Simp!e Structure emerges,

* 'The technostructure exerts its pull for standardization—notably for that of work
processes, the tightest form-—because the design of the standards is its raison d’étre.
This amounis to a pull for limited horizontal decentrahzatzon To the extent that
conditions favor this pull, the organization structures itsclf as a Machine Bureaucracy.

* In contrast, the members of the operating core seek to minimize the influence of
the administrators—managers as well as analysts—over their work. That is, they
promote horizontal and vertical decentralization. When they succeed, they work
relatively autonomously, achieving whatever coordination is necessary through the
standardization of skills. Thus, the operators exert a pull for professionalism, that is,
for a reliance on outside training that enhances their skills. To the extent that
conditions favor this pull, the organization structures itself as a Professional Bureau-
cracy.

+ The managers of the middle line also seek auntonomy but must achieve it in a
very different way—by drawing power down from the strategic apex and, if necessary,
up from the operating core, to concentrate it in their own units. In effect, they favor
limited vertical decentralization. As a result, they exert a pull to Balkanize the
structure, to split it into market-based units wh;ch can conirol their own decisions,
coordination being restricted to the standardization of their outputs. To the extent that
conditions favor this pull, the Divisionalized Form results.

* Finally, the support staff gains the most influence in the organization not when it
is autonomous but when. its collaboration is called for in decision making, owing to its
expertise. This happens when the organization is structured into work constellations to
which power is decentralized selectively and which are free to coordinate within and
between themselves by mutual adjustment, To the extent that conditions favor this pull
to collaborate, the organization adopts the Adhocracy configuration,

1AL the risk of stretehing my credibility, I would like to point out that this neat correspondence was not
fabricated. Only after deciding on the five structural configurations was I struck by the correspondence with
the five coordinating mechanisms and the five organizational parts, Slight modification in the typology of
five kinds . of decentralization (which rendered it more logical) was, however, suggested by the five
configurations, .

P
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These five configurations consititute a typology of “ideal” or “pure” types. The
central purpose of this article is to present this typology, and in 30 doing to make the
case that it brings together the various elements of structuring discussed in the

TABLE 1
Elements of the Five Structural Configurations

Machine © Professional Divisionalized
Simple Structure  Bureaucracy Bureaneracy Form Adhocracy

Key courdinating Standardization Standardization Standardization ]
mechanism; Direct Supervision  of work of skills of outpuis Mutual Adjustment
Desigh parameters: '
Specialization
of jobs:

~horizontal low high high some (between HQ  high

~vestical high high jow soms and divisionsy low
Training low low ° high some tfor division  high
Indoctrination low low high (retraining]  some  managers) varies
Formalization of low high low high {within low
behavior divisions)
Burenucratie/
organic organic bureancratic bureaucratic bureaucratic organie
Grouping usually functional  usually functional  funetional and raarket functional and

market market
Unit Size farge large (at boltom,  large {at bottom,  large (between small
narrow elsewhere) narrow elsewhere) HQ and divisions)  {throughout)
Planning and ligtle action planning lttle perf, controf limited action pl.
contro! systems tesp, in Adm, Ad.)
Liaison devices few few some in few many throughout
administration

Decentralization

centralization

timited horizontal
decentralization

horizontal and
vertical decentral
jzation

limited vertical
decentralization

selective
decentralization

Contingeney factors:
Age (typicallyy

Size (typicaliy)

Technical system
—regulation
~gomplexity

—automated
Environment

~complexity
—dynamism

Power
~focus

~fashionable

young

small

low
low

o

jow
high
{sometimes hostile}

strategic apex

no

old

- large

high

fow

no

low
fow

technostructure,
often external
no

varies

varies

low
fow

no

high
low

professional
operators
yes

old

very large

high
low

no

low

Jow

(diversified
markets)

middle line

yes

young (Op. Ad

varies

tow

low /high

tOp. /Adm.Ad)
no/often
(Op./Adm.Ad.)

high

high
{sometimes
disparate)

experts

especially
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literature and also encompasses many of the major findings of the research.® As such,
it is hoped that the typology will be viewed as a framework useful for comprehending
and analyzing the behavior of organizations. Table 1 shows how the various elements
we have been discussing are incorporated into the typology of the five configurations.
The remainder of this article is devoted to a description of the five configuraiions.

The Simple Structure

As shown in Figure 3, the Simple Structure is characterized, above all, by what it is
not—elaborated. Typically it has little or no technostructure, few support staffers, a
loose division of labor, minimal differentiation among its units, and a small middle
line hierarchy. Little of its behavior is formalized, and it makes minimal use of
planning, training, or the liaison devices. It is, above all, organic. Its coordination is
effected largely by direct supervision. Specifically, power over all important decisions
tends to be centralized in the hands of the chief executive officer. Thus, the strategic
apex emerges as the key part of the structure; indeed, the structure often consists of
little more than a one-person strategic apex and an organic operating core. Grouping
into units—if it exists at all—more often than not is on a loose functional basis.
Likewise, communication flows informally in this structure, most of it between the
chief executive and everyone else. Likewise, decision making is informal, with the
ceniralization of power allowing for rapid response.

Above all, the environment of the Simple Structure tends to be at one and the same
time simple and dynamic. A simple environment can be comprehended by a single
individual, and so allows decision making to be controlled by that individual. And a
dynamic environment means organic structure: because the future state of the environ-
ment cannot be predicted, the organization cannot effect coordination by standardiza-
tion, Another condition common fo Simple Structure is a technical system that is
neither sophisticated nor regulating. A sophisticated one would require an elaborate
support structure, to which power over technical decisions would have to be delegated,
while a regulating one would call for bureaucratization of the operating core. Young

—

B
: )

Fioure 3. The Simple Structure.

*This typology is also consistent with a number of those presented in the literature. For example, Simple
Structure followed by Machine Bureaucracy followed by Divisionalized Form corresponds to various “stages
of growth” theories (Starbuck [49); Filley and House [20); Chandler [6]; Scott [55]; Whyte [66}), while
Perrow’s [44] four basic types of erganizations correspond to our Simple Structure in a simple, dynamic
environment, Machine Bureaucracy in a simple, stable one, Professional Bureaueracy in a complex, stable
environment, and Adhocracy in a complex, dynamic one. Segal [56] and Van de Ven [65) each present
typologies of three structures that correspond to three of ours, as do two of those of Lawrence and Lorsch
{41] and Pugh et al, [49].

Y



332 HENRY MINTZBERG

organizations and small organizations also tend to use the Simple Structure, because
they have not yet had the time, or yet reached the scale of operations, required for
bureaucratization. Finally extreme hostility in their environments force most organiza-
tions to use the Simple Structure, no matter how they are normally organized. To deal
with crises, organizations tend to centralize at the top temporarily, and to suspend
their standard operating procedures.

The classic case of the Simple Structure is, of course, the entrepreneurial firm. The
firm is aggressive and often innovative, continually searching for risky environments
where the bureaucracies hesitate to operate. But it is also careful to remain in a market
niche that its entrepreneur can fully comprehend. Entrepreneurial firms are usually
small, so that they can remain organic and their entrepreneurs can retain tight control.
Also they are often young, in part because the attrition rate among entrepreneurial
firms is so high, and in part because those that survive tend to make the transition to
bureaucracy as they age, Inside the structure, all revolves around the entrepreneur. Its
goals are his goals, its strategy his vision of its place in the world. Most entrepreneurs
loathe bureaucratic procedures as impositions on their flexibility. Their unpredictable
maneuvering keeps their structures lean, flexible, organic.

Khandwalla [38] found this structural form in his research on Canadxan companies.
Pugh et al. [49] also allude to this form in what they call “implicity structured.
organizations”, while Woodward [67] describes such a structure among the smaller
unit production and single purpose process firms. '

The Machine Bureaucracy

A second clear configuration of the design parameters has held up consistently in
the research: highly specialized, routine operating tasks, very formalized procedures
and large-sized units in the operating core, reliance on the functional basis for
grouping tasks throughout the structure, little use made of training and of the liaison
devices, relatively centralized power for decision making with some use of action
planning systems, and an elaborate administrative structure with a sharp distinction
between line and staff. This is the structure Woodward [67] found in the mass
production firms, Burns and Stalker [5] in the textile industry, Crozier [13] in the
tobacco monopoly, Lawrence and Lorsch {41] in the container firm; it is the structure
the Aston group (Pugh et al,, [49]) referred to as “workflow bureaucracy”.

Despite its sharp dxsunctlon between line and staff, because the machine bureau-
cracy depends above all on standardization of work processes for coordination, the
technostructure—which houses the many analysts who do the standardizing—emerges
as the key part of the structure. Consequently, these analysts develop some informal
power, with the result that the organization can be described as having limited
horizontal decentralization. The analysts gain their power largely at the expense of the
operators, whosé work they formalize to a high degree, and of the first-line managers,
who would otherwise supervise the operators directly, But the emphasis on standard-
ization extends well above the operating core, and with it follows the analysts’
influence. Rules and regulations—an obsession with control—permeate the entire
structure; formal communication is favored at all levels; decision making tends to
follow the formal chain of authority. Only at the strategic apex are the different
functional responsibilities brought together; therefore, only at that level can the major
decisions be made, hence the centralization of the structure in the vertical dimension.

,»(q Lj -
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The Machine Bureaueracy is typically associated with environments that are both
simple and stable. The work of complex environments cannot be rationalized into
simple operating tasks, while that of dynamic environments cannpt be predicted, made
repetitive, and so standardized. Thus the Machine Bureaucracy responds 1o a simple,
stable environment, and in turn seeks to insure that its environment remains both
simple and stable. In fact, this helps to explain the large size of the support staff in the
Machine Bureaucracy, as shown in Figure 4. To ensure stability, the Machine
Bureaucracy prefers to make rather than buy—to supply own support services wher-
ever possible so that it can closely control them. In addition, the Machine Bureaucracy
is typically found in the mature organization, large enough to have the scale of
operations that allows for repetititon and standardization, and old enough to have
been able to settle on the standards it wishes to use. Machine Bureaucracies also tend
to be identified with regulating technical systems, since these routinize work and so
enable that work to be standardized. But it is not typically found with sophisticated or
automated technical systems because, as noted earlier, one disperses power to the
support staff and the other calls for organic structure in administration, thereby
driving the organization to a different configuration. Finally, the Machine Bureau-
cracy is often associated with external control. As noted earlier, the greater the
external control of an organization, the more its structure tends to be centralized and
formalized, the two prime design parameters of the Machine Bureaucracy.

Typical examples of organizations drawn to the Machine Bureaucracy configuration
are mass production firms, service firms with simple, repetitive work such as.insurance
and telephone companies, government agencies with similar work such as post offices
and tax cellection departments, and organizations that have special naedo for safety,

such as airlines and f gm, departments.

I

Froure 4. The Machine Bureaucracy,

The Professional Bureaucr&cy

Organizations can be bureaucratic without bemg centralized, that is their behavior
can be standardized by a coordinating mechanism that allows for decentralization.
That coordinating mechanism is the standardization of skills, a reliance on which gives
rise to the configuration called Professional Bureaucracy, found typically in school -
systems, soctal work agencies, accounting firms, and craft manufacturing firms. The
organization hires highly trained specialists—called professionals—in its operating
core, and then gives them considerable autonomy in their work. In other words, they

vy
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sional Bureaucracy no time is lost and no scale of operations is required to establish
standards. Technical system is of importance in this configuration only for what it is
not—neither regulating, or sophisticated, nor automated. Any one of these characteris-
tics would destroy individual operator autonomy in favor of administrative or peer
group influence, and so drive the organization to a different configuration. Finally,
fashion is a factor, simply because it has proven to the advantage of all kinds of
operator groups to have their work defined as professional; this enables them to
demand influence and autonomy in the organization. For this reason, Professional
Bureaucracy is a highly fashionable structure today.

The Divisionalized Form

The Divisionalized Form is not so much a complete structure as the superimposition
of one structure on others. This structure can be described as a market-based one, with
a central headquarters overseeing a set of divisions, each charged with serving its own
markets. In this way there need be little interdependence between the divisions
(beyond that Thompson [62] refers to as the “pooled” type), and little in the way of
close coordination. Bach division is thus given a good deal of autonomy. The result is
the limited, parallel form of vertical decentralization,” with the middle line emerging as
the key part of the organization. Moreover, without the need for close coordination, a
large number of divisions can report up to the one central headquarters. The main
concern of that headquarters then becomes to find a mechanism to coordinate the
goals of the divisions with its own, without sacrificing divisional autonomy. And that it
does by standardizing the outputs of the divisions—specifically, by relying on perfor-
mance control systems to impose performance standards on the divisions and then
monitor their results. Hence Figure 6 shows a small headquarters technostructure,
which is charged with designing and operating the performance control system. Also
shown is a small headquarters support staff. Included here are those units that serve all
of the divisions (e.g., legal counsel), with other support units dispersed to the divisions
serve their particular needs (e.g., industrial relations).

Finally there arises the question of what structure is found in the divisions them-
selves. Although in principle the Divisionalized Form is supposed to work with any
kind of structure in the divisions, in fact there is reason to believe, as illustrated in
Figure 7, that the divisions are driven to use the Machine Bureaucracy. The Division-
alized Form requires the establishment for each division of clearly defined perfor-

Figure 6. The Divisionalized Form.

7«Limited” means that the equating of divisionalization with “decentralization”, as is done in'so much of
the literature, is simply not correct, In fact, as Perrow [45, p. 38] points out, the most famous example of
divisionalization—that of General Motors in the 1920s—was clearly one of the relative cestralization of the

structure,
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work relatively freely not only of the administrative hierarchy but also of their own
colleagues. Much of the necessary coordination is achieved by design—by the stan-
dard skills that predetermine behavior. And this autonomy in the operating core
means that the operating units are typically very large, as shown in Figure 5, and that
the structure is decentralized in both the vertical and horizontal dimensions. In other
words, much of the formal and informal power of the Professional Bureaucracy rests
in its operating core, clearly its key part. Not only do the professionals control their
own work, but they also tend to maintain collective conirol of the administrative
apparatus of the organization. Managers of the middle line, in order to have power in
the Professional Bureaucracy, must be professionals themselves, and must maintain the
support of the professional operators. Moreover, they typically share the administra-
tive tasks with the operating professionals. At the administrative level, however, in
contrast with the operating level, tasks require a good deal of mutual adjustment,
achieved in large part through standing committees, task forces, and other liaison
devices. , '

The technostructure is minimal in this configuration, because the complex work of
the operating professionals cannot easily be formalized, or its outputs standardized by
action planning and performance control systems. The support staff is, however, highly
elaborated, as shown in Figure 5, but largely to carry out the simpler, more routine
work and to back-up the high-priced professionals in general. As a result, the support
staff tend to work in a machine bureaucratic pocket off to one side of the Professional
Bureaucracy. For the support staff of these organizations, there is no democracy, only
the oligarchy of the professionals. Finally, a curious feature of this configuration is
that il uses the functional and market bases for grouping concurrently in its operating
core. That is, clients are categorized and served in terms of functional specialties—
chemistry students by the chemistry department in the university, cardiac patients by
the cardiac department in the hospital,® ‘

The Professional Bureaucracy typically appears in conjunction with an environment
that is both complex and stable. Complexity demands the use of skills and knowledge
that can be learned only in extensive training programs, while stability ensures that
these skills seitle down to become the standard operating procedures of the organiza-
tion. Age and size are not important factors in this configuration: the organization
tends to use the same standard skills no matter how small or young it is because its
professionals ‘bring these skills with them when they first join the organization, So
unlike the Machine Bureaucracy, which must design its own standards, in the Profes-

-
S G

L

81t is interesting to note that in Simon’s [57, p. 30] criticism in Administrative Behavior of the ambiguitics
in the classical distinction between grouping by process and by purpose, all of his examples are drawn from
professional work.

4

Fioure 5. The Professional Bureaucracy.
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mance standards, the existence of which depend on two major assumptions. First, each
division must be treated as a single integrated system with a single, consistent set of .
goals. In other words, while the divisions may be loosely coupled with each other, the
assumption is that each is tightly coupled within. Second, those goals must be
operational ones, in other words, lend themselves to quantitative measures of perfor-
mance control. And these two assumptions hold only in one configuration, the one
that is both bureaucratic (i.., operates in a stable enough environment to be able to
establish performance standards) and integrated, in other words, in Machine Bureau-
cracy. Moreover, as noted earlier, external control drives organizations toward Ma-
chine Bureaucracy; here the headquarters constitutes external control of the divisions.

Figure 7. The Adhocracy.

One factor above all encourages the use of the Divisionalized Form-—market
diversity, specifically, that of products and services. (Diversity only in region or client
leads, as Channon [9] has shown, to an incomplete form of divisionalization, with
certain “critical” functions concentrated at headquarters, as in the case of purchasing
in a regionally diversified retailing chain.) But by the same token, it has also been
found that divisionalization encourages further diversification (Rumelt [53, pp. 76-77};
Fouraker and Stopford [21]), headquarters being encouraged to do so by the ease with
which it can add divisions and by the pressures from the corps of aggressive general
managers trained in the middle lines of such structures. Otherwise, as befits a structure
that houses Machine Bureaucracies, the Divisionalized Form shares many of their
conditions—an environment that is neither very complex nor very dynamic, and an
organization that is typically large and mature. In effect, the Divisionalized Form is
the common structural response to an integrated Machine Bureaucracy that has
diversified its product or service lines horizontally (i.e., in conglomerate fashion).

The Divisionalized Form is very fashionable in industry, found in pure or partial
form among the vast majority of America’s largest corporations, the notable excep-
tions being those with giant economies of scale in their traditional businesses (Wrigley
[68); Rumelt [53)). It is also found outside the sphere of business (in the form of
multiverities, conglomerate unions, and government itself), but often in impure form
due to the difficulty of developing relevant performance measures.

The Adhocracy

Sophisticated innovation requires a fifth and very different structural configuration,
one that is able to fuse experts drawn from different specialties into smeothly
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functioning project teams. Adhocracy is such a configuration, consisting of organic
structure with little formalization of behavior; extensive horizontal job specialization
based on formal training; a tendency to group the professional specialists in functional
units for housekeeping purposes but to deploy them in small market-based teams to do
their project work; a reliance on the liaison devices to encourage mutual adjustment—
the key coordinating mechanism—within and between these teams; and selective
decentralization fo these teams, which are located at various places in the organization
and involve various mixtures of line managers and staff and operating experts, Of all
the configurations, Adhocracy shows the least reverance for the classical principles of
management. It gives quasi-formal authority to staff personnel, thereby blurring the
line-staff distinction, and it relies extensively on matrix structure, combining functional
and market bases for grouping concurrently and thereby dispensing with the principle
of unity of command.

Adhocracies may be divided into two main types. In the Operating Adhocracy, the
innovation is carried out directly on behalf of the clients, as in the case of consulting
firms, advertising agencies, and film companies. In effect, there corresponds to every
Professional Bureaucracy an Operating Adhocracy that does similar work but with a
broader orientation. For the consulting firm that seeks to pigeonhole each client
problem into the most relevant standard skill within its given repertoire, there exists
another that treats that problem as a unique challenge requiring a creative solution,
The former, because of its standardization, can allow its professional operators to work
on their own; the latter, in order to achieve innovation, must group its professionals in
multidisciplinary teams so as to encourage mutual adjustment. In the Operating
Adhocracy, the administrative and operating work tend to blend into a single effort. In
other words, ad hoc project work does not allow a sharp differentiation of the planning
and design of the work from iis actual execution.

In the Administrative Adhocracy, the project work serves the organization itself, as in
the case of chemical firms and space agencies. And here the administrative and
operaling components are sharply differentiated: in fact, the operating core is typically
truncated from the rest of the organization—set up as a separate structure, contracted
out, or automated—so that the administrative component is free to function as an
Adhocracy. '

Figure 7 shows both types of Adhocracies, with the blurring of the line-staff
distinetion in both cases and the truncation of the operating core (indicated by dotted
lines), or else, in the case of the Operating Adhocracy, its inclusion in the mass of
activities in the administrative center, The figure also shows a partial blurring of the
sirategic apex with the rest of the structure. This is because in project work, strategy is
not imposed from above. Rather, it emerges from the stream of ad hoc decisions made
for all the projects. Hence everyone who is involved in the project work—and in the
Adhocracy that can mean everyone in the organization—is involved in strategy
making. The key role of the support staff should be underlined here, especially in the
Administative Adhocracy which houses many of its experts in that staff.

Adhocracy is clearly positioned in environments that are both dynamic and com-
plex. These are the ones that demand sophisticated innovation, the kind of innovation
that calls for organic structure with a good deal of decentralization. Disparate forees in
the environment, by encouraging selective decentralization to differentiated work
constellations, as noted carlier, also encourage use of Adhocracy, notably the Adminis-
trative kind. Age—or at least youth—is another condition associated with Adhocracy;
because time encourages an organization to bureaucratize, for example. by settling on

b
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are designed to encourage agents to do what principals expect of them.” Several

chapters in this volume identify phenomena—leadership, windows of opportunity,

and the alignment of laws and policies with capacity—that in essence suggest the
' lmportdnw of incentive Companbﬂxty to reforms in governance. -

Leadership

Many case studies on successful or failed governance reforms cite leadership of the
reform effort as a critical factor. Strong and highly motivated leadership was essen-
tial to the success of the institutional reform of Bolivia’s National Tax Service, the
reform of the state power company in Andrah Pradesh (India), and the public expen-
diture tracking survey—based reforms in the education sector in Uganda. This lead-
ership came from the head of the agency in the case of the National Tax Service, the -
chief minister in the case of Andrah Pradesh, and senior officials in the Mlmstry of
Finance in the case of Uganda. All three cases illustrate the importance of leaders
having strong motivations to push reforms and the political savvy to structure and
sequence reform components in ways that align the incentives of various stakehold~
ers with successful implementation. If these leaders were lukewarm toward or
opposed to the reforms, the reforms would have stalled or n6t been launched at all,
no matter how well-conceived they may have been. By necessity, leadership must
want the reforms—the reforms must be compatible with their preferences.

Windows of Dpportunity )

Another phengmenon that often comes up in analyses of gbvernance reforms is the
so-called window of opportunity, Difficult reforms are often launched during times
of crisis, as in the case of the reengineering of the public sector and the National Tax
Service in Bolivia, the customs reform in the Russian Federation, and the power util-
ity in Andrah Pradesh. A crisis is said to offer 2 window of opportunity that could
close quickly and so must be exploited. In essence, this window reflects a realignment
of incentives of different stakeholders that work in favor of envisioned reforms. It
alters the balance between (individual) costs and benefits, making it possible for
reformers to introduce institutional change that earlier would not have been feasi-
ble, In short, it reshapes individual i incentives to make them more compatzble with
the reforms.

A major implication of this phenomenon is that reforms may need to be more
pragmatic. So-called “first-best” reforms may be grossly misaligned with the incen-
tives of stakeholders and therefore destined to fail. Second-, third-, even fourth-best
solutions may yield better outcomes. In some cases, doing nothing may be the best
option.

Capacity Matters "o
Perhaps one of the'least appreciated constraints to the sustainabiltty of governance i -
reforms is the problem of capacity. Capacity refers to the capability (in terms of
human and financial resources) to deliver on an envisioned task, at the agency or
governmentwide level. Historical experience with governance reforms is replete
with stories of best practice from the developed world being parachuted into a poor




The Many Paces of Corruption

Transparency International developed the integrity pact as a credible commitment
- device. The organization defines an integrity pact as “a tool aimed at preventing cor-
ruption in public contracting. It consists of a process that includes an agreement
between a government or a government department (at the federal, national or local
level) and all bidders for a public contract. It contains rights and obligations to the
effect that neither side will pay, offer, demand or accept bribes; collude with competi-
tors to obtain the contract; or engage in such abuses while carrying out the contract.
The pact also introduces a monitoring system that provides for independent oversight
and accountability” (http://www.transparency.org/global_priorities/). Integrity pacts
have been adopted successfully in large-scale government contracts in several Latin
American countries, including Argentina, Colombia, Ecuador, and Mexico.
The proceeds from petty corruption can be laundered locally without attracting
- much attention. But the large sums of money involved in corruption in high-rent sec-
tors typically need to be moved out of the country: a kickback of several million dol-
lars is not easy to hide domestically. The money is thus likely to be laundered overseas.
As chapter 12 argues, money laundering often depends on the financial systems and
business practices of other countries. It is a sophisticated international mechanism
designed to obfuscate and thus encourage grand corruption. The implication is that
grand corruption cannot be effectively contained, let alone prevented, without the
cooperation of various mmes internationally on curbing money laundering,

EMDNOTES
Por an extensive survey on research on corruption, see World Bank (2006) and Amund-
sen and Fjelstad (2000).

2. For a compilation of the earlier academic literature on political corruption, see
Heidenheimer, Johnston, and Levine {1989).

3. Considerable theoretical and case study research on corruption has been done since
the 1970s. Much of the work on rent seeking, for instance, though dealing squarely with
state capture, essentially tackled conceptual issues. It was not until the mid-1990s that
laxge cross-country econometric research began to emerge, mainly as a result of the
emerging availability of usable data. N

4. The International Country Risk Guide (ICRG), whose data have been used extensively in
quantitative research, began its surveys in 1980. The Business Environmental Risk Intel-
ligence (BERI) began to provide governance-related, survey-based indexes in the carly
1980s. The Economist Intelligence Unit began providing related data around this time
as well. For more recent additional sources, see Political Risk Consulting (http: flwww.
asiarisk.com) and the World Economic Forum (hitpd/iwww.weformm.com),

5. Through aggregation of the numerous individual variables, the six indicators tend to have
significantly smaller margins of error than any individual measure.

6. A number of comparative country studies have also been conducted on combating
corruption. While not statistically based, they nonetheless provide empirical analyses of
reforms and strategies. See, for instance, Bhargava- and Bolongaita (2004) and Quah (2003).

7. For a similar argument, see Woodruff (forthcoming),

8. For closely related articles, see Anderson, Reid, and Ryterman (2003) ,md Bvans and
Rauch (1999), v

9. For an extensive discussion of rent seeking, its causes, and consequences, see Rowley,
Tollison, and Tullock (1988),
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10. See Hoffman (2002) for a discussion of corruption in the process of privatization in the
former Soviet Union,

11. The concern with the lack of tmnsyaren«:y and accountability arose from practitioners

and academics interested in developing practical measures to reduce corraption. Theo-
retically, however, these concepts can be tied to basic problems of information asymme-
try and imperfect information. Economists have been working on many variants and
manifestations of these problems for more than two decades. But surprisingly few have
taken the sophisticated analytical tools developed for such problems and applied them to
problems in governance and in particular corruption (but see Tirole 1992). One excep-
tion is in the area of public procurement, where economists trained in the new industrial
organization and specializing in auction theory have analyzed the inefficiencies and waste
(and thus corruption) that plague government procurement from the lens of informa-
tion asymrmetry (bidders know more about the true cost and quality of their bids than do
government procuring agents) or imperfect information (the necessity of having to write
incomplete contracts when a complex prodact or service is being procured). See in par-
ticular Lafont and Tirole (1993) Porter and Zona {1993), Bushnell and Oren (1994),
Crocker and Reynolds (1993), Bajari and Tadelis (2001), and Bajari, Houghton, and
Tadelis (2006). See also Hyytinen, Lundberg, and Toivanen (2006) for an interesting
empirical piece that links procurement, asymmetric information, and political structures.

12, These can be viewed as second-generation indicators, as defined by Johnston (2001)—
measures that are correlated with corruption and can be quantified more objectively. The
investment climate survey and the report card sutvey are experiential surveys—of firms
or citizens having experienced corruption firsthand, for example—and thus provide
richer information than perception-based surveys; the Public Expenditure Tracking -
Survey is based on expenditure data. . .

13. See the Survey Methodology section of the “Doing Business” Web site for a description
of an investment climate survey and surveys (and their results) thathave been completed
to date: http://www.doingbusiness.org/

14. For more information, see http://www.worldbank.org/eca/econ,

15. This approach was introduced and developed in the mid-1990s by the Public Affairs
Centre (PAC) in Bangalore, India, as an instrument to stimulate interagency cornpetition
among municipal public service agencies and improve performance (Paul 1995). The
results of the latest survey, which are surnmarized in Anderson and Gray (2006), indicate
that progress has been made in several areas, with corruption in general declining in a
significant number of countries in the region.

16. Report card surveys have been carried out in other Indian cities, including Delhi, Ko kata,
and Mumbai, as well as in'11 cities in the metropolitan Manila area. Three surveys have
been conducted in Bangalore, the first in 1995, which established benchmarks; a second
in 1999; and a third in 2002. The results show significant improvements over time.in the
quality of services, including a reduction in the incidence of bribery (see World Bank 2005
for a summary).

17. ¥or the application of this instrument in Uganda, see Reinnika and Svensson (2004).

18. In Uganda, for instance, the first Public Expenditure Tracking Surveys, conducted in
1996, revealed that only 22 Percent of non-wage-related funds allocated for primary
schools in local districts actually reached the schools. The Public Expenditure Tracking
Survey conducted in 2001 showed that leakage had dropped to less than 20 percent,’
suggesting that the remedial measures introduced in the interim had had a real and

significant impact (Reinnika and Svensson 2006). . -
19. This report was prepared with the support of the United States Agency for International
Development.
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20. In the volume by é)psctor {2005), the chapter on the health sector comes closest 1o the
approach proposed here.

21. Alternatively, this could be the perspective of public officials i interested in or tasked with
introducing anticorruption reforms in a spu:xﬁc context,

22, In some contexts, this might also inchgde contract implernentation, as in the case of vari-
ation orders. N .

23. Sometimes administrative corruption is referred to as bureancratic L,érwption

24. The total number of possible configurations (in this example, three) are Pov 1 — KK,
where n = total number of links in the chain, & is the number of links in a specific
configuration plagued by corruption, and nl = 1% {(n —1)* (n — 2)* ... *2 7 1.

25. In many instances, the preferences of an agent differ from those of the principal. If the
principal can watch the agent 100 percent of the time, this does not pose a problem,
because the agent will do the principal’s bidding, However, it is costly to monitor every
action of the agent, and failure to do so creates possibilities for the agent to act in ‘ways
that are counter to the desires of the principal when the principal “is not looking,” To
address this problem, the principal needs to design an efficient, low-cost monitoring sys-
tem that keeps the agent in line—that is, an incentive-compatible mechanism.

26. The authors are grateful to Junaid Ahmed, who made this important point at a training
event on governance and anticorrupiion sponsored by the Asia Leamm g Department of
the World Bank, June 26-27, 2006,

27. The Kecamatan Developmaent Program is 2 community-driven development (CDD)
project—villagers get to choose their preferred interventions—that is predominantly
focused on rural roads and water.

28. On asset and income disclosure of public officials, see, for instance, the Assets Disclo-
sare by Public Officials section of the World Bank’s Law and Justice Web site: httpd//
siteresources.worldbanicorg/INTLAWJUSTINST/Resources/IncomeAssetDisclosurein-
WEBCHentsasof]une62006.pdf.

29. Auty (2006) notes that the deterioration of institutions among resource-rich countries is
more severe where rents are generated from “point-source” resources (capital-intensive and
concentrated ownership) than from “diffuse-source” resources (such as land under peas-
ant farms). Resources that require immediate processing (sugarcane, forestry, fisheries)
share some point-source features. The rents from point-source resources are not widely
shared throughout the population, and their presence often leads to institutional erosion.

30. The potential for using international arrangements to curb corruption is reflected in the
experience of transition economies seeking admission to the European Union. The World
Bank Institu te Governance Indicators (2006) show that overall governance has improved
in transition econornies that have committed to jolning the Buropean Union {and thus
have to meet the various governance-related standards set by it).

31. This is not to say that more established firms do not engage in such fraudulent activities.
Some have been known to dump drugs rejected by health authorities in their home coun-
tries in the developing world.
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Disrupting Corruption

OMAR AZFAR

uring the 1990s, Vladimir Montesinos, the chief of Peru’s
D secret police under Alberto Fujimori, bought off the media,
the opposition, the judiciary, and the armed forces, extracting large
rents for himself and possibly Fujimori.' Such systems of rent
extraction are not rare. In fact, hybrid regimes that are democratic’
but lack genuine political competition represent a significant and
rising proportion of the world’s governments (Diamond 2002).
While in some cases the goals of such regimes may simply be power
itself, in most cases at least a secondary purpose is rent extraction.

This chapter examines how these systemns can be disrupted. The'
first part of the chapter analyzes how an honest principal can deal with
incidental corruption. It compares two strains of the literature on cor-
ruption—the economics of crime (prevention) and principal-agent .
theory—and proposes some concrete policies and reforms that could
help alter incentives in incidentally corrupt systems. The second part
addresses the problem—widespread in developing countries—of the
sale of jobs and the effect the practice has on mechanisms of account-
ability. The third part analyzes corruption that involves the principal
(systemic corruption). The fourth part draws on evidence from case
studies of Belarus, Brazil, Kenya, and Turkey to show how systems of
corruption can be exposed, disrupted, and eliminated. The chapter
~ closes with recommendations about what various actors—citizens,
the media, activists, nongovernmental organizations (NGOs), univer-
sities, foreign governments, aid agencies, the World Bank, and local
governments—can do to prevent and expose systemic corruption.
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Two strains of microeconomic theory relate to the control of incidental
corruption: principal-agent theory and the economics of crime. (The term
incidentalis meant to convey that the various acts of corruption are not part
of the same system. The term is not meant to denote rarity: incidental
corruption can be rave or widespread.) Each suggests a different approach
to fighting corruption (table 8.1}.

The fundamental insight of principal-agent theory is that a principal
can induce an agent to undertake actions optimal for the principal even if
the principal can observe only outcomes and outcomes are affected by
unobserved factors in addition to the agent’s actions. The archetypical case
1s the owner of a firm who gives managers or workers incentives to exert
effort by sharing some of the firm’s profits with them, where profits depend -
on many variables other than effort. \ ‘

The economics of crime focuses on how potential criminals can be dis-
suaded from committing crimes by punishments based on observable and
verifiable behavior. The fundamental insight of the economic theory of
crime is that as the verifiability of pumshmemts dccreases, the severity of the
punishment should rise. ‘

Application of the economic theory of crime to corruption may involve
setting very high penalties, because the probability of det tecting a corrupt
transaction is low. For many acts of corruption that are tolerated in various

~societies, this may lead to reluctance to report the crime, even on the part of
people who would like corruption to be eliminated. Consider the example of
a schoolteacher who sells grades. Even upstanding, socially responsible
people in many societies would not report the teacher to the police if
the consequence involved sending the teacher to jail. They are more likely to
report a teacher if the likely consequence js termination of employment.
\ Proving that the schoolteacher actually took bribes is, however, very difficult.
‘Hence the likely consequence is that reforms based solely on incontrovertible
evidence of criminal wrongdoing are unlikely to be effective.

Principal-agent theory would advise that rather than look for evidence
of actual bribery, exams should occasionally be rechecked. If a teacher is
found to veer too far from reasonable grading, he or she should be gently
punished—Dby having to take a salary cut, for exampie, orattend a sumimer
course on grading. Such a reform would not eliminate corruption; a teacher
who favored a few students by giving marginally better grades would be
difficult to detect. The reform could, however, Jead to improvements in
grading even among honest teachers.
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1 Examples of Anticorruption Efforts Suggested by the

Economics of ¢rime solution -

Principal-agent theory solution

officials create

deliberate hribes. suspensions, or
delaysto dismissals) for
extract not registering
ransoims. companies on time,

caught taking

{with fines,

Form of Evidence tvidence
corruption Remedy required Remedy required
Doctors dilute  Try doctors Evidence  Provide doctors Substandard
vaccines. for diluting of actual with Kits to check vaccines
’ vaccines. dilution if vaccines are at

required strength,

and punish doctors

{with fines or suspen-

sians) found giving

substandard vaccines.

Loansin Try loan Bribes Punish loan officers  Names of
microfinance officers for {with fines, nonpoor,
programs meant  taking bribes suspensions, or nonfarmer
for poor farmers  and misallo- dismissals) loan
are givento the  cating funds. found giving recipients
nonpoor or o loans to nonpoor
nonfarmers in and nonfarmers.
exchange for
bribes.

Regulatory Try officials Bribes Punish officials Delays in

registration

Source: Author,

To take another example, consider two reforms for dealing with the

problem of civil servants who systematically miss work. In the first reform,
severe punishments are handed out for unjustified absences. This may lead
to a more diligent pursuit of collecting the proper—if false—justifications for
absences. It is easy to obtain fraudulent doctor’s notes in many countries (it
is also. often difficult fora genuinely sick person to obtain one). A set of
reforms in Venezuelan hospitals that punished nurses for unjustified absences
did not reduce absences but did lead to a reduction in unjustified absences
offset by an increase in justified absences (Jaen and Paravisini 2001).

The second reform, suggested by principal-agent theory, would set a

(od

limit on total absences. Some absences are caused by factors Qutbl e the
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agent’s control. But as long as punishments are not draconian and rewards
significant but not extravagant, there is no great injustice in providing incentives
for attendance. Deducting 2 percent of teachers’ monthly salary for each day
of absence, for example, regardless of the reason would motivate teachers to
show up without creating an undue burden. {Exceptions could be made in
the case of severe chronic illnesses, in which case the illness would have to
be observed by a supervisor.)

In many cases, principal-agent theory, rather than i‘he economics of
crime, suggests a more realistic set of reforms for controlling corruption. Itis
important to keep in mind, however, that principal-agent theory is a poorly
understood tool. Agents respond to the incentives they are given, not to the .
reason why the principal gives them the incentive. Give a teacher incentives
for better student performance, for examnple, and grades will often lmprove.
The result may reflect teaching for the test or even teacher-induced cheating,
however (Jacob and Levitt [2003] find that this happens even in U.S. public
schools). Incentives must be given in such a way that agents can reap higher
payoffs only by actually improving performance on factors that the principal
really cares about. Azfar and Zinnes (2005) find that giving trainers incen-
tives based on students’ performance on 80 questions improved performance
(measured by satisfaction ratings, not test performance), but giving incen-
tives based on 20 questions did not, perhaps because trainers were teaching
for the test. Incentives should be given on the basis of broad measures of
performance, and exams should be proctored and set by people other than
those who teach the class,

In summary, by using a combination of incentives for good behavior, civil
penalties for corruption-related instances where neglect and mismanagement
can be proved, and criminal penalties when evidence of the most harmful
kinds of corruption can be proved, a committed principal can significantly
reduce corruption byagents (box 8.1). A more difficult problem is faced when
the principals themselves are corrupt and complicit in the acts of incidental
corruption that most people experience.
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In many corrupt systems, jobs are systematically sold by senior officials in
exchange for both up-front payments to purchase the position and bribe-
sharing arrangements. The practice has a long and distinguished history. The
Catholic Church sold jobs in the late Middle Ages (Noonan 1984). The Fast
India Company sold customns posts, and many European armies sold military
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positions. The exchange of prestigious ambassadorial positions for campaign
contributions continues to the present day, even in developed countries.

In developing countries, low-level paositions such as posts as customs
officers and tax collectors are sold in exchange for explicit payments to
senior officials. These sales are often packaged with job protections, so the
officials who buy their jobs also buy some protection from being fired.
Sometimes regular civil service protections suffice; at other times extra pro-
tection is offered. These arrangements also often include bribe-sharing
agreemnents in which low-level officials share their bribe receipts with the
senior officials who hired them. Not all sales of jobs are intended to result’in
bribe farming. The jobs of schoolteachers and “ghost workers” are soldstiot
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primarily for the purpose of selling the right to demand bribes but simply
in return for the right to collect a paycheck. '

What happens if the microeconomic remedies suggested by principal-
agent theory or the economics of crime in a system are applied where jobs
are sold? An increase in wages would lead to a higher price for the jobs. Such
an increase in the price of the job would either constrict employability in the
public sector to the elite or lead to officials having to borrow money to buy
their appointments. Those who go into debt may be compelled to take
bribes, even if they would otherwise not have done so. The increase in wages
would also increase the value of patronage networks and may increase the
proportion of people who join them. Raising public sector wages is a 200d
preventive measure for reducing the likelihood that corruption emerges and
becomes entrenched, but once systemic corruption is in place, raising
salaries itself is unlikely to be effective unless combined with various other
accountability measures. _ .

The use of microeconomic incentives by increasing the likelihood of -
being fined, suspended, fired, or imprisoned would not be enforced. Such
laws would be stillborn, rarely used, and possibly used selectively to punish
those who step out of line in the system of corruption. One of the reasons
why Montesinos may have videotaped the bribe payments may have been
that he wanted evidence with which to blac \rnaﬂ anyone who stepped ont
of line in his system of corruption. "

Dealing with Systemic Corruption

Many countries in the world suffer from systemic corruption. This type of
corruption is analogous to organized crime: participants act not indepen-
dently but in concert with one another, maintaining the system that allows _
them to extract rents and taking their own share of the rents. Systems of cor-
ruption can involve the sale of jobs, the sharing of rents from bribery or theft,
and the compromising of systems of integrity that could control corruption.

Governments use several mechanisms to deal with corruption, including
the judiciary, ombudsmen and inspectors general, anticorruption commis-
sions, and legislative accountability committees. In many countries, however,
these mechanisms of accountability do not work, because they are captured
by a systemically corrupt government. Cases are assigned to complicit judges,
or public prosecutors decline to charge officials with corruption. Ombudsmen,
inspectors general, and anticorruption commissioners may target only members
of the opposition or rival politicians in the ruling coalition. If they are given
extraordinary powers, they might use them to punish those who deviate from
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the system.? These mechanisms may therefore be ineffective or even counter-
productive in reducing corruption.

Vladimir Montesinos and Alberto Fu]imon compromised the systems
of integrity in Peru by buying the judiciary, the legislature, the press, and the
broadcast media, reducing Peruvian democracy toa set of electoral formalities.
This section offers a set of rules that, if implemented in conjunction with a
systemn of regular multiparty elections, might prevent the emergence of the
kind of systemic corruption that existed in Peru (table 8.2}.

Elections and Recalls of Politicians

Elections offer a mechanism for the orderly removal of corrupt governments
from power. They form the bedrock of accountability in the framework pre-
sented here. The basic presumption is that various mechanisms listed in this
chapter will expose corruption, which will lead to the government being
voted out of office. : :

Nondemocracies may remove corrupt governments from power by
revolution, but the costs of revolution are much higher than the costs of
elections and the likelihood of their occurring is much lower. Elections also
offer a focal point for citizen protest if they are rigged or canceled. Ulti-
mately, electoral systems rely on protest as a final sanction. To constrain the
most corrupt regimes, there may have to be a reasonable chance of a revo-
lution if an election is canceled or rigged. Rigged elections precipitated
protests in Chile, Ecuador, Georgia, the Kyrgyz Republic, Nicaragua, the
Philippines, and Ukraine; in many instances corruption was one of the
major precipitating factors of the protests (Karatnycky and Ackerman 2005).

Several arguments have been made about the advantages of democracies.
This chapter focuses on the notion that democracies are likely to have less -
corruption than other types of regimes (Treisman 2000). The literature
shows a strong (negative) relationship between democracy and corruption. »
Persson and Tabellini (2005) examine the impact of various details of elec-
toral systems on corruption. They find that presidential systems, more
independent legislators, and larger electoral districts are assocmted with
lower levels of corruption.

Both single-member districts and proportional representation have
advantages in fighting systeric corruption. Single-member districts have
the advantage that voters can vote against any person they consider corrupt.
However, such districts encourage political monopolies and duopolies that
can leave voters with a restricted set of choices—sometimes with no option
other than voting for a corrupt party. Single-member districts also reduice
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TASLE B.2 Alternatives to Traditional Mechanisms of Accountability
in Countries with Systemic Corruption

Whygnechanism daes
not work in systemically
corrupt countries

Traditional
mechanism

of accountability Alternative mechanisms

# -Allow private citizens to charge public.
officials with civil charges related to

Public prosecutors
will not charge

justice system in
which public

prosecutors bring
cases and the

public officials; the
government assigns
corrupt judges

corruption, or criminal charges
{qui tam). ‘
Elect or have local governments

government assigns
tudges to cases appoint proseculors.

Randomly assign judges to cases.

Establish oppasition-led accountability
accountability he complicit with committees {although these too can
commitiees the executive, be captured).
sefected by a @ Allow parliamentary questions,
majority where any member of the legislature
can question members of the
executive branch every week, and
broadcast the question and answer
~ session live,

1o cases,

.
@

o

-

Legislative Committee will

Media are pressured . 8 Allow privately owned and
to not expose international media, including
corruption. Welb sites.

State-owned or
-regulated media

Impeachment Legislators who # Survey citizens at regular intervals or
: would conduct hold citizen councils to decide on
impeachment may recalls.
be complicit,
Legislative {ommittees angd i Pass freedom of information acts that

allow any citizen to demand
information.

ombudsmen can
become complicit.

committees or
ombudsmen with
the right to question
public officials

Source: Author

the number of independent legislators. There are also significant advantages
to incumbency. In the United States, many Jegislative seats are simply not
contested, especially in state electiors.

Proportional representation has a significant advantage in terms of
allowing a greater number of parties into the legislature. This increases the
likelihood that some vigorously anticorruption legislators are elected, who,
if facilitated by institutions such as parliamentary question time, conld
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reduce systemic corruption. Proportional representation has a significant
disadvantage, however, because it is difficult for the electorate to exclude
corrupt politicians who by themselves slots high on a party list.

Systerns of indirect election are susceptible to corruption and capture.?
In general, therefore, direct elections may be preferable for reducing
corruption (this may explain the effect that Persson and Tabellini find for
presidentialism, as presidents are typically elected in direct elections, unlike
prime ministers who are generally indirectly elected via the legislature or
sornetimes appointed by the president). Systerns of indirect elections of the
upper houses of parliaments could be replaced with systems of direct elec-
tions. Accountability could also be increased by holding elections for upper
and lower houses at different times. There is significant inertia in political
systems, because those it selects typically have a comparative advantage in
being selected by that system. External pressures can lead to reform, how-
ever. U.S. senators resisted changing the system of elections to direct elec-
tions until members of the House—who used to select them—vowed to
follow popular referenduims in their own voting for senators.

Electoral systems could also be designed that take advantage of both the
benefits of proportional representation (that is, greater variety of parties in
the legislature) and the ability to exclude corrupt politicians. For instance,
there could be a requirement for primaries, which would allow citizens to
exclude corrupt politicians at the primary stage. Alternatively, a two-stage
election could be held for parliamentary seats, in which the top two vote-
getters would compete in a run-off. Such a system would minimize strategic
voting in the first stage and allow the entry of third parties. Citizens could
also have the option of crossing out the names of candidates on a party list
whom they do not want to be elected on the party slate (voters would be
allowed to do so only if they voted for that party).

Citizens could also be given the right to remove corrupt elected officials
through recalls. A system of recalls, whereby the electorate can calla new elec-
tion by, say, collecting enough signatures, is one mechanism for getting rid of
corrupt politicians. To prevent frivolous recalls, a large number of signatures
could be required or a randomized survey of a representative sample of
people could be conducted in which a high threshold {say, 60 percent or two
standard deviations above 50 percent) would have to support the recall.

Participation and Surveys

The primary purpose of participatory governance is improved preference
matching; improved accountability is a by-product. A survey-based system
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of governance, in which preferences are elicited by surveys and communi-
cated to public officials, could have such an effect, albeit without the benefits
of discussion. One example of participatory governance, Deliberative
Democracy, designed by James Fishkin of Stanford University, involves col-
lecting a set of randomly selected people and asking them to discuss issues
and vote on them (bosto.nreview.n,ﬁt/BRBLE/ﬁshkinkhtml), The meetings
are often televised. In some instances, they may change popular opinion
about reforms.

How can participation be used to target corruption? Suppose a set of
randomly selected peopleis asked to discuss campaign finance reforms. The
result may be a franker discussion and stronger proposals for reform than in
a legislature, where each member has some need for financing.

Another option would be to empower each member of the randomly
selected group to identify a public official for investigation. The person
could also identify who would investigate the official. This mechanism
would have the benefit of having a selection system for investigation that
cannot easily be completely captured and does not waste too many
resources on investigating obviously honest officials (as random selection
of officials for investigation would). ,

The World Bank could use such an institution to finesse the issue of com-
promising sovereignty in its efforts at increasing accountability. If a randomly
selected set of citizens-—rather than World Bank staff—is asked whom to audit
and who should audit, no reasonable notion of sovereignty is compromised.
Organizations such as the Open Society Institute could sponsor these account-
ability councils, which could be televised, generating considerable interest, If
the country had a freedom of information act, citizens could watch a citizens’
council decide which congressperson’s finances to audit or investi gate,

Civil Charges

Changes in the law that allow private parties to bring civil charges in cases
of neglect or mismanagement could be an effective remedy against forms of

_corruption in which the victims know they are being victimized. Another
option isinstituting a rule that allows private persons to file criminal charges
on their own—a process known as gui tam. The adoption of qui tam could
lead to a significant improvement in integrity in many systemically corrupt
countries where the prosecutor’s office has been compromised.

Allowing civil charges of neglect and mismanagement to be filed in
corruption-related cases in which corruption itself is difficult to prove may
reduce corruption (box 8.1), Corruption itself—and its most typical manifes-
tation, bribery—is very easy to hide. However; the consequences of corruption
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are not always so easy to hide, especially in the case of the more harmful forms
of corruption. It is very difficult to expose the corrupt behavior of a judge who,
after accepting the same bribe from both parties, thern makes a fair decision; a
judge who makes a large number of unfair decisions is more easily identifiable.
Direct evidence of corruption is not always necessary to fight corruption
in the courts. Even though no direct evidence may exist of corrupt collusion,
there may be clear evidence for neglect and mismanagement (box 8.2). It
would be wrong to charge, convict, and jail an official for corruption on the
basis of such evidence, but such evidence should be enough to suspend or
even fire an official on charges of neglect or mismanagemnent. This in itself .
would provide some deterrence to official corruption, especially in the most
visibly harmful cases. ‘

Random Assignment of Judges and Prosecutors

In many developed countries, judges are randomly assigned to cases. The
process of assignment can be highly visible (a ball, 2 roulette wheel, or a pack
of cards could be used in clear view of everyone). If there are even a few
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honest and diligent judges, random assignment of cases will ensure that at
least some cases will receive fair hearings in court.

Criminal law systeins generally require that charges be brought by a
public prosecutor. Public prosecutors are typically appointed by the execu-
tive branch of government and assigned to particular cases by some higher
authority. Each of these steps is hdb}_e to be captured by those running a
system of corruption.

A remedy for the second problem—assignment to cases-—is the ran-
dom assignment of prosecutors to corruption cases, Assuming that there
are some honest judges and prosecutors, and that judges are assigned to
cases randormnly, this would at least occasionally lead to a situation in which
both the judge and the prosecutor were honest. A conviction of a low-level
official could be used to gather evidence that could lead to the conviction
of senior officers and other members of the system. Even if the conviction
of other people is outside the jurisdiction of the case, a judicial process in

which facts are found and publicized can create legal and pnhmal momen-
tum that becomes difficult to stop,

* Dealing with systemic corruption is difficult in that many of those who
are counted on to expose corruption cannot or will not do so. But one or two
cases may be enough fo expose a system; each case does not have to be tried
independently. A single exposure can cause the entire system to unravel.

Random assignment of judges and prosecutors is probably not the most
efficient way of dealing with incidental corruption. It is a good way of deal-
ing with the far more pernicious practice of systemic corruption, however,
Given the far greater costs of systemic corruption, and the Jlikelihood that it
- will emerge if given the chance, all countries would be well advised to adopt
rules on randomized assignment of judges, even if they think they do not
have systemic corruption.

Election of Prosecutors

One way of dealing with the risk that the executive branch may appoint lazy
or complicit prosecutors to protect corrupt pohtmmm 1s to involve citizens
in their selection. One argument against electing rather than a ppointing too
many officials is that elections tax the civic virtue of the c1t1zenry, who may
not really want to decide who should be elected to various unglamorous
posts (Cooter 2003). The office of prosecutor, however, is one that does
interest the citizenry, particularly in places where corruption is rife.

A possible objection to election of prosecutors is that it favors people
who like—or at least can tolerate~~running for office. This may be a virtue,
however, because the love of attention and power that comes with an affinity
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for politics may lead to a greater enthusiasm for the diligent prosecution of
high-profile cases. .

In some federal systems, prosecutors are appointed by the state or
provincial governments. In Pakistan, for example, Nawaz Sharif, the chief
minister of the Punjab, appointed the public prosecutor who indicted Asif
Zardari, the husband of Prime Minister Benazir Bhutto, for corruption. The
indictment would have been unlikely had the federal government appointed
all prosecutors.

An alternative to election of prosecutors would be the appointment of
some prosecutors by the legislature or even by opposition parties. While pos-
sibly an improvement on selection by the executive, the process may not
always be as good as direct elections, as the opposition itself may be captured
(as was the case in Peru under Fujimori),

Randomized Audits and the Public Declaration of Assets

The public declaration of assets makes wrongdoing more difficult to hide.
Ill-gotten gains can be hidden in the accounts of relatives, friends, and
associates, but this makes themn complicit and increases the likelihood of
identification when systemic corruption unravels.

Requirements for public declarations of assets of public officials need to
be matched with randomized audits of public officials. These audits should
include the audits of relatives, friends, and associates. Audits that show how
people game the system should be used to adapt the system.

Auditors should be randomly selected. Alternatively, a random selection
of people could decide whom to audit and who should audit. Another
option would be to allow private auditors to audit whomever they want and
to offer rewards for the identification of corrupt officials.

Public Expenditure Tracking Systems and Randomzzed Audits of
Governmental Finances

*

Examination of the finances of public sector entities can reveal certain kinds
of corruption. Public expenditure tr acking systems (PETS) that require each
level of government to state how much it receives from and sends to every
other level can reveal corruption. Reinikka and Svensson (2002) introduced
a PETS in Uganda and reduced reported leakages from about 80 percent to
about 20 percent, Whether actual leakages fell by quite that much is uniclear,
as some leakages can be hidden from PETS by determined officials who col-
lude. If, however, the PETS were followed by a deep audit of some lando:m}v
selected pomtg, such colluswe reportmg could be spo*ted
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Accountability Committees and Question Time

The legislature can play a significant role in exposing corruption in the
executive branch if empowered to do so. Accountability committees should

be headed by the party in opposition to the executive. These committees
should be given significant powers to investigate members of the executive
branch and to question them in the legislature. Such committees cannot

prevent corruption (Montesinos had compmmmed the opposition), but
they may reduce it.

Other reforms, such as question time, in which any legislator can ask
questions of the executive in a widely broadcast regular proceeding, may be
more effective at revealing corruption. The executive branch should be reg-
ularly questioned by the committee and other legislators, and the proceed-
ings should be televised live and rebroadcast in the evening. In the British
Parliament, the prime minister is questioned every week, and his senior
ministers are questioned every day except Friday. Each legislator can pose
up to two questions. Questions are shuffled, virtually guarant teeing that
opposition members will get to ask several questions-every day. Questions
not answered in the oral period receive written answers, which are made
public. This process ensures that any attempt to pack the proceedings with
innocuous questions by the majority party is visible to the electorate. There
tends to be significant interest in these proceedings, making it worthwhile
tor networks to carry them. The information revealed can have significant

political consequences,

In Croatia parliamentarians can ask 30 questions of the executive
branch every month. One such set of questions on a bribe allegedly
accepted by Foreign Minister Miomir Zuzul led to his resignation. Presi-

- dent Stjepan Mesic easily won reelection soon afier, suggesting that polit-
ical fallout from a corruption scandal can be limited (The Associated
Press 2005).

X‘\fhether to allow the legislature itself to dismiss the govemment tol-
lowing the revelation of corr LL[)LLUH i que stion time is not clear, On the one
ha nd it would make the legislature look like an impotent debating society if
it could not dismiss the government following such a demonstration. On the
other hand, allowing the legislature to dismiss the government riuns counter
to presidential systems, which appear to reduce corruption. One possibility
is to authorize the legislature to call for a large nationwide survey about a
recall, calling a new election only if a supermajority asks for a recall. The
survey could explicitly ask whether people thought the government was
cotrupt, rather than whether voters wanted the government recalled, This
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would not prevent citizens from opportunistically responding that the
government was corrupt simply to get a chance to change it, but with a
modicum of civic virtue among a proportion of the citizenry, asking specifi-
cally about corruption may reduce recalls for other reasons.

There should be a political mechanism to dismiss a government that
appears to be corrupt even in the absence of incontrovertible evidence of
corruption. Elections are supposed to dismiss governments that are incom-
petent or establish priorities that are not consistent with the people’s will. In
the case of corruption, however, the electorate should not be required to wait
for a scheduled election to change government. _

The political and judicial mechanisms for dismissal are not mutually
exclusive. The system could allow for both; depending on the complexity
of the case or the sophistication of the form of corruption, the judicial
mechanism may be more effective. The two mechanisms may even be com-
plementary. The facts found in a judicial investigation may help bolster a
political ouster. The advantage of the political process is that it allows a
corrupt government to be dismissed even in the absence of incontrovertible
evidence, without compromising the rule of law—which for very good
reasons is based on the need for incontrovertible evidence in criminal
cases. It makes sense to have high standards of proof before subjecting people
to severe criminal punishment; there is no need to have the same standards

of proof to dismiss a government.

The question of parliamentary lmmum‘t} isa chfﬁcult one. It is needed
to prevent legislators from being intimidated by governments, but it offers
refuge to criminals. The freedom of a few criminals is often a small price to
pay for the benefits of an independent legislature. There does not need to be
immunity from investigation, however. In fact, a few members of parliament
should be randomly selected for investigation every year. Random selection
will prevent the government from using the investigations for retaliation,
and occasional selection for an investigation will create some incentives for

legislators to be honest.

The Media

The media play a crucial role in both investigating and publicizing systemic
corruption. Two reporters, €arl Bernstein and Bob Woodward, exposed the
Watergate scandal; Montesinos and Fujimori were eventually brought
down by the airing of a video of Montesinos paying a bribe; and the media
led the investigations that resulted in the reszgndtlons of senior politicians
in Brazil in 2005. e
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Systemically corrupt governments spe::n<if a lot of money, effort, and
political capital corrupting the media. Indeed, Montesinos spent most of his
bribe money bribing the media. He used bribery, intimidation, defamation,
and state ownership of media to control the content provided to the public,
Many other electoral dictatorships use similar tactics. The Committee to Pro-
tect Journalists (www.cpj.org) and Reporters without Borders (www.rsf.org)
both document the ways the préss is intimidated and suppressed in
rmany countries.

Avariety of verifiable rules can be nnplemented that make it likely that
there will be at least some inquisitive, independent, and diligent journal-
ists who will expose corruption if systemic corruption exists. An advan-
tage in fighting systemic corruption is that only some instances need to be
exposed for the system to unravel. Another 1dvantage is that a system of
corruption creates a lot of evidence, even if it is all private knowledge.
Montesinos bribed hundreds of people. Even small systems of systemic
corruption generally involve dozens of people. A diligent investigator
could uncover parts of such a system, leading to the unraveling of the sys-
tem. But such investigators can be threatened or neutralized: Reporters
without Borders reports that 63 journalists were killed, 800 arrested, and
1,300 physically attacked or threatened in 2005, In addition, 1,000 media
outlets were censored in 2005.

To prevent such intimidation, policy makers can take several steps:

% Prohibit censorship. Prohibiting censorship will not prevent subtle forms
of censorship, including inducements for self-censorship by, for example,
withholding advertising revenue from newspapers, but it can prevent the
most obviousforms of corruption. »

£ Commit to allowing an international investigation into the death of any
journalist, and allow all im prisoned journalists to appeal in an inter-
national court.

@ Allow private television channels and ban state-owned newspapers. State
ownemth of the mediais cortelated with worse governance across coun
tries (Djankov and others 2001). While there are anomalies, such as
National Public Radio in the United States and the British Broadcasting
Company, which provide excellent coverage, in general allowing the gov-
ernment to own the media‘treates space for systemic corruption.t

& Allow foreign journalists to cover domestic stories. In many small devel-
oping countries, too few journalists have the training and independence
to cover stories. Allowing foreign journalists to cover stories would
increase the likelihood of exposing corruption. Foreign journalists also
have the benefit of protection from their embassies.
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@ Allow foreign transmissions of radio and television broadcasts and
Web sites of foreign newspapers. With increased access to the Interne
and the improvement of computer translations, allowing foreign
media into a country could significantly increase the ability of activists

to obtain news.

Freedom of Information Acts

A freedom of information act allows the general public to access information
by filing requests. Supplementary legislation that requires local governments,
political parties, and public officials to disclose their finances makes freedom
of information acts a useful anticorruption tool.

Many freedom of information acts have been adopted in the past few
years. In some developing countries and transition economies, these acts have
actually leapfrogged over similar laws of developed countries. An example is
India’s recent law, under which all government documents not specifically
classified as secret are accessible by the public (sadly, the act explicitly omits
Kashmir from its purview) (Ministry of Persoxmel Public Grievances and
Pensions 2005). :

The effectiveness of freedom of information acts can easily be Verxﬁed
Civil society organizations and even private citizens can file requests for
information and record how quickly and how well public servants respond
to their request. Freedom of informatibn acts can be used both for the ini-
tial exposure of corruption and in the process of unraveling systemic cor-
ruption, by starting independent investigations of officials who may be
implicated in a scandal. :

Freedom of information acts are typlcaﬂy limited by concerns about
privacy and national security. The appeals process that decides whether
some requests for information should be denied should include members of
the opposition, and a unanimous vote should be required to classify a docu-
ment as secret. Doing so would make it less likely that information that
could expose corruption would opportunistically be labeled as a national

security secret.

The Role of Local Governments

“The existence of multiple layers of government creates the opportunity for the
separation of powers, in which different levels of government can discipline one
another. Increasing the likelihood of audits by a central government agency
reduced corruption in local governmems in Indonesia (Olken 2005), Ifshow-
ever, the central government agency is itself corrupt, the system of auchts can
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end up being used to cement rather than disrupt a rent-extraction system, The
logic of disruption dictates that a second round of audits, in which any private
firm or NGO can reaudit the central government’s audit, be instated to prevent
systemic corruption involving the central government’s auditing agency.

One problem with fighting systemic corruption is the limited contest-
ability of political markets. In some democratic but highly corrupt countries,
such as Bangladesh, all credible leaders are tainted by corruption. Local
governments provide an excellent training ground for politicians to learn
both the process of governing and the process of campaigning. They thus
increase the contestability of political markets. The existence of local gov-
ernments can increase the choices voters have, allowing them to throw the
rascals out rather than just choose among rascals. :

Local governments also allow ideas to be tested in some places and
then tried elsewhere if they work. They can be used to conduct a scientific
analysis based on the randomized assignment of localities to treatment
and control groups.

Many of the reforms suggested here could be legislated by a majority in
a local council in many countries, Where reforms succeed in reducing cor-
ruption, neighboring localities could come under pressure to implement
stmilar reforms, A university or NGO could arrange for a high-publicity
competition in which localities compete for the adoption of anticorruption
legislation. A recent project in Romania created such a competition for the
adoption of deregulatory reforms; eventually, the central government
adopted some of the deregulation reforms as well (Timisoara City Hall
2007). If reforms are effective, the process may even create a dynamic that
induces the central government to adopt some of these reforms—though
resistance to adopting anticorruption reforms may be higher.

Xar ! stermiic o orruption.
This section dtscussa Belarus, Brazil, Kenya, and Turkey and then briefly the
role of revolution sparked by electoral (or other) fraud in disrupting
systemic corruption.

Belarus

Between the mid-1990s and 2005, the government of Alyaksander Lukashenka
subverted democracy while maintaining the facade of multiparty elections
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(Silitski 2004), Lukashenka used physical intimidation and' constitutional
reform to ensure electoral victories and remain in power. Several lessons can

“be learned from his rule about how to prevent democracy from being

preempted (table 8.3).

Brazil

Arecent set of corruption scandals in Brazil reveals how the interconnected-
ness of systermic corruption can be used to make the system unravel (Saibro
2006). Reporters from the weekly magazine Veja recorded the head of pro-
curement at the post office taking a kickback. The opposition parties called
for a parliamentary investigation, which the government first resisted but
then agreed to. The resulting investigation implicated Roberto Jefferson of
the PTB (Partido Trabalhista Brasileiro), a party allied with the government.
Jefferson was also implicated in another scandal when Lidio Duarate,
the head of the Brazilian Reinsursers Institute, reported to the media that
Jefferson demanded kickbacks for giving Duarate his job and that Duarate
hired Jefferson’s associates.

Jefferson, in turn, accused the ruling party, which had only a minority
in parliament, of bribing legislators to obtain a majority. Two leaders of
opposition parties, Severino Cavalcanti of a conservative party and Waldemar
Costa Neto of a liberal party, were implicated, and Costa Neto resigried; the
president’s chief of staff, Jose Dircew, also resigned. The crisis led to pressures
for reforms that would combat corruption. It has been politically costly for
the ruling party. ‘ o

What lessons can be learned from the experience? First, the media play a
critical role in investigating and publicly exposing corruption. Second, parlia-
mentary investigations are vital. Empowering the parliamentary opposition
to launch an investigation without the assent of the majority increases
accountability. Third, systems of corruption that are based on the sale of jobs,
can unravel as soon as someone starts talking.

Kenya

President Mwai Kibaki came to power in 2002, after winning an election
against the corrupt Daniel Arap Moi. Moi had tried to rig the elections, but
a combination of international observers and domestic activists foiled his
attemnpt. The new government, beholden to the forces of integrity, appointed
John Githongo as head of the Kenyan Anti-Corruption Comumission.

Ed
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AR Rules That Might Have Prevented Democracy from Being
Subverted in Belarus

Action by Lukashenka

Rules to prevent subversion of democracy

Kitled or
imprisoned
journalists

Denied accreditation
to election
chservers

Stuffed election
commission with
cropies

Disallowed exit polls

Shut down
universities

Used firearms
against protesters

Changed constitution
to appoint heads of
regional adminis-
trations

Censored mass
media

Government allows independent inquiry into the death of
any journalist (with the family of the journalist choosing the
investigator). Imprisoned journalists have the right to appeal
to an international court. Broadcast the reports of the inquiries
into deaths and the judgment from the appeals process.

Accreditation is given by a panel that includes an équal
number of members of the opposition. There is a
simple accreditation process that can be approved in the first
instance by any member of the accreditation committee. A
supermajority or even a unanimous vole is required to deny
accreditation,

An equal number of members of the election commission is
nominated by any significant party in the legislature (say,
with more than 10 percent of the members of parliament).
Smaller parties also get to nominate members of the election
commission. Each member of the commission writes an
independent report on the election that is broadcast, pub-
lished in newspapers, and circulated over the Internet. The
broadcast of the reports of commission members is followed
by a question-and-answer session with the press.

Multiple organizations are allowed to conduct exit polls,
so that polisters can flag statistically signiticant differences
between their polls and cther polls and between the polls and
the election results as evidence of rigging. Such a system may
not detect minor rigging, but it will detect major vote fraud.
Either ban the closure of or require a majority of the
opposition to shut down a university.

Ban the use of five ammuhition against unarmed protesters,

Require eiection—preferably direct election—of leaders of
provinces and the capital dity, These alternative power centers are
important for a credible opposition.

Disallow censorship in all circumstances. Allow opposition
oversight of advertising budgets of state-owned companies
so that critical newspapers cannot be punished by withhold-
ing advertising revenues.

Source: Author and Silitski 2004,



Disrupting Corruption 275

The primary case of grand corruption Githongo investigated involved
the sale of “services” by Anglo Leasing, an apparently fictitious company,
to the Kenyan government. The sale required the signatures of the secre-
tary of interior and the secretary of the treasury. Githongo uncovered
evidence that at least 10 senior officials or legislators were involved in the
multimillion dollar scheme and that many other similar schemes existed
(Githongo 2005).

Githongo’s efforts to reverse the sale and remove the secretaries from
office met with significant pressures from many senior officials. These
included threats to kill him and to use the legal systern against his family. His
dogged pursuit of the issue did bear some fruit—some of the money was
returned to the Kenyan government—but eventually he was forced to resign.
After his resignation, the patliamentary public accounts committee; led by
an opposition leader, interviewed Githongo in Great Britain, where he was
living in exile. The interview led to the resignation of two ministers.

A number of aspects of this story are worth highlighting. First, there may
have been a moment of extraordinary politics at the end of the Moi regime
when reforms not normally politically feasible may have become possible. It
led to the appointment of Githongo. Had the forces of integrity had a set of
integrity-enhancing rules, such as those discussed in this chapter, some of
thern may have been adopted. Second, systemic corruption involves many
people, and the system can unravel, Thll‘d the system will fight back. The
rules must therefore include protections for key players on the side of
integrity. Fourth, details of constitutional form or political tradition, such as
opposition leadership of the public accounts committee, matter.

Turkey

On November 3, 1996, a car carrying a police chief, a prominent member of
parliament, a criminal, and his mistress crashed into a truck in the roadside
town of Susurluk in western Turkey, killing everyone but the member of
parliament. The criminal, Mehmet Ozbay (also known as Abdullah Catl), a
notorious smuggler and blackmailer wanted by Interpol, possessed an
identification card personally signed by the interior minister, Mehmet Agar.
The car contained a bag full of dollars and a trunk full of weapons; the
passengers’ pockets were full of cocaine. The incident led to a change of
government in Turkey (Akay 2003). ‘

Immediately after the crash, student protests broke out in response to this
evidence of grand corruption; they were repxessed Then a group of actmsts
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and NGOs began a nonviolent campaign by asking people to turn off their
lights for one minute every evening at 9:00 p.m. The media, initially reluctant,
joined the campaign, playing an important role in the dynamics of the protest.
These protests became widespread: millions of Turks began turning off their
lights in protest of the government’s corsuption. The government initially
resisted the campaign and tried to discredit it, but eventually the momentum
created by this campaign led the National Security Council to ask the govern-
ment to resign.® An accident that revealed corruption and a sustained
campaign brought down a government.6 .

Several lessons can be drawn from this experience. First, exposure of
corruption needs to be followed by a sustained campaign to create genuine
political costs. Governments will try to suppress these campaigns, but in a
country like Turkey, which cares about its international image, the ability to
suppress a nonviolent campaign is limited. Second, the role of the media is
important. Even if initially reluctant, the media will often join a campaign
once it gets going. Third, having an externalsource of accountability that can
call a government to resign is critical. In Turkey this body is the National
Security Council, which may have asked the government to resign only
because its members did not like the government in the first place. In other
countries, a supreme court or constitutional court may play such a role-it
was such a court that eventually asked Slobodan Milosevic to hand over
power to the elected government after several days of protest in Serbia.
Another option would be an explicit constitutional provision under which
a group of citizens can ask for a recall.

According to the Center for Global Integrity, integrity systems in Turkey
are very weak (www.globalintegrity.org). The Turkish government objected
to the report, but the objectivity and specificity of the center’s methodology
allowed it to respond to the Turkish-government’s criticisms. The hope is
that the Turkish government will reform its integrity system to improve its
scores on the “Global integrity” matrix.

>
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Popular protests and new elections have occurred in Georgia, Indonesia,
Lebanon, the Philippines, Serbia, and Ukraine. Some of these revolutions
were inspired by corruption; all were driven at least in part by dissatisfaction
with the constitutional mechanisms of changing a government, either
because an election had been rigged or because the constitutional process of
impeachment was compromised (Karatnycky and Ackerman 2005). In the
Philippines after the Senate refused to impeach Joseph Estrada in 2000-01,
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“people power” brought a change of government. In Ecuador, President
Luizo Gutierrez’s attempt to pack the courts with his cronies led to protests
that brought down the government in 2005.

One should not overestimate the power of parchment; the constitu-
tion of integrity is ultimately written on the hearts of men and women
who must ultimately demand their rights when they are denied them. The
role of parchment is to provide a set of clear rules, so that brave people can
coordinate their demands and protests in a way that disrupts systems of
corruption. Elections are one such set of rules. Holding elections regularly
and often——and having a population that can be relied on to change a gov-
ernment by protest if an election is massively rigged or canceled—is an
important mechanism for controlling grand corruption, especially if combined
with other mechanisms. ‘

Recommendalions

What can different members of society do to fight corruption? National gov-
ernments in partially democratic, partially dysfunctional states carinot be
expected to adopt reforms to combat systemic corruption. The recommend-
ations provided below, therefore, focus on what steps other groups—ordinary
citizens, the media, NGOs, international organizations, foreign governments,
and local governments—can take to fight corruption.

The Role of Citizens

Citizens should pay attention to the information provided by the media and
by activists on corruption and related matters. They should vote, and they
should protest vociferously if elections are rigged or canceled or the gov-
ernment undertakes significant anti-integrity measures, such as replacing
the entire judiciary with its cronies. Citizens should also pay attention to
efforts by activists to mobilize them in mass anticorruption campaigns when
systemically corruption is expc;sed, as they did in Turkey, even if no election

is scheduled. Such mobilizations can lead to recalls even if there is no such
provision in the constitution.

£

The\ Role of the Media

The media have a vital role to play in preventing systemic corruption by expos-
ing corruption, causing it to unravel, and mobilizing the citizenry into
action. If citizens are the jury in the court of public opinion, the media are’the
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prosecutors. Journalists and columnists should courageously investigate
corruption cases; report threats and intimidation to the Committee to Protect
Journalists, Reporters without Borders, or Transparency International:
publicize cases of corruption; follow leads to other involved parties; and com-
municate to the public the efforts of activists to mobilize them into action.

Much of the media will be co-opted into the system of corruption, but
it takes only a few independent journalists to expose systernic corruption.
Once exposure starts, the rest of the media may defect into the integrity
camp to demonstrate they were not complicit—or at least that they are no
longer complicit, In Peru after the first video of corruption was aired, even
the television stations in Montesinos’ pocket felt compelled to ait them. In
Turkey, after initial reluctance, the media started publishing stories :md even
publicizing the protests.

The international media also have a role to play. International journalists
should work to expose corruption and to train their local counterparts if they
trust them not to be complicit in systemic corruption. Foreign journalists have
miuch greater protection afforded to them by their governments than local
journalists enjoy. Foreign media should also broadcast into systemically
corruptcountries. Foreign media sources should maintain their independence
from their own governments and not become or appear to become rmonth-
pieces for their governments.

In some cases the foreign media have not done enough to EXPOsE Sys-
temic corruption. In Peru, for example, it seems unlikely that a vigorous
effort to expose Montesinos, who had bribed 1,600 people, would not have

produced some evidence.

The Role of Activists, NGOs, and Universities

The role of activists is to find evidence of pieces of the corrupt system and
to use this to start protests, to urge the media to pursue these cases and to

publicize them, to press for parliamer entary inquiries, and to create greater
domestic and international pressure for reform. U of the Internet to spread

information can be effective. Activxsts should also keep up pressure by
exposing related cases all the way to the next election, so there is real politi-
cal bite to exposure of corruption.

NGOs should keep theiractivism and service delivery wings separate; ide-
ally, NGOs should do one or the other, not both. Activism requires a cerfain
arm’s length and adversarial relationship with the government; working on
service delivery sometimes requires close coordination. Activist NGOs can
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work with foreign donors, but they should be careful to resist pressures to
become their mouthpieces and should not get involved with donors that
intensify such pressures. Doing so would quickly rob them of their credibility.
Local NGOs and universities can also organize competition among local
governments on the adoption of the reforms described in this chapter,
Universities could also study the impacts of reforms.

International NGOs and universities can help in two important ways.
First, they can collect and publicize information on these bright line rules.
Given the importance the European Union and the United States place on
reform, publicizing these rules can create an important dynamic toward
reform. Second, they can help NGOs learn from the experiences of other
countries that have created a successful dynamic for reform.

The Role of Foreign Governments, Aid Agencies, and the
World Bank

Developed country governments can malke an issue of corruption by-ask-
ing on visa application forms whether the applicant has ever taken a bribe.
Because lying on the visa application form is a crime in the country being
visited, charges can be brought in the visa-issuing country if the applicant
lies. Penalties may be light, but the production of evidence will have
political costs.

The World Bank can add questmns about bribes to its job application
forms. Because lying on these forms can lead to termination of employment,
adding such questions will increase the cost of being corrupt to the many
civil servants who aspire to jobs ininternational organizations. Civil charges
against human rights violators have created significant costs, even though
the civil penalties—typically fines—are much milder than thur crimes
warrant.(Coliver and Feeney 2005).

The World Bank and aid agencies can insist that accountability com-
mittees be formed and their audits attached to projects they fund, thus
creating expertise and examples of how such a process should occur. The
Kecamatan Development Program in Indonesia is one example of such an
effort. By insisting on community oversight, the World Bank was able to
sidestep a notoriously corrupt Indonesian government, without compro-
mising sovereignty, because ‘it was Indonesians themselves who were
empowered (Guggenheim 2007). :

Aid agencies and international financial institutions can establish

clear conditionalities based on the measures proposed here. Loans and aid
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could be granted only to countries that have parliamentary debate with
significant public input—including televised town hall meetings—and
adopt the following rules: ' ’ :

£ The legislature should be allowed to question the executive branch every
week and the chief executive at least once a month. These proceedings
should be broadcast live on radio and television. _

B Cases of corruption—at least cases involving public officials—should be
randomly assigned to judges.

& The murder or imprisonment of a journalist should be investigated by an
international panel. Unless the government is completely exonerated, aid
will be withdrawn entirely. ' :

g Foreign journalists and foreign broadcasts should be allowed. Foreign

Web sites should be allowed, local organizations should be free to create

their own Web sites, and access should not be tampered with.

Public officials should be required to declare their assets and incomes.

Private auditors should be allowed to audit public officials.

In cases of neglect and mismanagement, even when corruption may be

involved, private parties should be allowed to file civil lawsnits.

£ Elections should be monitored by domestic and international observers.

.

B

5

These agencies can also set rules, such as that of the Millennium Challenge
Account (MCA) allocating aid on the basis of performance on goverhance
ratings. {The MCA allocates U.S. aid to developing countries on the basis of
several indicators of governance, human development, and economic free-
dom. The countries themselves are supposed to have greater flexibility in the
use of funds than they typically have over other development aid.) These -
ratings may have induced considerable reform in areas based on actionable
indicators, such as the number of days to start a business, and the hope is that
they would also lead to reforms on governance if actionable governance indi-

cators were used for allocating MCA funds.

e

The Role of Local Governments

An honest local government can combat corruption by leading by exam-
ple. It can pass local laws mandating that all public officials in the locality -
should declare their assets publicly; that the local executive will answer
questions in the local council, which will be broadcast; that the council
itself will be overseen by an accountability committee of randomly
selected citizens, who will be provided with a lawyer and an accountant
they can instruct to investigate financial and legal matters. Once some
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local governments start doing this, NGOs and universities could organize
a nationwide competition among local governments. The leaders of local
~governments that do well could be well placed to compete on the national
poh’ti'cai stage. The World Bank could reward these communities with
more development projects: |

Local governments can also use the mechanisms descubed above to
discipline natwnal governments by, say, questioning the relatives of national
politicians who are in the local council (in systemically corrupt countries,
several members of a family are often in politics; some may serve in local
councils). Citizens could ask lawyers and accountauts to investigate central
government issues.

Demonstrating That a Government Is Not Systemically Corrupt

To establish its innocence, a government that claims to have been falsely
accused of being systemically corrupt and hence denied funding or a loan
could hold a referendum on adopting some of the reform measures sug-
gested in this chapter. If a government is on the margins of eligibility on
other measures of performance and conducts parliamentary debate on
adopting these rules, it should be given a chance to compete for the loan or
aid; if it does not hold such a debate, then it should not be given the chance.

The rules in this chapter are also useful to have when a new government
comes into power on an anticorruption platform after the dismissal of a cor-
rupt regime, Efforts often dissolve into a mix of noble pronouncements and
toothless or even counterproductive actions, such as the creation of inef-
fective or even politicized anticorruption commissions. The rules outlined
here would give activists and honest politicians something to make the

government focus on.

MNoies

The author is extremely grateful to Melissa Thomas and Anwar Shah for their inspira-
tion and ideas and to Bilal Siddiqi and Ruth Coffman for their comments and advice.
None of the aforementioned are responsible for any of the shortcomings of this chapter.

1. The system is vividly documented in a series of videos and described by McMillan
and Zoido (2004). ‘

2. One of the best-known sys%iems of corruption was created in Peru, where the gov-
ernment of Fujimori had given extraordinary powers to law enforcemnent agencies
because of the struggle with the Shining Path guerrillas.

3. InIndonesia, for example, corrupt politicians bought their places on party lists after
the elections were held and then sold their votes for the indirect election of the
mayor. Most citizens and journalists thought the system was corrupt (Azfarez{}OZ‘l
The system was eventually replacedwith direct e!emon of mayors.

i
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4. Private ownership of the media can also be problematic, especially if private own-
ers achieve monopolies. There is no easy solution to this problem, as authorizing
the government to tighten antitrust regulations against media monopolies could
strengthen its hand against the media.

5 Per Article 118 of the Turkish Constitution, the National Security Council (the
Milli Giivenlik Kurulu [MGK]) is set up as an advisory organ. The council, chaired
by the president of Turkey, is made up of the chief of the General Staff, the four
main commanders of the Turkish Armed Forces, and select members of the Council
of Ministers. Like the national security councils of other countries, it develops the
“national security policy of the state” of the Turkish republic.

6. Since the incident, Turkey has had two elections. The two parliamentarians impli-
cated in the incident—Sedat Bucak, who was in the car, and Mehmet Agar, the
interior minister who signed Ozbay’s identification card—won their seats and

remain in parliament.
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ABSTRACT ,

There are two fundamental changes currently under way in the wel-
fare state. These are the development of quasi-markets in welfare provi-
sion, and the supplementation of ‘fiscal’ welfare by ‘legal’ welfare: poli-
cies that rely on redistributing income through regulation and other
legal devices, instead of through the tax and social security system.
This article argues that these changes are in part the result of a funda-
mental shift in policy-makers’ beliefs concerning human motivation
and behaviour. People who finance, operate and use the welfare state
are no longer assumed to be either public spirited altruists (knights) or
passive recipients of state largesse (pawns); instead they are all consid-
ered to be in one way or another self-interested (knaves). However,
since neither the ‘new’ nor the ‘old’ set of assumptions are based on
evidence, policies based on the new set are as likely to fail as those
based on the old. What is needed are ‘robust’ policies that are not
dependent on any simple view of human behaviour. ‘

‘In contriving any system of government, and fixing the several checks and controls of
the constitution, every man ought to be supposed a knave and to have no other end,
in all his actions, than private interest. By this interest, we must govern him and, by
means of it, notwithstanding his insatiable avarice and ambition, co-operate to the
public good." (David Hwne, 1875, pp. 117-18)

‘If it is accepted that man has a sociological and biologiéal need to help, then to deny
him opportunities to express this need is to deny him the freedom to enter into gift
relationships.” (Richard Titmuss, 1971, p. 243)

There are two fundamental changes currently under way in the wel-
fare states of Britain and other developed countries, each rather dif-
ferent from the other. One — the replacement of the state provision of

* Richard Titmuss Professor of Health Policy, Department of Soctal Policy and Administration,
London School of Economies, and Professorial Fellow, Kings Fund Policy Institute.

Ny

A
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services by ‘quasi-market’ provision — is by now well known. It involves
the introduction of competition into the delivery of social services such
as education, health care and social care, and, as its label suggests, is
pro-market in nature. The second change has been less widely
remarked. [t concerns the other side of the welfare state — social secur-
ity or, more generally, the redistribution of income — and may be
described as the supplementation of ‘fiscal’ by ‘legal’ welfare. Legal wel-
fare involves the use of regulation or legislation to intervene in market
outcome, and could be interpreted, at least in part, as anti-market.

Both of these developments raise interesting questions for social pol-
icy analysts. Why have they come about? To what extent are they a
response to the perceived failures in the old systems? If they are a
response to these failures, are they a good response? More generally, do
they represent a desirable set of developments accurately reflecting the
changing context in which welfare states find themselves, or are the
changes simply another symptom of the inexorable. decline of state
welfare?

Many of these issues have been discussed extensively elsewhere
(especially with respect to quasi-markets) and I shall not repeat all the
points made in those discussions here. Instead I want to use the fact of
these changes to develop an argument that [ do not think has been
made before, at least not in this form; an argument that illuminates
both the ‘why' and the ‘desirability’ questions with respect to the
changes, but one that also has broader implications for social policy in
general. This concerns the assumptions that underlie welfare policy
concerning the mainsprings of human behaviour.

More specifically, T argue that both the quasi-market and legal
changes in welfare systems are based on a particular view of human
motivation and behaviour, and that this view is rather different from
the assumptions concerning motivation that underlay older models of
wellare systemas. However, neither this ‘new’ view nor the ‘older’
assumptions are likely to provide an adequate account of the way in
which people actually behave in welfare-relevant situations; hence wel-
fare systems based solely on one or the other are likely to fail. What is
needed are ‘robust’ welfare policies: ones that allow for the possibility
of different kinds of human motivation and hence have the potential
for more successful outcomes.

This is a broad canvas. Inevitably in places the argument is specu-
lative; equally inevitably it will involve both the caricaturing of distin-
guished -thinkers’ arguments and the over-simplification of a complex
reality. However, it is hoped that the central ideas contain sufficient
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insight to justify their preliminary exposition here, and perhaps to
stimulate their subsequent development.

The article begins with a brief exposition of the two sets of changes
that are our jumping-off point. The next section develops the main
argument, while the following two sections examine some possible
implications for policy. There is a brief conclusion.

QUASI-MARKETS .
Throughout the development of British welfare policy, the state not
only financed the supply of social services such as education, health
care and social care, it provided them as well. That is, it owned and
operated most of the institutions and agencies that provided these ser-
vices, and employed the staff who worked in them. In many areas of
welfare it was effectively a large, monopoly provider and, as such,
inevitably attracted the kinds of criticisms that such organisations tend
to attract: that they are wasteful, inefficient and unresponsive to the
needs and wants of users. Partly in response to such criticisms, in the
late 1980s and early 1990s, state provision was systematically
replaced by a more market-oriented, competitive approach to service
delivery: the quasi-market.

In a quasi-market, the state retains control of finance, either by
giving individuals vouchers or, more commonly, by appointing
informed agents to purchase services on behalf of final users. Examples
include vouchers for nursery education, open enrolment and formula
funding for primary and secondary education (effectively another form
of voucher), health commissions and GP fund-holders in the National
Health Service, and social service departments, and care managers in
community care. Provision of the service, on the other hand, is not
undertaken by the state, but is left to independent providers (profit and
non-profit) who compete with one another for the custom of pur-
chasers. Examples include hospital trusts, locally managed and opted
out schools, and private and voluntary residential homes for those in
need of social care. The intention behind the introduction of quasi-
markets is that the process of competition in provision will promote
efficiency and responsiveness, while the state can ensure equity
through judicious use of the mechanisms for financing purchasers.

This process has been discussed in more detail elsewhere (Le Grand
and Bartlett, 1993; Glennerster and Le Grand, 1995) and I will
not dwell further on it at this point. In the meantime let me describe
briefly another change that perhaps is only on the horizon at the
moment, but could become as significant for the social security side of
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the wellare state as the quasi-market developments have been for the
social services side: the growth of ‘legal’” welfare.

‘LEGAL’ WELFARE

As many writers have pointed out,? the postwar system of social secur-
ity was built on a number of fundamental assumptions concerning the
social and economic environment in which it would operate. First,
Keynesian macro-economic policies would ensure that there would be
full employment. Second, the family would continue to exist in broadly
its pre-war lorm, with a male bread-winner and a female home-maker
and child-carer (Glennerster, 1995, pp. 34-5: Lowe, 1993, pp. 33-55).
Third — and the centrality of this assumption has been less widely
remarked (but see Glennerster, 1995, p. 41) — there would be no fun-
damental shifts in ‘'market’ inequality: the underlying differences in
income and wealth generated in the market and that the social secur-
ity system was in part designed to correct. In particular, earnings dif-
ferentials would remain unchanged, or, more likely, narrow as wide-
spread equality of educational opportunity ensured that job skills
became more widely diffused.

Recent reports from the Commission on Social Justice (1994) and
the Joseph Rowntree Foundation (1995) have brought to the attention
of a wider public what economists and social policy analysts have
known for some time: that these assumptions no longer hold. Full
employment disappeared in the 1970s. There now appears to be a hard
core of long-term unemployed and a larger group of temporarily unem-
ployed, whose composition changes; although currently falling in size,
both groups remain stubbornly large (Commission on Social Tustice,
1994, pp. 33-5; Joseph Rowntree Foundation, 1995, II, ch. 5). Women
have entered the labour force in large numbers; hence they are no
longer as available to look after children (or other dependants, such as
elderly relatives) (ibid.). Family break-up is widespread; and the number
of single-parent headed households is increasing sharply. And, perhaps
most profound of all, labour market inequality is widening dramatically.
As the Commission on Social Justice has noted (1994, p. 28):

For nearly forty years after the Second World War, the income gap between the richest
and the poorest in the UK gradually narrowed. That progress has now been reversed.
Today, the gap between the earnings of the highest-paid and those of the lowest-paid
workers is greater than at any time since records were first kept in 1886.

Awareness ol the limitations of the social security system, and’its

consequent inability to deal properly with the dramatic increases in
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inequality and poverty, has led to a growing interest in welfare inter-
~ ventions of a rather different kind. One, directed at wage inequality, is
the minimum wage, long advocated on the left, but now gaining sup-
port from a much wider group of labour market analysts (see, for
instance, Card and Krueger, 1995). Another, aimed at reducing unem-
ployment, is a legal limit on the working week, an approach now
attracting attention in the Netherlands and France. In Britain,
Australia and elsewhere, the financial difficulties of single parents are
being addressed by statutory bodies such as the Child Support Agency;
and in Britain measures have been proposed to make divorce more dif-
ficult, especially for couples with children. There is also a developing
interest in Anglo-Saxon countries in the obligation alimentaire: the prin-
ciple, common in continental Europe, that adults have a financial
obligation to support their elderly parents. Singapore is now consider- -
ing introducing a similar scheme, but with the obligation being legally
enforced.

What all these apparently rather disparate measures have in com-
mon is that they do not wait until income is ‘delivered’ by the market
to families or households, and then, like the current welfare state,
redistribute it through fiscal measures such as taxes and social security
benefits. Instead they use legal measures to intervene directly in the
process by which people get an income - directly in the primary
income distribution. So minimum wages and limits on working hours
affect the amounts that employees obtain from their work; the Child
Support Agency, restrictions on divorce and the obligation alimentaire
compel people to support their dependants directly. In other words,
such measures deliver welfare through legislation or regulation and not
through the fiscal system: hence their description as forms of ‘legal’
welfare,? A ’

Again there is not the space here to discuss this phenomenon in
detail; I hope to return to it in future work. Instead, let us turn to the
main focus of this article: the difference between the assumptions con-
cerning human motivation and behaviour that underlay these ‘new’
forms of welfare and those that informed the ‘old’ welfare state that

they may be replacing.

KNIGHTS, KNAVES OR PAWNS?

Assumptions concerning human motivation and behaviour are the
key to the design of social policy. Policy-makers fashion policies on
the assumption that those affected by the policies will behave in cer-
tain ways and they will do so because they have certain motivations.
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Sometimes the assumptions concerning motivation and behaviour
are explicit; more often they are implicit, reflecting the unconscious
values or beliefs of the policy-makers concerned. Conscious or not,
the assumptions will determine the way that welfare institutions are
constructed. So, for instance, a welfare state constructed on the
assumption that people are motivated primarily by their own self-
interest — that they are, in the words of David Hume quoted at the
beginning of this paper, knaves* — would be quite different from one
constructed on the assumption that people are predominantly public-
spirited or altruistic —~ that they are what we might term knights in
contrast to knaves. Similarly, if policy-makers work on the assumption
that people are essentially passive or unresponsive — neither knights
or knaves, but pawns — then again the policy concerned would be
quite different from one designed on the assumption that human
beings respond actively to the incentive structures with which they
are faced.’

It might also be noted that these assurnptions — or, more precisely,
the relationships between the assumptions and the realities of human
motivation — are crucial to the success or otherwise of the policies con-
cerned., Hume was keen to point out that policies designed on the
assumption that people are knights are likely to have disastrous conse-
quences if in fact they are predominantly knaves. But, as Richard
Titmuss was anxious to emphasise in The Gift Relationship (whence
came the quotation at the beginning of the article), the same is true for
policies fashioned on the basis of a belief that people are knaves if the
consequence is to suppress their natural altruistic impulses.

We shall return to these points later. In the meantime, the import-
ance of the beliels about human behaviour involved in policy-making
can be llustrated by comparing those implicit in the old-style welfare
state that preceded the changes discussed above, and those implicit in
ithe new, post-reform, welfare sysiems. Inevitably given their implicit
nature, it is difficult fully to document any claims that one might
wish to make about these beliels by reference to explicit statements by
policy-makers or others; hence such clairns must at times remain more
at the level of assertion than ofl scientifically established fact. However,
it is hoped that the rather stylised set of pictures that are painted here
have enough accuracy so as not seriously to distort the scenes that
they are trying to represent.® _

Lowe (1993) has argued that there were two approaches to welfare
that characterised the pre-reform British welfare state: the reluctant
collectivists, pre-eminent among whom were Beveridge and Keynes,
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and the democratic socialists, who included Marshall, Titmuss and
Crosland. Of these, he argued that: '

despite the predominant influence of Beveridge and Keynes in the early postwar years,
it was the democratic socialists which gave the British welfare state its unigue inter-
national reputation. At home these ideals also infused the welfare legislation of the
1954-61 Labour governments and provided the logic for further advances which the
Conservative ministers struggled to refute. (Lowe 1993, pp. 18-20)

In Lowe's view, it was the social democratic approach, albeit tempered by
that of the reluctant collectivists, which determined the evolution of the
postwar welfare state: ‘social democracy had history on its side’ (ibid.).

What then were the assumptions concerning human behaviour
implicit in the ‘democratic socialist’ welfare state? In trying to answer
this question, it is useful to distinguish three sets of actors. First, there
were those who operated the welfare state: the politicians and civil ser-
vants who devised its policies, the managers who administered it, and
the professionals and others who delivered its services. Second, there
were those who paid for welfare: taxpayers under the fiscal welfare sys-
tem. Third, there were those who received the benefits of the welfare
state: social security recipients, doctors' patients, school pupils and
their parents, council house tenants and so on.

Democratic socialists assumed that the state and its agents were
both competent and benevolent (Lowe, 1993, p. 23). Hence it followed
that the first group — those who operated the welfare state — could be
trusted to work primarily in the public interest (Donnison, 1982, pp.
20-1). Professionals, such as doctors and teachers, were thought to be
primarily motivated by their professional ethic and hence to be con-
cerned only with the interests of the people they were serving.®
Similarly, politicians, civil servants, and bureaucrats and managers
were supposed accurately to define social and individual needs in the
areas concerned, and to operate services that did the best possible job
of meeting those needs from available resources. ,

The second group — the taxpayers — were also assumed to be part
of the collective view that ‘social justice would be guaranteed by a pre-
dominant altruism’ (Lowe, 1993, p. 19) and hence to accept a growing
burden of progressive taxes (Donnison, 1982, pp. 20-1).* More specifi-
cally, it was assumed that the better-off would not only co-operate in
collectivist enterprises such as national insurance and social services
but also acquiesce in paying redistributive taxation that helped the dis-
advantaged, either because they empathised with the latter’s plight or
because they saw it as part of their civic responsibility to do so.
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The democratic socialists did not assume that the third group —
individuals in receipt of the benelits of the welfare state — were active
altruists. Rather, the latter were considered to be essentially passive:
pawns, not knights. Those who used social services were supposed to
be content with a universal, often fairly basic, standard of service. So
Titmuss, for instance, spoke of the desirability of ‘one publicly approved
standard of service’ (1968, p. 195). In practice, with respect to the
National Health Service, for instance, this meant that patients were
supposed to live up to their appellation and be patient. They were to
wait patiently in queues at GPs' surgeries or at outpatient clinics: if
they needed further treatment, they had to wait for their turn on hos-
pital waiting lists. When the time arrived for them actually to go to
hospital, they were supposed cheerfully to accept being on a public
ward, being served horrible food and, most significantly, being treated
by doctors too busy, or oo elevated, o have fime to explain what was
happening to them. As Klein has put it, in the early model of the NHS:
it would be the doctor's judgement which would determine who
should get what...It was the experts who determined the need for
health care, frame the appropriate priorities and implement their poli-
cies universalistically throughout the NHS' (Klein, 1995, p. 248).°

Similarly, the parents of children in state schools were expected to
trust the professionals, and to accept that teachers knew what was best
for their children. The period between 1944 and 1975 was identified
as the ‘golden age of teacher control’.!® Moreover, as with the NHS,
especially following the comprehensive reforms of the mid-1960s, par-
enfs were supposed to concur that ‘the overriding objective in [educa-
tion policy] was equality’ (Lowe, 1993, p. 203) and hence to accept
whatever degree of uniformity of educational provision that attaining
this objective required. ' '

Council house tenants were expected to be grateful for the privilege
they had been accorded in being granted a tenancy (Dunleavy, 1981,
pp. 28-33). Their accommodation was standardised, with heavy
restrictions as to their freedom of action over what could be done with
it.' And again the experts were presumed to know best about the
housing that people wanted.*?

At least for some of the democratic socialists, similar views charac-
terised their beliefs about social security recipients. As Deacon has
recently argued, Titmuss, for instance, assumed that the beneficiaries
of social security had very little choice at all; that the economic and
social system was so all powerful that they were simply its victims: that
they had no freedom of action and hence were simply passive recipi-
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ents of state largesse {(Deacon, 1993).1> However, it has to be acknowl-
edged that this view does not seem to characterise the actual delivery
“of social security policy. The postwar history of the latter (and indeed
the entire history of social security) is peppered with the development
of different forms of checks and balances to control the perceived prob-
lem of the people variously termed the workshy, loafers or scroungers
(Deacon, 1976; Bryson and Jacobs, 1992; Jacobs, 1994). Here there
seems to have been a constant tension between the assumption that
welfare recipients were basically passive — pawns — and the assumption
that they were active agents in pursuit of their own self-interest:
knaves.

Social security, thereiore is perhaps a partial exception. But it is not
implausible to describe the bundle of implicit assumptions concerning
human behaviour that characterised the rest of the democratic socialist
wellare state as one designed to be financed and operated by knights,
for the benefit of pawns.

However, recent years have seen serious assaults on all of the
assumptions that underlay the democratic socialist welfare state
(Clennerster, 1995, pp. 193-5; Lowe, 1993, pp. 23-7; Timmins, 1995,
Part V). The notion that, for the sake of the collectivity, everyone would
passively accept standardised, relatively low levels of services was chal-
lenged by studies showing that in key areas of welfare the middle
classes extracted at least as much if not more than the poor in terms of
both the quantity and quality of service (Le Grand, 1982). More gener-
ally, it became increasingly apparent that many people — particularly,
but not exclusively, the middle classes — wanted different kinds and dif-
ferent levels of service. Richard Titmuss himsell may have enjoyed
being in a public ward (Titmuss, 1974, p. 151) but many people did
not. The length of waiting lists for medical treatment became a peren-
nial political issue. Many of the better off put their children in private
schools and took out private health insurance; many more subscribed
to occupational pensions {(although often this was a condition of ser-
vice). The consensus supporting comprehensive education began to
break down, with influential voices encouraging an end to teacher
control over the curriculum, a return to selection, traditional teaching
methods and a focus on excellence (Timmins, 1995, pp. 318-29). As
council estates declined and tenants felt increasingly powerless, owner- .
occupation became overwhelmingly the preferred form of housing
tenure (Power, 1995, pp. 212-14). '

The assumption that knightly behaviour characterised those who
worked within the institutions of the welfare state proved even more
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vulnerable. Fuelled in part by people’s experience both of dealing with,
and of working within, the welfare bureaucracies, scepticism grew con-
cerning the belief that bureaucrats and civil servants necessarily oper-
ated in the public interest, and that professionals were only concerned
with the welfare of their clients (Glennerster, 1995, p. 193). Instead,
there was an increasing acceptance of the argument of the public
choice school of economists and political scientists that the behaviour
of public officials and professionals could be better understood, if the
assumption was made that they were largely self-interested (Lowe,
1993, pp. 22-3).14

The idea that knightly behaviour characterises those who pay for
wellare was also challenged. Goodin and Dryzek ( 1987), and, more
comprehensively, Baldwin (1990), argued that the postwar growth of
tax and social insurance funded wellare states in a wide variety of
developed countries was not the outcome of altruistic gestures by the
better-off: rather it was directly related to the self-interest of the middle
classes. Econometric studies by Peltzman (1980) and Pampel and
Williamson (1989) came to similar conclusions. A more micro-level
study undertaken by Winter and myself of changes in public expendi-
ture and tax reliefs under the first Thatcher administration, based on
the assumption that politicians were vote-maximising, found a pattern
of change that unequivocally favoured the better-off (Le Grand and
Winter, 1987). ‘

Even more recently, tax-payer resistance to redistributive welfare
has become an accepted political fact, on the left as well as the right.
For instance, Piachaud argued in a recent Fabian pamphlet that ‘there
is now virtually no likelihood of further substantial redistribution of
income through taxes and social security benefits’ (1993, p. 3% a
judgement he based not on technical impossibility or social undesirabil-
ity, but simply on political feasibility. Field has gone further, claiming
that politicians who argue that the middle class will support redistribu-
tion to the poor are a ‘public menace, distracting from the real task’
(1995, pp. 1-2). ‘ S '

Finally, the idea that people in receipt of social benefits are pawns,
and that they do not respond to any incentives or disincentives built
into the system has also been vigorously assaulted. Again, although
the assault began on the Right, with Murray's book Losing Ground
(1984) as a notable example, it has been taken up in other parts of the
political spectrum; see, for instance, Etzioni's The Spirit of Comumunity
(1994) and the works of Deacon (1993) and Field (1995) already
mentioned.
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How does all this relate to the growth of quasi-markets and the
growth of interest in legal welfare? Both these phenomena can be
viewed in some sense as the replacement of what might be called
knight-and-pawn strategies with knavish ones. Thus fiscal welfare —
welfare based on taxation and social security — involves a system of
redistribution whose long-term sustainability depended on people’s
sense of altruism, or at the least of collectivity. Legal welfare, on the
other hand, is a redistributive mechanism where specific groups of indi-
viduals are identified as having responsibility for redistributing to
another group and who are then, in case they knavishly duck out of
those responsibilities, coerced by legal means to make the appropriate
transfer. Thus poverty due to low pay is assumed to be the outcome of
employers knavishly exploiting their employees; hence a minimum
wage is introduced to transfer income from employers to employees
(the fact that in practice minimum wages actually transfer incomes in
more complicated ways than that is irrelevant since we are only con-
cerned here with the perceptions of the relevant policy-makers and
their supporters). Similarly, instead of viewing the children of single
mothers as part of a collective responsibility and to be paid for accord-
ingly, they are regarded as their father’s responsibility; and, again to
avoid fathers knavishly ducking their duties, their incomes are directly
targeted as the source of maintenance by the Child Support Agency.

The knavish strategy implicit in the quasi-market agenda is rather
different. This is not simply a coercive mechanism to repress knavery;
rather it is an attempt to harness the knavery — or, to pul it less pejora-
tively, the self-interest — of those working in the system to the public
good. As with ordinary markets, quasi-markets are supposed to display
the workings of Adam Smith'’s Invisible Hand, whereby, simply through
pursuing their own advantage, suppliers are led to contribute to
socially desirable ends, Thus managers and doctors working in trust
hospitals that are losing money are assumed, in their own sell-interest,
to become more responsive to the wishes and wants of their purchasers
and the people they represent. They will also strive to be more efficient
and less wasteful in their use of resources so as to ensure they stay
within budget (or make a surplus, if they are allowed to keep it).
Schools will be more sensitive to parents, for fear that they will other-
wise take their child away — or not apply in the first place — and the
school budget will suffer. And they too will have an incentive to be
nore efficient,

So part of the why question — why these new forms of welfare devel-
oped when they did — can be explained as a reaction to what might be
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termed a loss of faith in the benevolence of human nature. This switch
in belief — that people are closer to being knaves than being either
knights or pawns — led policy-makers to switch welfare strategies: a
switch that it is probably only slightly caricaturing to describe as one
[rom policies designed to be financed, and staffed by knights and used
by pawns, to ones financed, staffed and used by knaves.

WELFARE STRATAGIES :

50 much for the why question. What of the desirability question: are
these ‘knaves’ strategies’, as Pettit {1996) has called these kinds of
institutions, desirable? In his recent book Making Welfare Work, Field
has argued that, for welfare reform,

the starting block is a willing acceptance of the fundamental role self-interest plays in
human motivation. The job of a welfare reconstruction is to plan a series of benefit
reforms which allow self-interest to operate in a way that simultancously promotes the
public good. (1995, p. 20)

A central question is therefore: are Field and the others who think like
him and who, by implication, do not think like the democratic social-'
ists, right, while Titmuss, Marshall and the other democratic socialists
are wrong?

There have been enormous amounts written on the merits and
demerits of some of the specific policy instruments we are talking
about, such as purchaser/provider splits in the health service, mini-
mum wages as a means for helping the poor, or the Child Support
Agency. They cannot be all summarised here; nor would that be appro-
priate for this article. Rather my intention is to continue with the more
general theme concerning the relative merits of strategies based on dif-
ferent assumptions about human behaviour.

Now one might at first think that the most obvious way of settling
any debate about the merits of these two kinds of policies is to ascer-
tain which of the assumptions on which it is based are correct. Are
people in fact knaves, knights or pawns — or some combination of all
three? We have seen that there has been a shift in belief among many
decision-makers and opinion-formers towards the view that, in most
situations of relevance to welfare, the individuals concerned are more
likely to be self-interested than public-spirited; but is this change in
belief well founded? _

Bven to ask these questions is to invite the charge of over-simplifi-
cation. Perhaps in consequence, few of the protagonists in the debate
refer to psychological evidence concerning what does actually motivate
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people in different situations. It may be that such evidence does not
exist: or, perhaps more likely, that such evidence that does exist is not
amenable to simple interpretation. Nor, so far as I can ascertain, have
there been many attempts to test the theories derived from the different
assumptions by deriving predictions from the theories and testing them
against the empirical record.

So for the momerit I think we have to assume that we do not know
whether, in welfare-relevant situations, people actually will behave as
knights, knaves, pawns or indeed in some more complex fashion. What
does that imply about the appropriate welfare strategy to adopt?

One possible implication is that, in a situation of ignorance con-
cerning human motivation, it would be salest to adopt public policies
based on the knaves strategy. For a knaves strategy will do little harm if
people are actually knights; but a knights strategy could be disastrous
if people are actually knaves.

That a knights strategy will fail if most people are in fact knaves is
reasonably self-evident. That a knaves strategy could work even if most
people are knights, is perhaps less obvious, and is perhaps best illus-
trated by an example. Take a particular group of people involved in
some welfare institution, say doctors in a hospital. Now suppose that
most of these doctors are in fact knights, doing the best they can for
their patients, olten at considerable personal sacrifice. Moreover, the
reward structure of the hospital is actually based on that assumption,
with automatic payment of salaries and with no monitoring of doctor
behaviour or performance review. But suppose, too, that there are a
few consultants who are knaves, spending their time on the golf course
or managing their investment portfolio, to the obvious detriment of
their patients; behaviour that, despite the fact that it is only character-
istic of a small number of doctors, is damaging the performance and
reputation of the hospital as a whole, and thereby threatening its sur-
vival.

Now suppose in this situation that a system is introduced of perform-
ance-related pay. Since they are not motivated by economic sell-inter-
est, this will leave the knights’ motivational structure untouched: they
will still derive the same reward as before from doing good to patients.
They will therefore carry on undertaking to the best of their ability all
the activities that are part of what they perceive as their duty to
patients. The knaves, on the other hand, will see that it is now in their
self-interest to perform their duties properly and will react accordingly.
What the new structure will have ‘done, therefore, is bring the knaves
into line, ensuring that they perform as least as well as the knights.
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Everybody, knights and knaves, are now performing to the best of their
ability; and the hospital is saved.

However, in practice things may not always be that simple. The
principal problem with the example is that it assumes there will be no
impact of the introduction of the knave strategy on knightly behaviour,
More specifically, the assumption is that, after the introduction of per-
formance-related pay the knights will carry on as before; only knaves
are affected, But this may not be the case: the introduction of a knave-
directed strategy may make the knights behave more knavishly
(Goodin, 1996, pp. 41-2; Pettit, 1996, pp. 72-5). A knightly doctor
whose pay rises dramatically as a result of the introduction of perfor-
mance-related pay might wonder whether she had not been selling
herself short under the old regime or puiting in an excessive effort.
Further (again following Pettit, 1996), thinking about these questions
may make her start paying attention to the p}:OI‘ﬂOMOﬂ of her own self-
advantage in the new situation.

Of course, this is similar to a central point in Titmuss' The Gift
Relationship. 1t will be recalled that this was written partly in response
to an Instifute of Economic Affairs publication, by two health econo-
mists, Cooper and Culyer (1968). This advocated the supplementation
of the British system of blood donation with a market system, involv-
ing, among other things, paying potential ‘donors’ for their blood.
Titmuss argued, I think convincingly, that, in a system where people
give blood and do so primarily for aitmlstxc, reasons, then the intro-
duction of a system of payment for blood may make those voluntarily
contributing their blood reconsider their position and perhaps reduce

their contribution or even stop altogether.,

EAASALLR RSN ALANSAA LANES VAN MR EASE

Now it could be argued that, in one sense, éven if so;ucthmg like
this does occur in these situations, it does not matter, Even if the intro-
duction of a knaves strategy does have the consequence of turning
knights into knaves, then, so long as the incentives for knaves are the
right ones, performance will continue to improve. For the newly
created knaves will respond to the self-interested incentive structure in
the same way as the old established knaves: hence the outcomc will be
the same as if they had remained knights.

But there are two objections to this kind of argument. Pirst, even if
the eventual outcome is the same, there is something distasteful about
setting up a system that turns knights into knaves. Our society regards
altruistic or public-spirited behaviour as morally superior to self-inter-
ested behaviour and deliberately to encourage the latter at the expense
of the former seems perverse. Second, the argument assumes that the
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knaves strategy is watertight; that there is no way of getting round the
system in a way that furthers self-interest but on this occasion at the
expense of the public good. So, for instance, a system of performance-
related pay requires reliable and accurate procedures for measuring
and monitoring performance; one that cannot be fiddled to indicate
better performance than is actually happening. But - as is apparent
from the example — watertight systems are not always easy to con-
struct, or maintain. So I am not convinced that the answer to the
problem of our ignorance about human motivation lies in the whole-
sale adoption of knaves strategies.

A second possibility is to adopt or to continue with knights strate-
gies, and to try by other means to ensure that people actually behave
more like knights. This is close to the views of another new entrant to
the ‘vision' industry: Amitai Etzioni and his communitarian movement
(1994). Etzioni argues that, in our present society, individuals are
much more concerned with their rights than with their responsibilities:
with their own needs rather than the needs of others. In his view,
people need to be re-educated in the civic virtues; in"the language of
this article, they need to be converted — or maybe re- convertcd from
knaves into knights.

Ftzioni is vague as to precisely how this is to be done. But it seems
that legal welfare could be viewed as a useful tool for this purpose. Of
course in one sense it is a device for making knaves behave like knights
through coercion. Through minimum wages and maximum working
weeks, legal welfare forces employers to pay decent wages and not to
over-work their employees the Child Support Agency compels errant
fathers to meet their child maintenance responsibilities. However, legal
welfare could also have a more positive role as an expression of social
leadership. By indicating through the legal system social disapproval of
the practices concerned, it could help internalise that disapproval
within individuals, thus helping convert the knave into the knight.

ROBUST WELFARE POLICIES

A third approach, and one that in some ways seems preferable to rely-
ing on strategies that appeal either only to knaves or only to knights, is
to accept our ignorance about what actually motivates people and to
try to design what might be termed robust strategies: strategies or
institutions that are robust to whatever assumption is made about
human motivation.’> Now this, of course, is far from easy. But, to show
that it is not impossible, let me give four illustrations, two of existing
policies and two proposals for reform.

s
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The first of the current policies concerns the schemes introduced in
the NHS fo improve the premises of General Practitioners (GPs). There
are two schemes: cost rents and improvement grants. The rules of the
cost rent scheme are complex, but the effect of them is that a GP pur-
chasing new premises receives an annual payment approximately
equal to the interest that they would have paid if they had taken out a
100 per cent mortgage to finance their purchase. This is pavable
regardless of how the scheme is actually financed. Improvement grants
are one-off cash payments to GPs to pay for up to two-thirds of the
capital costs of improving surgery premises. They are available only to
5Ps who own their own premises.

Now these schemes appeal to both the knight and the knave in the -
GP. In each case, participating in the scheme results in an improve-
ment in the premises concerned and thereby in services available to
patients. Hence the knight is satisfied. However, in each case the GP
owns the premises; hence the value of the property is enhanced and
self-interest lurthered. Both motivations work in the same direction.

It is no coincidence that these schemes have been very successful.
For instance, a survey by Hambros (1992) found that £620 per annum
per GP was being spent on the maintenance and refurbishment of GP
suites in health centres. Whereas the comparable figure for spending
through the cost rent and improvement grant schemes was £6,500.

The second example of an existing policy again concerns GPs, but
this time in the role that some of them play as GP fund-holders. Under
the scheme, GPs are allowed to keep any surplus on their funds, so
long as they use it for any purpose that is beneficial to patients. Again
this is a scheme that could appeal to the knight and the knave. The
surplus could be invested in improving premises, thus benefiting both
patients and GPs. Or it could be used to purchase new staffl, thus eas-
ing the work-load of GPs, and thereby both making them feel better off
and enabling them to provide a better service, or perhaps a more
relaxed one. Again both the knight and the knave are appeased.

A third illustration of a ‘robust’ policy concerns proposals for fund-
ing of long-term care. This I shall discuss in a little more detail. It is
clear that, in order to provide an adequate level of finance for such
care, it will have to rely in part on private resources, both in financial
terms and in terms of time and eflort provided by informal carers. The
trick is in some way to mobilise those resources (or to continue to
mobilise them) in a fashion that both generates enough combined
resources (public and private) to provide an adequate level of care. for
those who need it, and does not seem punitive in implementation.

e
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The problem with the current means-tested system in Britain is
that it meets neither criteria. The level of provision of community care
is universally regarded as inadequate. At the same time the means-test,
which requires the running down of assets until their value falls below
a certain level, seems to penalise those who have had the foresight to
save for their old age, or for their children's inheritance, and is thus
viewed as punitive and exploitative. Moreover, and of direct relevance
to the theme of this article, it encourages people to behave knavishly:
to engage in means-test avoidance, adjusting their means in such a
way as to minimise the amount extracted by the state. What should be
a noble act — the state helping those in need — becomes instead a sor-
did set of private activities of dubious morality and, often, even of
doubtful legality.

One way of reforming the system is to introduce the version of legal
welfare described earlier as the obligation alimentaire, under which those
who can afford it are legally obliged to provide financial support to
their relatives in need of care. But this would involve extending the
means-test to relatives. Hence it would encourage people to behave
knavishly, concealing their assets from ‘the means-test marn’, as in the
not dissimilar household means-test that disfigured the British welfare
state of the 1930s.

A more attractive alternative is the introduction of what might be
termed a ‘partnership’ or ‘matching’ scheme. This would involve a
minimum level of public funding coupled with a system of matching
grants for expenditure over that minimum. Under this system each per-
son assessed as being in need of care would be entitled to a minimum
level of care met from public funds. This minimum, although adequate,
would be basic. For the payment of care above the minimum, the gov-
ernment would undertake to match £ for £ the resources that individu-
als or their relatives can mobilise for their own care. To keep spending
under control, there would be an overall limit on the total amount of
grant that could be received by any individual.

There are unattractive features of such a scheme. In particular, it
gives more to those who contribute more, and hence it is likely to be
less progressive than any means-tested scheme it might replace.
However, it does have the merit of avoiding any form of compulsory
means-tests, instead encouraging people voluntarily to contribute
resources. More importantly from the point of view of this article, it
could appeal to both the knight and the knave. It appeals to self-inter-
est because it encourages people to provide for themselves. However, it
also encourages relatives and friends to contribute resources to help
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people in need; and it appeals to a more collectivist spirit of altruism
through the use of public money to provide the matching funds. .

A similar idea could be applied to pensions. The state could continue
to provide a minimum pension, as now, but also agree to match £, for £,
(or at some other rate) any extra provision that an individual made for
him or herself. As in the community care case, there would be a limit
on the total offered to any one person.

The idea as applied to pensions has similar general advantages as
when applied to long-term care. Moreover, in the pensions context it
does not seem to have some of the difficulties of the long-term care
context, particularly that relating to progressivity. There is also already
what could be viewed as a crude form of partnership scheme, in the
form of the various tax reliefs for occupational and private pensions.
But, as is well known, tax relief is both regressive and a blunt instru-
ment: it favours higher rate taxpayers, it does not benefit those who do
not pay tax, it encourages lots of tax-avoidance schemes that have little
to do with the essential tasks of social security, and its cost is difficult
to control.

The total cost of these tax reliefs to the Treasury is now running at
about half the total cost of the state pension. If this money were used
instead for a matching grant system, this would (a) be more progres-
sive, in that it would not favour higher rate taxpayers and would go to
everyone, not just those who pay tax; { b) create a much more sensitive
policy instrument; (c) eliminate incentives for tax avoidance, and
indeed more generally reduce the incentives for knavery of one kind or
another. Finally, of course, it is not resource-consuming; it is simply a
redirection of existing resources in a more progressive and more policy-
sensitive fashion.

Obviously, partnership ideas such as these require further develop-
ment. However, together with the other examples given, they suggest,
at the least, that the search for policies that are robust to different
assumptions concerning human behaviour is not an impossible one.

CONCLUSION

The old welfare state was largely based on the assumptions that, in
welfare-related situations, people would behave either like knights or
like pawns. This article has discussed ‘new' forms of welfare, some
based on the assumption that people are knaves, some on the assump-
tion that we can convert knaves into knights, and some on the
assumption that we are ignorant about the mainsprings of human
motivation. The last of these may not have the clarity, or even the
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moral appeal, of some of the others. But they are, I believe, more firmly
grounded than the others and hence should offer a stronger founda-
tion for a social and welfare policy aimed at what we all would like to
achieve: the best possible health, education and welfare of all our citi-
zens in the next century, be they knights, knaves or pawns.

NOTES

1

9
10

This is a revised version of an Inaugural Lecture given at the London School of Economics
on 12 July, 1995, under the title 'New Visions of Welfare'. I am grateful to Alan Deacon,
Ken Judge, Rodney Lowe, Peter Taylor-Gooby, Nicholas Timmins, to an anonymous referee,
and to many colleagues in the LSE Department of Social Policy and Administration and the
Kings Fund Policy Institute for helpful comments. ‘

See, for instance, Glennerster (1995), especially chs. 1 and 2; Lowe (1993), especially chs. 5
and 6; Timmins (1995), especially Part L.

It should be noted that not all recent policy developments have taken this form; indeed,
some have gone in the opposite direciion, such as the abolition of wages councils in Britain.
However these appear to be exceptions to the more general trends. The abolition of wages
councils, in particular, reflected a political commitment by the government in power that
significantly predated most of the reforms with which we are concerned,

Hume was not the first to use the term in this way. That honour is probably due to Bernard
Mandeville, who described an ideal constitution as one ‘which remains unshaken though
most men should prove knaves’ (1731, p. 332, quoted in Pettit, 1996, p. 72).

Although 1 have generally tried to make my language gender-neutral, it is possible that
some of the terminology used in this article (espectally that involving the terms knights and
hmwmcmmﬂﬁupamepamkdaMmeymmmTMsmuMMmmwu4m&Hﬁmﬂmm
the argument, unfortunate. For it is not implausible that the balance of human motivation
differs significantly between the genders. Hence it might be appropriate to design welfare
policies quite differently depending on the gender balance of the groups involved. This is an
issue that requires more exploration.

Amateur historians ol British postwar social policy such as myself are fortunate that three
excellent histories of the welfare state since 1945 have been published recently — one by
Rodney Lowe (1993), one by Howard Glennerster (1995) and one by Nicholas Timmins
(1995) — as has a third edition of Rudolf Klein’s superb study of the development of the
National Health Service (1995). What follows draws heavily on all four.

It is useful here to follow Klein (1995, p. 243) and distinguish between attitudes towards
professionals as individuals and as a collectivity. For instance, few of the politicians who
had dealings with the collective organs of the medical profession, such as the British
Medical Association, would have regarded them as public spirited altruists: indeed, in all
probability they would have agreed with Enoch Powell when he wrote ‘the unnerving dis-
covery every Minister of Health makes at or near the outset of his term of office is that the
only subject he is ever destined to discuss with the medical profession is money’ {Powell,
1976, p. 14). However, at the individual level the assumptions were different. For built in to
the concordat that provided the foundations of the NHS was the assumption of clinical free-
dom or autonomy, whereby individual doctors could exercise their professional discretion in
the way they use public resources (Klein, 1995, p. 243).

See also Reisman (1977), p. 91.

See also Glennerster {1995}, p. 69. .

Chitty (1988), quoted in Lowe (1993) p. 227. This was not just because it was assumed
that teachers knew best: there was a fear of malign government influence. Timmins quotes
the General Secretary of the National Union of Teachers qrguing in 1954 that democracy is
best safeguarded by ‘the existence of a quarter of a million teachers who are free to decide
whatshoukibetaughpandhowﬂtsbmﬂdbetaughﬂ(1995,p.323)
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11 Cf Anthony Crosland, writing in The Guardian in 1971 (and obviously forsaking his demo-
cratic soclalist credentials), who said that the council ‘decides what repairs are to be done,
what pets may be kept, what colour the doors will be painted, what play areas there should
be, where a fence should be put up. The tenant is not consulted. He has no right of appeal.’
Quoted in Tivamins (1995}, p. 366.

12 Power (1995), especially ch. 19. Also, Timmins illustrates the point with the story of
Nicholas Taylor, an assistant editor at the Architectural Review, He ‘proposed that some evi-
dence should be sought on what people actually wanted, to go with an issue “on the best of
current housing”. He was scornfully dismissed by the proprietor with the words: “But we
know what should be donel” (Timmins, 1995, p. 186).

13 Tor more on Titmuss's assumptions concerning motivation and behaviour, see Reisman
(1977}, inclading the preface by Robert Pinker, '

14 For a useful review of public choice theory, see Mueller {1989).

15 To avoid possible confusion I should make it clear that this is a different terminology from
that used by Robert Goodin when he deals with the broad issue of institutional design. For
him a ‘robust’ strategy is one that is robust to change, mvolving policies that are ‘capable of
adapting to new situations' {Goodin, 1996, pp. 40-1). What I call a robust strategy is closer

* to what Goodin would term a strategy that shows ‘sensitivity fo motivational complexity’
{thid.).
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Context, Complexity,
and Contingency

Understanding the Process of Reforming
Public Service Delivery in India

WIKRAM K. CHAND

1is book examines processes of change and reform in public service
4 delivery ina range of states, sectors, and timeperiods. Understanding
exactly how change takes place is a key objective of this work. What
emerges from the seven studies of reform processes included in this
volume is a picture of considerable complexity, the importance of context,
the role of leadership in fashioning a strategy that seizes opportunities
for change, and the presence of unpredictability, uncertainty, and
coritingency. Reformers often groped their way step by step towards
reform, not knowing at the outset how the enterprise would turn out.
Experimentation; trial-and-error, and learning {rom past eX;yerienas
played a crucial role in the process of effecting change. Reform in this
sense was anything but the execution of a blue-print designed in-advance
and seamlessly implemented. Instead, the process of reform involved
mastering ‘the science of muddling through’ or ‘bricolage’—putting
together different pieces of the puzzle in ways that advanced reform in
a mostly incremental fashion.' Serendipity, including the presence of key
civil servants at a particular juncture in key departments along with an
authorizing environment at the top, also played a key role.

Tinkering or small changes on the margin emerged as the most pow-
erful form of effecting reform; constant rinkering on the margin could
eventually add up to major shifts over time, but in a way that did not
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trigger counter-reforim pressures that might derail the g‘);f*w%:s:g entire
Couching reform strategies in the metaphors and language understood
by elites and masses alike often helped push the process along in our
studies.” The reforms studied here reveal an extraordinary creativity with
which reformers juggled different factors often in an unstable environ-
ment, experimenting with different institutional forms as they searched
for solutions that might work. What emerged was a quilt of changes
uniquely stitched together rather than the mechanical application of
‘best practices, a half-hearted attempt to str dﬁgmgad&et {or wish away) an
inevitably unruly reform process.

" Goals also shifted over time: as one challenge was overcomeé, the
calculus of opportunities and constraints facing reformers changed,
leading to a refashioning of goals. Successful reforms emerged primarily
out of a dynamic home-grown process rather than a strategy designed
ex ante revolving around international models of change. Identifying the
incentives reinforcing (or Azmi{mg}) change was crucial for understanding
reform processes as a whole. Many solutions to problems (some even
regarded as ‘best practices’) have failed for want of a proper understand-
ing of the incentives facing local actors in particular settings.® Intentions

could thus diverge from outcomes. Reform solutions displayed consider-
able variety, which is another way to say that functions did not map into
particular forms clearly or consistently” Although reform was mostly a
messy process involving considerable uncertainly and luck, the results
did approximate standard reform goals in terms of better public service
delivery and faster growth. There was agreement on what the results of
reform should be but no standard path to get there ® In the cages studied
here, elements of complexity also mdudui Centre-state dynamics, the
nuances of particular states and sectors, and variations in state capacity.’

Akeyfinding em@rgmg from these case studies is the role of ideas in the
reform process: ideas of change could bubble to the surface from below;
they could find their way into reform strategies through engagements
with external actors, such as the Central government; and international
ideas could work their way into the fabric of domestic reform debates
through a process of transmutation involving the interaction of local
reform movements and global networks over time.!®

BEPLAINIMG CASE SEFLECTION

This volume examines change in several states, sectors, and issue areas;
the choice of case studies was eclectic but all were major cases sharing
the fact of change. We chose three states for special study: Bihar, West
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Bengal, md Gujarat, The three states varied significantly in their growth
trajectories.'t Gujarat was among the fastest growing states with a bnoy-
-oant Z§§él}f;iri€;§ sector: The state grew at an annual average of 8 per cent
between 1994-5 and 1999-2000 and 8.8 per cent between 2000-1 and
2007-8. West Bengal, a state Jong in industrial decline, but with a growing
agricultural economy, performed reasonably well in the 19905 growing
at an annual average of approximately 7.1 per cent between 1994-5 and
1999-2000. A significant deceleration of growth, however, occurred
between 20001 a,nd 2003-4 when the average annual rate of growth
slowed down to 5.3 per cent, thus heightening pressures to boost employ-
ment through greater private investment, for example. West Bengal did
better in the latter half of the decade with the annual average growth
rate picking up to 7.6 per cent between 2004-5 and 2007-8. Overall,
the state grew at an annual average of 6.4 per cent between 2000-1 and
2007-8. On the other hand, a wm‘bmatwm of poor governance and low
public investment severely limited Annual average gross state domestic
product (GSDP) growth in Bihar to only 4.7 per cent between 19945
and 1999-2000. This pattern of low growth persisted in the early 2(3()05
with Bihar growing at only 4.5 per cent between 2000-1 and 2003-4.
However, a dramatic change occurred between 20045 and 2007-8 when
the annual average growth of GSDP increased to 11.3 per cent compared
to 11.1 per cent for Gujarat and far ahead of West Bengal’s 7.6 per cent
for the same period.

Bihar offers a model of a very poor state in eastern India that has suc-
cessfully pursued a range of reforms that have considerably improved the
prospects for economic growth and poverty alleviation. West Bengal is
an example of the use of incremental strategies to improve the func-
tioning of public sector enterprises and the power sector to promote
economic growth in a state long dominated by the left.” Gujarat is an

“altogether different model relying on the efficient delivery of cconomic
services to attract investment by a bureauncracy infent on pursuing con-
sistently high growth in a state known historically for its industrial base
and commercial acamen. The shift in Bihar towards a new emphasis on
delivering public services and fostering growth; the incrementalism of
West Bengal; and the long-term developmentalist focus of Gujarat are all,
examples from which one can absorb lessons about how change happens
on the ground.

In terms of sectors, we focus on regulatiﬁgn in infrastructure as well
as the delivery of urban services. Effective ragulation is crucial to break
investment barriers in sectors, such as telecommunications, ports, and

[
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power, Lo ensure a level playing field between incumbents and private
investors, set objective rules of the game, separate policymakers from
providers, and protect consumers from predatory behaviour, Refor ming
regulation in infrastructure is thus likely to have a major effect on Indixs
overall development prospects. The reason for focusing on the urban sec-
tor is that it represents a laboratory of change. Transforming Indias cities
wiii make a crucial difference to the quality of life of many Indians who

re likely to migrate to urban centres in the future and foster an environ-
ment conducive to technological change, investmient, and innovation in
India’s fast growing cities.

In terms of issue areas, this volume focuses first on the question of
how to balance greater autonomy with aecmuﬁabgm}f to improve the
delivery of p %féw services through the use of executive agencies on the
lines of New &Qi&l&ﬁ&i} the UK, Australia, and | Japan. Second, it focuses
on how India might absorb lessons for the effective implementation of
the Right to Information (RT1) Act, 2005, from countries such as Mexico,
South Africa, and Canada. India has a long home-grewn movement
that succeeded in propelling the enactment of a pioneering right to
information law that itself constitutes best practice; the chances, therefore,
of adapting and extending from elsewhere successful practices relating
to implementation are thus good. On the other hand, there are few locs
precedents of the executive agency model bein g:; suce ga;zzﬁ}f app
in India for a variety of reasons; attempts to restructure the delivery of
public services along these lines are thus likely to E ore dithcult.

- o 4

Underst tanding Processes of Ch hanges at the State Level

‘5%

The Importance of Leadershi

The emergenice of a leadership orienied rowards deve clopment in B

thay
resulted in o rmlfzwprs:»zzge{i approach to refo ?‘ﬁ'zzrzg public services and faster

economic growth.

A major shift taok place in Bihar in 2005 with the rise of a reform
coalition.* This shift was the product of long administrative neglect and
social polarization that resulted in a virtual breakdown of the delivery of
public services. Law and order collapsed while public spending ground
to a balt. The breakdown of the state translated into almost non-existent
publicservices, especially outside Patna, including non-functional schools
and primary health clinics and dilapidated roads. In effect, reform ideas
had become sufficiently popular with citizens that they chose to support
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a new alternative to resolving the state’s problems. Bihar is clearly a case
of change driven by ideas from below and executed by a reforny-oriented
leadership. "

Public expectations drove the new focus on development as the main
goal of state policy. In a sense, voters, and political actors, learnt from the
past, resuk:ing in a major reshaping of the policy framework. The key focus
of the new government was to restore public confidence by reasserting the
rule of law. This involved a series of changes ranging from reorienting the
police from merely filing a charge-sheet to focusing more on successtul
prosecution to improved coordination between the judiciary, the state
government, and local police to better investigative techniques. It also
involved structural changes, such as the adoption of a Police Act designed
to reduce interference in the working of the police force as well as the
hiring of some 70,000 ex-servicemen on a contractual basis to enforce
law and order in particularly difficulr areas. These changes resulted in the
virtual disappearance of the kidnapping-for-ransom indnstry in Bihar,
along with a steep fall in road hold-ups and bank robberies, and murders
more generally.

Meanwhile, public spending on social and economic services jumped’
dramatically, aided by a decision to activate spending by significantly
decentralizing financial powers at alllevels of the administrative hierarchy.
In health, education, and roads, the government was woefully under-
staffed: staffing concerns were alleviated by hiring new doctors in the
health department and engineers on contract for road construction, as
well as some 170,000 teachers controlled directly by local Panchayati Raj
Institutions (PRIs). For road construction, simple changes like hiring an
outside company to assist the Rural Works Department with the prepara-
tion of detailed project reports allowed the government to access precious
funds from the Central government's Pradhan Mantri Gram Sadak
Yojna (PMGSY) to improve rural road connectivity across the state.

Some real innovations occurred as well. In order to improve the qual-
ity of health services, the government chose to outsource monitoring
to a private company. This company was made responsible for collect-
ing data on the performance of health facilities in the states blocls
and for uploading it onto the department’s website, thus allowing
the secretary (Health) to track performance on a daily basis. In order
to make it easier for citizens to file requests under the RTI, the gov-
ernment set up a call centre lo process such requests efficiently. This
initiative, Jaankari, has been nationally hailed as a best practice, mak-
ing access to information relatively easy in a context marked by high
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illiteracy and disempowerment. Another significant achievement was
the passage of the landmark Panchayati Raj Act in 2006 that earmarked
50 per cent of all elected positions in rural local government for wornen
within the reserved and unreserved categories. It also granted village
assemblies (Gram Sabhas) the power to select beneficiaries for govern-
ment programmes and monitor implementation through social audits,
for example. The Act also provided for the creation of a parallel structure
of Gram Kutcheris (village courts) designed to resolve minor disputes
and help decongest the court system. :

The government appointed experienced civil servants to key depart-
ments important for the reform process and gave them the necessary
autonomy and stability of tenure to achieve results in the context of a
§¢J»’0L1$<}j)ic auﬁwmémg environment. The re auhx have ‘indeed been

CRRETEY 1y, &b 3%.; £ (#1431 ;iaa%\ Lo S}fw'ﬁ‘e
espe fiaﬂ‘y at the lower leve the civil service), the need w beef up
monitoring further, and %h& prm%}%f m of case backlogs in the judicial
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system. In the roads sector, a big effort has been made to upgrade
major district roads: some 3,432 km have been refurbished between
2006-7 and 2008-9. In health, the number of out-patients visiting a

gm’amm nt hospital rose, oo average, from 39 per month in January
2006 to 4,380 in October 2008.% In education, enrolment at the primary
and upper primary levels rose by 8 per cent between 2006~7 and 2007-8,
while the number of out-of-school children fell steeply by 77 per cent
between 20067 and 2008-9 (World Bank 2010: 10). The pupil-teacher
ratio Improved from 63:1 to 53:01 as a result of hiring the first round
of 100,000 teachers, and may fall i’miimr to the national norm of 40:]
when teachers hired in the second round are actually placed in schools.
The persistence of reform over a period of almost five years appears
to have improved economic outcomes as well. Bihar thus presents a
fa ascinating case st } of how chang ges ininstitutions, éz‘;r%zﬁdmg better
law and order, nmdn, and administr ation, fuelled economic growth in
an unprecedented manner.'s The multi- pronged approach of the govern-
ment towards reform revealed a certain agnosticism about what might
constifute the ‘binding constraint’ to Bihar’s economic growth. It simply
used common sense to attack the most visible problems ranging from
law and order to low public spending to focusing on roads, health, and
education all at once.” The willingness of the government to engage
with a variety of actors, including think-tanks, foreign and Indian uni-
vepsities, the Planning Cominission, and other agencies indicated a new’

openness to ideas that flowed from the change in the policy framework
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sparked by voter fatigue with the old way of doing business. Although
several important reforms occurred in many areas, Bihar is still a case
of incremental, albeit rapid, reform: most changes involved getting the
existing machinery of administration to work better through changes
m rules, better enforcement, and improved monitoring, along with

fforts to address capacity problems by allowing rmauch new recruitment,
gsfwzzf;& {Z{}ﬂ{?i%zmﬁg, and outsourcing. Partly because of the low base that
Bihar started with on most parameters, these changes on the margin had
a pronounced eifect: in aggregale terms, GSDP grew significantly from
an annual average of 4.5 per cent between 1999-2000 and 2003-4
(the pre-reform period) to 10.7 per cent between 2004~5 and 20089 (the
reform period) (Central Statistical Organization various years).

f%;, izing Opportunities for Change

Changing incentives produced uneven reform in West Bengal; the re eform
process was aided by incremerntal tactics and strategies. R;&jurmem seized
the opportunities for change, mpat%hy in the area of the power seclor.
Effective communication was a critical part of the re form process, as was
support fur ?;z»hed by external actors.

If Bihar is a case of incremental reform telescoped into a compressed
time frame, West Bengal represents an incremental approach to adjusting
policy in response to altered incentives, but over a longer time period.
Sumir Lal addresses the core question of what drives the reform of public
services, in the context of a puzzle in the Indian state of West Bengal-—~its
push to improve industrial investment services while focusing less on
human development. Through comparative case studies of the states
public enterprise and power sectors on the one hand, and its elementary
education sector on the other, he finds a successful reform programme
with important theoretical lessons, in the first case, while in the second
a host of perverse incentives and &mgi@d accountability relationships
continue to prevail,

A combination of fiscal distress combined with a change in the
overall framework of economic policy at the Central government level
after 1991, and the growing need to boost employment rates in the
state led 1o a shift in West Bengal towards a renewed emphasis on indus-
trialization fuelled by private capital. The government announced a
new industrial policy to welcome foreign and domestic investors. It also .
began the process of reforming its public sector enterprises in the late
1990s. The strategy for reforming public enterprises involved building
ownership by helping employees own the problem; inclieding all those
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who could influence the outcome of change in the discussions about
restructuring; concentrating first on those directly affected by change,
especially employees; and proceeding in Small, realistic, and sequential
steps. Ownership and inclusion complemented an incremental strateg

towards reforming public sector enterprises (PSEs) beginning from th

inside-out, that is with employees first.

Reform was couched in terms of improving the business p@z‘iorzxmnm
-of PSEs rather than pr ivatization, reform, or restructuring. The wzlphams
was on communicating the dire financial position of PSEs in regular
meetings between senior management, supervisors, and workers’ unions:
as a result, the unions themselves internalized the need for structural

change. Only after three years of such mostly private discussions was

the process of actual restructuring begun. At this stage, the govern-
l ment ai;‘;ﬁuu’kumu a bilateral agency for gg“i,lg}}g}&)}i{ to finance a ‘Ji}ﬁ,é}i}{a}'y
restructuring programime; unions were involved in the selection of the
consultants who would oversee the administration of the voluntary
retirement scheme (VRS); comparisons with other similar schemes in
other countries were deliberately downplayed; and the mnmitm% team
was composed entirely of Indians, mosdy Bengalis, for cultural sensi-
tivity. The government then engaged in another round of f&i::ﬁ--é@»«ﬁfacf,?i
meetings with employees and party forums to communicate the fact
that PSEs were overstaffed and lacked capital; that change was inevi-
table because the government lacked the funds to keep these PSEs afloat
and inaction would simply result in closure; and that inefficient PSEs
absorbed funds badly needed to spur growth and reduce poverty. The
first phase of the PSE restructuring programme was almost completed
by 2006--7 with over 6,000 employees taking advmmge of the VRS and
21 PSEs being closed down entirely,

A similarly measured strategy was put in place to rescue the power
sector. 'The West Bengal State Electricity Board (WSEB) in the late
19908 was running up losses of around Rs 12 billion a year, which the
‘financially strapped state government could simply not cover. Again
the government did not rush headlong into restructuring, but preferred
to focus first on financial improvements and better management. The
reform process was carefully sequenced to ensure the cooperation of
employees without alienating powerful middle class consumers with

tariff hikes in the absence of improvements in service quality, The old
Board of WSEB was asked to quit and reconstituted with a trusted
“Indian Administrative Service (IAS) officer at its helm to spearhead
the reform process. A joint management council consisting of unions,

~ o
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management, and associations was established to create and moni-
tor new performance targels and develop accountability measures.
Talk of restructuring was muted but the implication was that it would
occur if the unions failed to take remedial actions immediately. The
chairman also suspended several corrupt WSEB officials with the back-
ing of political leadership; this was followed by the passage of anti-theft
law in Decemnber 2001 and stringent actions against government depart-
ments that had not paid their dues to WSEB. Asa result of these measures,
employee productivity rose significantly between 2004~5 and 20078
and WSEB's comumercial performance also improved considerably.

At this stage the government decided to proceed with the unbundling
of WSEB into separate generation, transmission, and distribution com-
panies. Clearly, enough preparatory reform had occurred to begin the
process of unbundling. Also, the government wanted to take advantage of
the Centre’s Accelerated Power Development and Reforms Programme
{APDRP) which involved the exchange of soft loans for the fulfilment
of reform targets. The passage of the Central Electricity Act in 2003
provided an additional spur for unbundling. Initially, the unions objected
to unbundling as a form of privatization, but the government was able
to take them along during the three-year period set aside to achieve
this goal.

What explains the relative success of the transformation of West
Bengal’s power sector? Taking the reform process forward incrementally
gave employees time to adjust to its inevitability, Involving the unions
up-front before any reforms were implemented greatly helped reassure
employees. West Bengal was also fortunate that it did not have to contend
with a powerful farmer lobby intent on obtaining free power for electric
pumps sets (most agriculture in West Bengal is rain fed). On the other
hand, the government had a major incentive to reform the power sector
which was pivotal for its plan to industrialize the state, attract investment,
and win over the growing urban middle class. Incentives furnished by
* the Central government also helped nudge the West Bengal government
to cross the Rubicon of unbundling. The appointment of empowered
technocrats with the full support of the state government in both the PSE
and power sector cases was a key factor in the execution of reforms. The
need for the Comnmunist Party of India (Marxist), CPI(M), to take along
unions and employees thus led to a series of tactical innovations based
on consultation, careful sequencing, and incremental steps towards
reform that ultimately worked. In short, the reform process was highly
opportunistic depending on contextual factors specific to West Bengal
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(for example, the strength of unions, the absence of a farmer lobby, and
the fiscal crisis) to shape its course.

On the other hand, the government was distinctly less successful in
improving human development outcomes, especially in education. Ne
political party in West Bengal has historically made education a priovity
with public spending on education remaining relatively low thronghout,
The CPI(M)’s striking achievements in redistributing land and reacii-
vating PRIs in the state were not matched by'a similar breakthrough ir
education. Indeed, the attention of the state (the policymaker) has clearly
been focused on these other areas of reform. High rates of absenteeism
and poor learning outcomes clearly indicate law levels of teacher com-
mitment. The inspection system that must undergird an effective school
system has also largely atrophied. Lal argues that this reflects the strength
that teachers have dagmmgz as an organized interest :gmz.;) within the
system. Because teachers play a crucial role in garnering support for
the existing order {not just in West Bengal but in %‘*‘f@%":;?; {}?%}M states as
well), ziz«szy rave had a critical advantage in dealing with the state. As 2
consequence, teachers in West Bengal have bscmm relatively wealthy
as a result 0:% %};ghu" salaries (wm@)&red to market rates) and additional
income in the form of fees received for private mioring. At the *s"*”{?;é;”i '
parents, especially from marginal communities ]
education, have been unable to press for it effe

Lal concludes his essay by comparing the incentives facing reforters
in the power/PSE sector on the one hand, and education on the other.
In the first case, incentives clearly favoured reform, but si @’;x, ificantly less
so in the second case. If the state’s fiscal crisis <“f’;;"x1p@§§ﬁ& the governmenm
to restructure the power sector, the availability of large Central funds
for education may have bailed out the state government, diluting the
incentives for reforms. If the reform of the power séctor was fuelled by
the politically influential urban middle classes and industry, the (?iesm
in the education sector were dispersed, marginal, and powerless, If the
media in big cities was gripped by the story of PSE and power sector
reforms, little attention was paid to the need to improve education in

[ g

rural areas. Finally, the process of restructuring the PSE/power sec
was more manageable than in the education sector, which involved .zzmz,,h
larger numbers, dispersed over a large geographical area, and multiple
institutional actors. In the end, Lal does not see a contradiction between
a rencwed focus on education and the state’s industrialization policy,
arguing that a well-educated labour force is a prerequisite for inclusive
growth. In fact, he argues that the key to reforming the education sector
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in West Bengal lies in applying the lessons learnt in reforming the
PSE and power sectors, such as painstaking consultation with. unions/
employees, an incremental and well-sequenced approach to change,
and creating institutional focal points to drive the reform process with
full ownership by the leadership. At key points, external actors played a
positive role with a bilateral donor agency stepping in to fund a VRS and
the Central Blectricity Act offering a new framework for thinking about
how to reform the sector. Couching reform in terms most likely to appeal
to employees and other groups initially set against change pointed to the

" importance of effective communication strategies.

Reform in a High Growih State

A high growth state reforms economic and other services io stay ahead of
other states. The successful pursuit of reforms in Gujarat reflected several
factors: a positive historical legacy; strong state capacity; support from the
private sector; a willingness to allow reformers to experiment and develop
new reform designs through a process of learning and trial and ervor; and
a measure of luck. External actors reinforced an essentially home-grown
reform process i critical junctures,

~ Gujarat’s gross domestic product (GDP) grew at 10.2 per cent per
annum during 2002-7 (Government of Gujarat, 2008). Initial conditions
favoured its development: the state has a strong industrial base, a large
private sector, and a high degree of state capacity, that is, a system able
to translate policy changes into concrete resulis on the ground. This
historical legacy clearly made reforms easier to pursue and shaped the
nature and course of the process.

It is also worth noting the close relationship between the private
sector and the state in Gujarat, translating into a high degree of policy
convergence, The Guijarati state is highly entrepreneurial, always looking
for opportunities to foster economic growth. Even during the restrictive
licence raj, Gujarat’s government made strenuous efforts to divert
licences to the state and then promptly involved the private sector in
manufacturing through the concept of ‘joint sector’ companies,

Gujarat is also well known for its high level of state capacity. State
capacity is a c:;}mp%e‘{ concept but in the end it implies the ability to
implement policy decisions effectively. Because of this ability to translate
policy into action, Gujarat does have a reputation of being able to
extend credible commitments to investors interested in working in the
state, explaining the state’s popularity with large Inidian business firms
as a destination for investment in a range of activities, The state also
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possesses strong mobilization abilities, as evidenced by the campaign to
boost the enrolment of girls in schools in Gujarat. Effective top-down
monitoring is also a feature of governance in"the state through the use
of overlapping committees, working groups, and institutions, as well
as regular interaction between the political leadership and senior civil
servants to resolve problems.” As Aseema Sinha notes, even in the early
1990s Gujarat benchmarked itself not with the rest of India but with the
Asian tigers in South-East and Fast Asia. :

The change in the national model after 1991 compelled Gujarat to
alter its approach to economic growth in the state. Institutions were no
longer needed to funnel Central production quotas to Gujarat, but to
spur private investment by improving infrastructure. Fiscal constraints
also played a role in pushing the state towards reform in the mid-1990s.
While a large loan from a maltilateral lending institution in 1996-7
umgztu cat «..;yw some of these reform ideas and pro vided cover for civil
servants who believed in them, the loan itself came becanse of Gujaraf’s
prior commitment to core reform ideas expressed in the State Finance
Commission of 1994. In this sense, reform was clearly home-grown
and not the result of external involvement. The proceeds from this loan
were used to finance the state government’s privatization programme
by offering a voluntary retirement scheme fo some 14,000 employees,
especially from the decaying Gujarat State Textile Corporation. High levels
of political commitment, tight monitoring by senior civil servants, and
the availability of funds for the VRS were all critical factors in the success |
of Gujarat’s privatization programme from the mid- to late-1990s,

The government qz.lid{éy realized that infrastructure development
was the key to the states prospects in the post-1991 liberalization era.
In 1995, it adopted a new industrial policy, a new energy policy, and a
new IT policy. It also created the él}u}am%; Infrastructure Development
Board (GIDB) to act as a nodal agency for infrastruc ture develapment
by catalysing private sector investment. The Gujarat Maritime Board Ac
was amended in 1995 to allow two IAS officers to head it ,;ix_smze:i of ti”m
engineers who ran it in the past. A new ports policy was announced in
1995, designed explicitly to develop Gujarat as a major source of cargo
traffic as an alternative to Bombay (now Mumbai). The private sector
was viewed a key factor in port development, albeit in collaboration with
the government, an extension of the old joint stock concept. As ports
developed, so did industry around ports and employment. Politicians
quickly realized the potential of port development for Gujarat as a whole,
including the power sector which relied heavily on imported coal for
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the operation of thermal generating plants. New rules were adopted to
explicitly promote public-private partnerships (PPPs) in ports based on
competitive bidding and, in 2007, viability gap funding. Today, the state
has Indias only chemical-handling port, one of three liquefied natural
gas (LNG) terminals, and India’s largest private port. Gujarat currently
handles approximately one-third of Indias total cargo traffic and two-
thirds of non-major port traffic, a stunning achievement.

Major changes occurred in the power séizt.{};ﬁ‘ in Gujarat between 2003
and 2009. The Gujarat Electricity Board (GEB) was divided into six cor-
porate entities without privatization or removing any employees. From
a utility that lost Rs 1,932 crore in the early 2000s, the GEB registered a
modest profit of Rs 200 crore in 2006-7 along with a significant reduc-
tion of losses on account of transmission and distribution. Sinha argues
that this process was one that took place in fits-and-starts during which
decision makers learnt from the past. That the authorizing environment
facilitated this transition is not in doubt but the process of reform itself
involved a good deal of what Sinha calls ‘npn-linearity’ and pure luck.

Gujarat had tried to reform its power settor in the mid-1990s but the
sequencing was not quite right. The government negotiated power pur-
chase agréem@ﬂta with private sector producers at adverse rates instead
of tackling the issue of improving the working of GEB head-on. Adverse
power purchase agreements worsened the financial straits of the GEB,
which, in the absence of tariff hikes, had to bear the costs of this. As GEB
approached financial bankruptcy in 2002, a series of reforms focusing on
GEB itself followed. Procurement procedures were tightened to reduce
costs; defaulters, especially industries, were compelled to pay their dues;
and high-interest loans taken by GEB were refinanced. The political lead-
ership took a strong stand on power theft, giving GEB the space to crack
down on transmission and distribution losses. Finally, power purchase
agreements were renegotiated over a period of one year, greatly improving
the financial position of the GEB. That this was done voluntarily through
negotiation minimized any damage to the credibility of the government
in the eyes of investors. A key serendipitous factor in the success of the
reforms in power lay in the fact that the chairperson of GEB (a highly
regarded civil servant) was at the same time secretary of the state’s energy
department as well as the chairperson of its energy-related public sector
enterprises. This was truly a fortuitous circumstance, a case of the right
person in the right positions at the right time to push the reform process
forward. Learning from the past; designing an incremental programme
focusing first on the GEB itself, then the renegotiation of PPPs, and
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later unbundling; and contingent factors thus all came together to create
a successful reform experience. . ‘
 Finally, Gujarat has in recent years done much o tmprove the enrol-

ment of girls in primary schools around the state. The groundwork for
boosting the enrolment of girls in primary schools was laid 1 by District
Primary Bducation Programme (DPEP), a Central government pro-
gramme that focused on b:’i{:lf’w;m'i districts in states, such as Gujacat, in
its second phase. As a result of the boost in enrolment, the demand for
better infrastructure in schools (for example, functioning toilets, more
classrooms, drinling water facilities) muliiplied in the state,

The success of DPEP was quickly absorbed by the political leadershi P
i Gujarat. The leadership launched a massive mmgng«}u across the
state to promote the eénrolment of children in school, involving senior
civil servads, é;j;:ai district officials, and ministers. The campaign was
also closely synchronized with aggressive e monitoring of the mreers and
objectives se 3 v the Central government programme f}f Sarva Shil
Abhiyan (§SA), which also sought to boos ix,ﬂféj;liif;ilf particularly of gicls,
and improve quality of education. In this sense, a Central government
programme fully owned by the state government resulted in what Sinha
calls a ‘convergent framework’ that helped raise school enrolments a
the state, along with a highly visible campaign to achieve this objectiv

Given Gujarats special characteristics, one could ask whethe:
states could learn from its experience. Clearly, there is much to Jearn |
Gujarat despite its somewhat unigue experience. One cormmon lesson
emerging from the Gujarat experience is the importance of b;,;é%,f,%iz;&;g
state capacity to achieve development goals %‘hzmwi_ bette ~
monitoring, closer coordination with the privaie sector E:;}
strategy for growth, and the use of the state apparatus to campaign for
development objectives. *

Putting in place competent civil servants to implen ticall
supported reform, programme (along with stability of tenure for i*hmz:;}
is certainly another lesson that Gujarat offers to other states, but this is
only part of the story. It is precisely the autonomy fo experiment with
the development of a reform strategy within a supportive authorizing
environment that affords the civil servant the room to search for solutions
to complicated problems, eliminating some possibilities and pursuing
others. The search for a solution is inevitably laden with uncertainty, risks,
and choices through which the reform process nnfolds: it involves much
more than s ,zm;@y asking a civil servant to carry out a pre-determined set
of plans. Autonomy is thus a prerequisite for unleashing the creativiry

;és:m & -
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and experimentation needed to find solutions to the pressing difermmas

{
{

aced by the state. ,

Again, as in West Bengal, external actors helped nudge the reform
process further along. A loan from a multilateral developiment agency
made it easier for reformers to argue the case for the reform ideas that
they supported anyway with sceptics; the loan also helped finance a VRS
programme that facilitated the process of privatization. These reforme
ideas were shaped primarily by Gujarat’s internal deliberations primarily
at the level of senior civil servants and politicians in response to locally
perceived challenges with strong input from the private sector. Central
- programmes also helped shape the process of educational reforms: DPEP
first focused the state government on the issue of the enrolment of girls,
while SSA provided a further incentive to continue doing so.

Gujarat also offers a range of models through which public service
delivery reform can occur, starting from concepts such as the joint sector
company to a variety of PPPs to outright control by the private sector
(in case of some ports in Gujarat) that gould be emulated by other
states, recognizing that these concepts were common in Gujarat long
before they became popular in India as a whole. Gujarat also shows
what can happen when the state government supports the effective
implementation of a Centrally sponsored scheme, such as the SSA. Such
schemes are far more likely to succeed when stale governments own
their abjectives than when they do not. Gujarat illustrates the importance
of credibility for development: the ability of the state to provide a credible
framework of rules for infrastructure development and investment
and also to revise those rules periodically to reflect changes on the ground
points to the importance of getting rules right and taking feedback
from key stakeholders seriously in formulating them.”

Understanding Processes of Change in Sectors

The Challenge of Regulation in Infrastructure

Home-grown ideas helped the reform process in telecommunications and

the power secior, particularly in Andhra Pradesh. On the other hand,

weak incentives limited the development of ports. High-level support was

necessary to overcopne vested interests opposed to the reform process.

Political economy factors played an important role in the differential levels

of success of the reform process in all three sectors.

 EBffective regulation in infrastructure is crucial to promote account-
ability by separating policymakers from providers; to foster private sec-

tor participation by ensuring a level vp’iayimg field between incumbents
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and new investors; and to protect consumers from predatory behaviour,
The growth of effective regulation in the igiemmmumaa,tmnd sector has
opened the door to a flood of private investment with growth exceeding
all expectations. In January 2010, India crossed the 580 million telephoae
mark and its tele-density per hundred people was 49.5 {data available
with Telecom Regulatory 4 %u?imm}: of India [TRAI] on b%i?}’?:‘/,fW"«V“%’J,%,if;%i,
gov.in/Defaultasp). /

What explains the remarkable growth of the telecommunications
sector in India? Telecommunications reform has a long history in India,
going back to the 1980s when the Department of Telecommunications
(DoT) was separated from the Department of Posts in 1981, which helped
the government w focus more closely on reforming the sector. The Pri ime
Minister's Office (PMO) also ook the lead throughout the process of
reform, beginning with the decision to corporatize DoT by creating the
Mahanagar Telephone Nigam Limited Company (MTNL) to serve Delhi
and Mumbai. At the insistence of Prime Minister Rajiv Gandhi in the late
1980s, the Centre for the Development of Telematics (CDoT) was creatad
to develop telecom switches, resulting in the creation and proliferation
of the Rural Automatic Exchange (RAX) switch. Most rural networks in
India today are served by RAX switches. Telecom reform—and the direct
involvement of the PMO in promoting it—was thus already an estab-
lished fact by the enc i{} the 1980s. ‘

The National Teleco n Policy (NTP) of 1994 allowed private
entry in basic fixed fﬁlsphmw but did not setup a zﬁ{fuitsmz’y mechanism
to ensure fair treatment of new p ayers. Complaints about the fairness

sector
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latively
weak r‘{i‘sﬂ;éamz the TRAL in 1997, At the time, the incumbent—the DoT-
supported MTNL-~sought to obtain licence-free entry into the Global.
s;g'&ifzﬁ“’z tor wiubzig Comununications (GSM) cellular ¢ .{;kg}m)uy business,
resulting in a crisis of private investment in the sector. The intervention
of the PMO~~driven by pressure from India’s emerging software industry

and the ;'f:wgmmm that Indias economic power globally depended on
the success of its IT and telecom sectors—Iled to a decision to reinforce
the regulator and thereby create a dlear level playing feld between
state-owned incumbents and private playess. In 2000, TRAT was given
additional authority in the area of licensing and a Telecom Dispute
Settlement Appellate Tribunal (TDSAT) was established. TDSAT had
the sole authority to mediate disputes between the DoT and service
providers, barring an appeul to the Supreme Court. As a result, E rivate

sector investment in the GSM cellular business boomed, aided by the fact
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that the provision of mobile telephony services was intrinsically a less
capital-intensive business than fixed line services. Meanwhile, the foreign
equity limit in the sector was raised from 49 per cent to 74 per cent
between 2004 and 2006, adding to the rate of fast growth in the sector. -

The long history of home-grown reform efforts in the sector, the
involvement of the PMO in pushing along the process of reform, and
the resuliant creation of an independent regulator were critical factors
in the success of telecom reform in India. It is worth noting that telecom
reform was a subject entirely in the hands of the Central government
with consumers who were willing and able to pay higher tariffs early on,
especially in urban areas. In the end, however, tariffs fell steadily as vol-
umes expandsd, while quality improved at the same time.

Reformn has been slower in the ports sector for several reasons.
Although India depends heavily on ports to fuel trade (Indian ports carry
70 per cent of all trade in terms of.value and 95 per cent in terms of
volume), inlike telecom, there has been less focus at the highest levels
of government on this crucial issue. The PMO, for example, has not been
directly engaged with the issue in the way it wab in the case of telecom.
The reasons for this are unclear, but one could surmise that vested
interests opposed to reform were stronger in ports than in the telecom
sector. The Department of Shipping (Do$) remains the most powerful

ecision-maker in the area of major ports; the Taritf Authority for Major
Ports (TAMP) has no licensing authority, only tariff-setting authority. It
depends heavily on the Do$ for appointments and financial resources.
The ports sector, in comparison to telecom, thus lacks a clear separation
between the policymaker and the provider; in the absence of a powerfui
regulator, private investment in ports has been limited and modernization
has not taken off in the way that one would hope given the centrality of
the sector for India’s overall growth prospects.

There is little history of home-grown efforts to reform the major ports
sector, though, as we saw earlier, a handful of states have taken the lead
in this area, particularly Gujarat, largely on their own initiative. The rules
governing the functioning of major ports have also discouraged their
competitiveness in relation to other ports, such as Dubai, Singapore,
and Colomba. Port trusts responsible for governing landlord ports have
been dominated by representatives of the government and trade unions.
Port trusts have often had a vested interest in prolonging cargo storage
to earn higher demurrage charges, as Rahul Mukherji points out. Rules
governing bidding in ports favoured higher bids because they yielded
higher royalties to the port trusts, thus discouraging participation by
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the private sector, Nor does TAMP take royalty payrents into accouns
when determining costs as a basis for tariff sefting, ir/;'zzm%g royalty as
an ingredient of cost would yield more realistic tariff rates for private
operators. Also, while India has one of the lowest cargo charges in
the world, vessel-related charges levied by port trusts are far above
miernational benchmarks. This is not to say that there have beer no
successtul examples of reforms in the major ports sector—the creation
of a privately operated container terminal in the Jawaharlal Nehru Port
Trust in Mumbai has certainly improved the quality of port services
there. Yet, the absence of a strong regulator, along with rules that act as
a disincentive for investment, has limited the growth of the sector to «
level that is clearly far below its real potential ®

On the other hand, Andhra Pradesh has done well in the

ot A

power sector reform, despite the fact that it has a la wge farmer commar

3

nity dependent on the use of eleciric pump-sets for irr g ation. Mukherji

attributes the relatively good performance of fhfc ver sector %‘ﬂ Andhrz
Pradesh to the fact that the state had by the mid-1990s aiready developed
a powerful home-grown set of ideas to grapple w m%‘?* the g\f@uir‘w’*z A 1995
report by 2 committee constituted %‘z} tbg state government underscored
ity by involving the private sector i1

igh ted the problem of agr ;LQ%?QL&T?}},

> state eleciric sw util z:tfg; é}@imﬁd ity

the need to expand generation
light of the state’ fiscal crunc
tariffs, supported the unbundlin
the need to reduce power theft ar
the creation of an 'ndﬁycnéma regu ia%ozy fimﬁmuz; to rationalize the
tariff- »mim% prucess (Bhaya 1995

The political leadership strongly supporte

]

adopt new technology, and endorsed

«,..;.\".
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power sector. The availability of a large pool of

civil servic diju er the reform process in
Pradesh passed an .’Zl@cm icity Reform Act in 194
electricity utility into two separate generating
mission companies (APTRANS fff“"}i in 2000, ; i er
unbundled into ﬁ‘"@m {iwzrziwwm companies. Eﬂ 2 way, the state %}“zm‘swi
from the fact that APGENCO was relatively efficient with a plant-load
factor of 84 per cent (April 2007—Jauary 2008); the rise of less efficient
independent power producers with a guaranteed rate of return under-
lined the need to assure a level playing field, this time in favour of the
~state incumbent vis-a-vis private pla) } ers. The Andhra Pradesh Electricity
Regulatory Commission (APERC) was established in 1999, APERC's
fi{@ﬁ tariff order was issued in 2000 aif;t@;” a series of public hearings, which

increased the legitimacy of the new regulator. The political leadership
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g@m the regulator considerable space to perform autonomously in s
early years, setting its course for the future. The government also got
tough on power theft, as in West Bengal and Gujarat, but it was diffi-
cult to measure accurately the decline in the level of theft becanse it was
easy to post losses due to theft to uimetered agricultural consumption ™
Recause of the relatively high quality of generation and a fall in industrial
power tariffs, the number of industrial users grew, allowing the state to
cross-subsidize agricultural consumption in the process and ofiset to
some extent the losses entailed by the decision to provide free power
to farmers. ‘ )
Mukherji argues that the decision to provide such free power is a
regressive one, more likely to favour large and middle-sized farmers
over small and marginal ones who rely more on rain-fed agriculture and
ponds for water. He also notes a significant decline in the quality of free
power, resulting in frequent motor burn-outs and higher maintenance
charges (more costly for siall farmers than large ones), power wast-
age, and the risk of electrocution. The paradox is that the majority of
farmers, especially poorer ones, would have preferred to pay for better
quality power than get low quality, free power. In this area, however, the
regulator was unable to intervene to check the influence of richer farmers
il sheping agricultural power tariffs. This was in sharp contrast to West
Bengal where all rural consuraption was metered and farmers benefiting
from rain-fed agriculture and abundant groundwatér did not need to
use electric pumps on the same scale as in Andhra Pradesh. The relative
absence of a sizeable farmer lobby dependent on irrigation yx.-zmp»setg
made it easier to reform the power sector in West Bengal. In Andhra
Pradesh, on the other hand, the presence of a strong farmer lobby heavily
dependent on irrigation pump-sets made it more difficult to reform the
sector in the absence of a countervailing movement against the costs of
free power by marginal and smal! farmers who gained little from such

subsidies compared to large farmers.

Urban Reforms in Three Cities

The ability (and need) of cities to respond to Central incentives for urbar
reform furnished by the Jawaharlal Nehyu National Urban Ixenemzf Mission
(INNURM) depended on cantextual factors, such ns the commitment of the
state government to reform; the capacity af urban local bodies 1o absord
Central funds; and the prior trajectory and history of reforms. INNURM
provided o central reference point for establishing common standards and

ideas of goud governance in urban areas.
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The institution of a comprehensive Central programme-—the
JRNURM in 2005-—has provided a vital impetus for urban reform.
Darshini Mahadevia does not seek to assess the impact of [NNURM
itself; rather, her main goal is to contextualize the intersection of
this programme with the urban reform process in three cities/:
Ahmedabad in Gujarat, Bang salore in Karnataka, and Patna in Bihar”
These cities were chosen for three main reasons: they are all corporation
cities; they have different institutional models for delivering services
{for example, direct provision in the case of the Ahmedabad Municipal
Corporation, provision mostly by parastatals in Bangalore, and provision
mostly by government departments in Patna); and they vary in rank
m terms of the release of Additional Central Assistance (ACA) funds

om [NNURM and the enactment of reforms needed to access such
mz}e:is Ahmedabad ranks 12th out of 62 INNURM cities based on a
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‘*a.n%;irz'zkg& are clearly not objective: some cities with a strong
may have less need to access f’zmﬁs avaéiai:wﬁez under the p

ile others may have already enacted some of
r ININURM.
r\s FURM had 2 major effect on Bihar, where the urban
framework has been significantly reformed. On the other hand, m:
of ﬁ:w'f reforms that now constitute part of INNURM were alre:
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place in Bangalore before the programme and many of the reforms that
took place Jater might have happened anyway. The same could be

of Ahmedabad, though INNURM dearly offered an incentive to raise
participation in city governance. Both Bangalore and Ahmedabad had
the necessary capacity to absorb ?N‘%W.fo,i»/i funds, which may i
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s under the progranume compared to Paine
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their greater use of fu
Where state governments did not wish to cooperate (for exaniple,
strengthening the local funding base of cities or decentralizin éi pub

service delivery to urban local badies [TUULRBs]), these reforms were
carried out, at least not in the three cities under study.

The state govermment in Bihar has responded to the incentives
offered by JNNURM for urban pa wy reform. It repealed the Urban
Land Ceiling and Regulation Act (ULCRA) in August 2006; stamp duty
has been cut steeply from 18 per cent to 5 per cent; bye-laws have been
amended to tmprove the process of approvals for building construction,
while provisions have been made for rainwater harvesting and structural
satety; and the process of property registration has been simplified
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through computerization. The task of planning has been transfers
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from the Patna Regional Development Authority to the Patna Municipal
Corporation (PMC) and District Planning Comruittes (DPCs). |
On the other hand, capacity. remains low in the Patna Urban
Agglomeration {(PUA) area consisting of the PMC and adjoining
municipalities. The shift to double-entry municipal accounting has been
difficult given the lack of rained accountants. The frequent transfer of
urban fanctionaries, especially chief executive officers, has disrupted
the thread of continuity .needed to implement reforms effectively. The
lack of technical capacity. to prepare detailed project reports (DPRs)
necessary to access INNURM funds under the programme has limited
usage. Because PUA municipalities lack capacity to deliver services, the
state government has been compelled to create an Urban Infrastructure
Development Corporation to help implement projects supported by the
Urban Infrastructure and Governance (UILG) component of INNURM.
Low capacity has limited the ability of PUA municipalities to absorb
INNUBRM funds and achieve some reform milestones, despite the positive
changes in the urban policy framewyprk in Bihar.
Neither Ahmedabad nor Bangalore face a lack of capacity to deliver
municipal services. In fact, both cities have been leaders in urban
reform. Ahunedabad distinguished itself by being the first city to raise
funds by issuing municipal bonds worth Rs 100 crore in 1998 without
any state gnarantes. The repeal of ULCRA, a key INNURM milestone,
took place as early as 1999 in Karnataka, In 2000, the introduction of a
more transparent self-assessment scheme for property taxes led to a large
revenue increase for the Bangalore city corporation. Bangalore was the
first municipal corporation to adopt the double-entry accounting system.
In 2002, the city moved to a sophisticated fund-based accounting system
that allowed for better tracking of funds. Both cities have done well on
e-governance, including providing records (such as birth and death
certificates) online, delivering several services electronically, including
praperty tax payments, and e-procurement (in the case of Bangalore),
Given their prior trajectory of urban reforms (stemming in part {rom
their larger resource base and capacity relative to many other cities),
the impact of JNNURM in Bangelore and Ahmedabad has been less
extensive. In both cases, INNURM has solidified the development of
new participatory structures. Bangalore now has 33 functioning ward
committess. In Ahmedabad, the state government enacted a community
participation law in 2007 and proceeded with the creation of ward
committees, The 2007-8 Ahmedabad city budget was prepared on the
basis of submissions by these ward comumittees. The construction of new
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housing units for slum dwellers has been facilitated by INNURMs Basic
Services for the Urban Poor (BSUP).component in both cities, a
Ahmedabad went further by allotting land to construct new dwel ;
‘zmi‘t” f(}r the poor rather than only upgrading existing ones SifiﬁL‘L
E-Governance continued to make rapid progress in the two cities, but
this may well have happened without JNNT/RM.

On the other hand, where the respective state governments were
reluctant, reforms were more difficult to accomplish in ihorit‘ areas, despite
incentives offered by INNURM. In Bangalore, for example, no gerious
attempt was niade to move away from the parastatal route for delivering
services to direct provision by ULBs, although parastatals were asked 10
is. These contracts

SR

enfer into contractual agreements with cit Y gover
were intended to give ULBs greater control, for examy
in fegal terms what was expected from parastaials, Pa
guite well in Bangalore, as evidenced by report cards of
Centre (PAC), which noted high levels of satisfaction *m}u cir

Ihe public at large was thus not necessarily in favour of g\es:,fz“z,z,z,:'miﬁizg

the parastatal model, underlining the larger p@mt ‘f,b;-sﬁ, the ingtitutional

4

form of delivering p ublic services may not matter all that much as long
as it works. In Lu th city corporations, the state governments enlarged the
poundaries of the two cities without ade q;mig consultation, émumg '

fall in ¢ mpgzsz; tax coverage &;:c; C oﬁw f?ui; mww BEORS T

overnment ms{)hshmg OCtrol, a m&;or source of 1}1 B revenue and a 'bad
. by any account, but without compensation for the loss of revenue,

Cities have responded in their own particular ways to this unport:
mi‘z‘iatéw depending on their past experiences with 1 win):e retorm, the pri-

s of state ffﬁ”*—TEEETR"*%’Q'S, and the capacity to carry out reforms on the
ground. Clearly, these contextual factors had a significant effect on how
INNURM played out locally. It is also important 1o note that INNURM
has established for the first time a clear understandin comrnon ideay
about what constitutes wrban reform i the Indian city of todas:
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ssuperior cgziziw;f?sj %xwaﬁzzfﬁy:nim 33 bt ;Jf"z»“‘z’a‘m

processes explizing ,
f;we Wels less umpfwzfy to. the execufive SFLHCY POL Aol

O the other i"uzrz |
among policymakers and fower precedents to support its application vn the
lines of the UK or New Zealind 5 Autonomy in'the Indian setting was more

4
it

the result of serendipity thau design on the whole

The Executive Agency Model and Civil Service Reform in India
Several countries—particularly the UK, New Zealand, Sweden, Japan,
and Australia—have adopied the executive agency madel to deliver
public services more *’ﬁeﬂiwe‘iy Executive agencies have the following
common characteristics across countries: they are concerned exclusively
with service provision, not po 1; ymaking, which remains with the par-
ent ministey. They are z)mmcmi headed by a chief execative officer
(CEO) who is recruited from the open market or the regular civil service;
CEOs are given autonormy over staffing and financial decisions, including
the freedom to recruit stafl from the private sector ar market rates. In
exchange for autonomy, CEOs enter into a performance agreement with
the minister of the department. spevitying clearly the outputs expected
of the agency within a hard budget envelope set by the minister con-
cerned. The agency delivers an annual performance report that is tabled
in the legislature, thereby retaining the principle of legislative oversight.
Several countries have created a Senior Executive Service (SES) to staff
higher posts in the civil service and CEO positions in executive agencies.
Typically, SES positions are filled on the basis of competitive recruitment
from both the regular civil service and the private sector; appointess
are given fixed-term assigniments on a contractual basis with compensa-
tion packages that mirror market salaries 50 as to draw the best talent
o government,

As SK. Das notes, the executive agency model has proven to be
successful in many countries, In the UK, for example, there are soine 140
executive agencies in existence, covering a range of services such as the
issuance of passports and drivers’ licences; the collection of incame taxes,
customs duties, and excise levies: prison managemment; child support; and
even weather forecasting. An independent review commissioned by the
UK Uovermnem in 2002 condud«ad that the executive agency model has
bz.{.mgm about ‘revolutionary changes’ and created a more ‘responsive
and accountable framework’ for delivering services. Similar reforms in
New Zealand during the 1980s also helped imprave the couniry’s fiscal
position by substantially cutting unit costs across agencies. Sweden has
had & version of the executive agency model in place for a very long time.
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els of satisfaction among Swedish

Annual public surveys reveal high leve
ently begun a transition to the

users of such services. Japan hdS also 1
executive agency model, despitc some opposition from the traditional
“civil service. By 2004, the country had 105 Independent Adminisirative
Institutes and 224,000 civil servants attached to them.

One cost of the executive agency maodel noted in the literature {see
Nunberg, 1994: 29) is the problem of enclaving’~—the risk that individuals
recruited to a particular agency will suffer from tunnel vision and loyalty
to that agency alone rather than the civil service as a whole. Others have
polnted out that the executive agency model can upset the balance of
pay and seniority grades in the civil service. In Sweden, for example,
the CEOs of executive agencies are often paid more than high-level
civil servants wor ng in policymaldng ministries. One wa}f around the

problem of ‘enclaving’ is to create an SES

enior policyralkers mfé CEQOs on a competitive basis, éa:xzii‘%z;‘zg %:inr:m ina
common institutional framework.

While Indian policymakers have recognized the importance of both
" 2}1 SEFVIC DIGVISION

eres to C.%.{“.‘E.i%:’;f service

autoriomy and accountability as bnportant &
and created a host of boards, companies, and soc :
these have not always performed in the way that they were intended. Das
notes that for the most part half-hearted antonomy has been combined
with weak accountability, resulting in a situation sometimes even worse
than direct ministerial control. More offen than not such bodies have
( workeé in ?Ew ndun mmﬁv mainly for s¢ rmwmwm factors. The
ARC) is & case in point.

?&emuge me: §>M i{{ is a joint venture ’m Tweer f};f Government of
and the Government of the National Capital Territory of Dethi (NCTI
it does not nee i 0 report to a particular Ce m:f;lf r state mindstry. It
chairman is so well regarded by virtue of his Engv'lf,sé,:a.ne:;;_nm repitation
as an outstanding innovator and administrator of complex projecis that
he has been given space to run DMRC in an autonomous fashion. The
authorizing environment for the DMRC is also much stronger than in
the case of other bodies; DMRC projects are approved by a Group of
Ministers (GoM} commitiee specially created for this purpose. Generally
though, most societies, boards, or companies created in India to deliver
public services do not enjoy the same level of autonomy or the tight
accountability arrangements that go along with the execuiive agency
model in other countries, Boards are not always chaired by professionals,
CEQs have limited scope for mamgmw staff or varying salary scales, and
CEOs themselves often enjoy only an unceriain tenure.
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The Second Administrative Reforms Comumittee has a}pt‘n"ﬂf endorsed
the idea of udopting the executive agency model on a wide scale in India
(Second Administrative Reforms Comimission, 2008: 303). Yel, thers
appears to be lirtle broader support for its adoption. The Draft Civil
Services Reform Bill (2009) does not, for wmmmie contain a provision
for creafing executive agencies on the lines of other countries or the
establishinent of an SES. In short, a good idea that has worked well
globally lacks resonance within policymaking circles in India. Politicians
may worry that creating an execuive agency might undermine their
outrol over the functioning of such an agency, while civil servants may
?}% concerned about the erosion of the core values of a unified civil service.
These are legitimate concerns and much more will need to happen before
policy dﬁw wrn wholeheartedly to the executive agency model. The
decision of the government to furn over the 1ssuance of passports (o a

private company is a positive step in this direction.”

If politicians can see that they will be able to claimn credit for the result-
ing ﬂmpms”ﬁz nents in public service delivery and if senior <ivil servants
come 10 realize that they will Bz able to clinch most of the positions in
a future SES, as in Australis, then opposition to the executive agency
model may dissipate. Some conditions needed to implant the executive
agency model already exist, such as the prior existence of a rules-based
ci‘@fﬁ service from which it is possible to carve out executive agencies in
slace, and the large availability of ralent from inside and outside
ni o m anag =d staff themn effectively. But for this model to be
nplemented will require high-level ownership; a communication
strategy that convinces those opposed to the model that they could gain
frore it in the end; and more public pressure to improve public service
delivery systems generally.

Implementing the Right to Informuation in India

Fostering greater access 1o information about government programimes
and schernes is an important tool to empower citizens to access pubbc

services more effectively by making them more aware of their rights,
allowing them to cross-check official claims with the actual state of
affairs. and pushing officials to be more transparent in their dealings
with the public. Ensuring access to information can also have significant

5
i

multiplier effects by aiding the delivery of other public services as well

The adoption of & revised Indian RT1 law in 2005 marked a watershed
in the history of governance reform in India. The RTI Act (2005} applies
to both Central and state governments. It provides for an independent
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channel of appeals in the form of the Central and State Inforination
Cammissions, permits the imposition of penalties on public intormation
officers {(P1Os), places a host of implementation obligations the
executive, and has wide provisions for proactive or suo motu {:ii::{,,.
‘These are all regarded as "hest practices’ in freedom of informa
around the world over. In fact, the Indian Act contained a i
innovations that themselves could be considered valuable additions 1o

the stock of ‘best practices. The Act, for example, defines ‘information’
in broad terms including any material recorded in any form, a standard
global best practice, but ‘zdgia a fagscinating twish: it includes samples’
as a form of recorded information. This mirrors the uniquely Indian
experience of taking samples from construction projects, including

roads or buildings, to verify if they mest the standards set out in written

,7

agreements with contractors in pmM"‘ ‘maz*imza f@f exampl

when i COnCer of a person rather than €

of 30 « This provision, as Toby ndel argues, refles
an experignce of linking the use of RTI 1o the s '

entitiements necessary for the right to life, suc
i.

M <
ot
D
iy

2

iy

access to food, anc

The f!‘}(? ian Act "’">I’f)'€’i(ic”:‘§ for unusu Q? ??"{‘(??”3‘ Droa ctive disclosurs

reguirements hm Lsurpass many mim’* Acts around the world. It provi

forexample, fort he suo motu release of inforn Lm’zreiam‘,rzgi«,)‘iqi manner
of execution of subsidy programiues, including the amounts allocated as

well as the details of beneficiaries of such programmes’ (Section 4, 1b,
XIH aawcfi% as the “particulars of f@alpxcm*s granted concession ST
or authorizations’ {Section 4, 1b, X}, Government authorities are

also asked 1o ‘publish all relevant z‘;}(‘“: while formulating importan!

ARSI W

policies” or mmnzmamg decisions that affect the public {Section 4, 1o}
ure pravisions also cover {as do several others Acts)
information on. budget

nts {Section 4, 1b, }ii}‘

The proactive disclos

3

budgetary transparency questions, inclodi

i

allocations, plans, expenditures, and disburseme
The Indian RTT Act not only successfully integrate global bes
tices, but produced several innovations as well. This outcome ref

pre

development ofa ia;v ‘h ome g,; <swr; movement around RT in In
was able to employ what was us
through its international networ

new tools to ade

. for example, the 5o
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public had a ‘right-to know! Ip 1982, the Court again ruled that right
1o information was a iumhzrcnmi rig ghg under the Indian Constitution.
The Bhopal gas tragedy in 1984 also led to demands by civil society,
particularly environmentalists, §<:f greater transparency. The 1990s were

5

marked by a new development: the proliferation of grassroots organiza

tions mﬁéiszw [0 use access to information 1o seCure hasic entitlernents for
the poor. In Rajasthan, for example, the Mazdoor Kisan Shakti Sangathan

£2 8

4

{E‘viﬂi:ﬁif;' .%’@af:zm that securing access to documents to prove that work-
ers had worked at all was necessary to ensure the payment of minimum
wages, including muaster rolls as well as details of public works sanctioned
by the sovernment. [n 1994, the MKSS held public hearings (jansunwuis)
to audit government waorks in front of the local commm zmw a process that
uncovered ghost works and ghost workers.® Under considerable g:vrg
sure, th:ﬁ Government of Em}mﬁxaiz proceeded to enact irs own RTI law

in 2000, Meanwhile, RTT was also used effectively to enforce entitlements
for poorer urban residents in Delhi where a local non-governmentai or-
ganization (NGO), Parivartan, s UCC&’S&fﬁ Iy used the Delhi Right to Infor-
mation Act to expose the diver siofzof subsidized food to the open market
by fair price shop dealers in collusion with government food inspectors
as well as gi‘z(}:‘si workers, '

The widespread use of RTT as an instrument to reduce corruption
in development programmes was thus the hallmark of the Indian RT1
movement and its singular contribution as well. Finally, various states,
such as Maharashira, Karpataka, Tamil Nadu, Rajasthan, Madhya
Pradesh, and Goa, had already adopted their own RTT Acts long before
a national law was in place. These states’ ::s:periem:@s provided an
important laboratory for experimenting with RTT across the country
and developing 2 broad consensus in favour of a national RTT law.
The first national law was adopted in 2002 but it lacked an independent
appeals process, failed to provide for the imposition of penalties, and
applied only to the Central government. With the strong support of
the National Advisory Council, a revised law was adopted in 2005 that
remedied these weaknesses and set 2 new standard for RTT around the
world. The concept of RTT thus resonated in India because of the RT1
moverments ability to give it a thrust that was deeply relevant to ordinary
citizens in both rural and urban areas. _

The challenge is to effectively tmplement the law across a vast and
complex country. Mendel examines some of these challenges ranging
from overcomning an entrenched tradition of secrecy, nms::m access 1o
records easier, to engaging the public in support of RTL baxad an an

.
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Bihar); they could emerge from internal discussions among policy elites
and related players, such as the private sector (as in Gujarat); they could
be shaped by the policy framework provided by external actors, such
as the Central government in the case of urban reforms; finally, ideas
derived from global experience were more likely to be integrated and
accepted when a home-grown movement already existed that could
absorb (and modify) them, as was the case of India’s RTT movement.

Capacity also played a key role in the process of implementing reform
in the ceses studied. Capacity involves several dimensions, such as the
ability to monitor the progress of reform, coordinate the actions of dif-
ferent players, and mobilize administration for the achievement of goals.
Gujarat clearly scored high on state capacity, unlike Bibar which con-
tinues to wrastle with the problem of weak capacity especially at lower
levels of administration. Bihar, however, offers telling examples of how to
overcome such constraints through large-scale hiring on contract, out-
sourcing, and the use of information technology to monitor imporiant
programmes. .

Contingency is a critical factor in an unfolding reform process.
While the authorizing environment may be positive and the capacity
of the civil service high, individual reformers often have to deal with
the unpredictable as they develop reform strategies. Their ability to seize
opportanitizs when they arise, fend off threats when they appear, and
take calculated risks to promote reform cannot be underestimated
Balancing several factors at once in a shifting and uncertain environment
requires strategies to makes sense of complexity. Reformers do thisin a
variety of ways: they choose a particular sequence or path of change
which automatically rules out the pursuit of other possible paths, they
listen to signals from some quarters, but not others, and they view context
through the filters of their own worldviews, Complexity thus comes into
focus, allowing for the emergence of a more concrete reform path. This
reform path is mostly non-linear in character, marked by trial and error,
experimentation, and gradual learning as some options are discarded in
favour of others, some strategies pursued and others left by the wayside,
A prerequisite for the creative learning necessary to produce genuine
reform is a measure of autonomy that allows for the space needed to
make mistakes, learn from them, and then go back to the drawing board
to do better the next time around.

Tactics are a crucial part of the reformers’ repertoire ranging from
preparing the ground for change well beforehand through extensive con-
sultation, sequencing reform in a way that minimizes disruption from
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groups which counld derail the process altogether, to even the framing
of terms and symbols associated with the process of change. All of the
reforms examined occurred more or less incrementally. Yet, incremental
reforms can over time themselves generate a miajor change but with-
out the pain associated with more abrupt shifts. Incremental reforms
are reassuring in the sense that each step can be viewed as potentially
reversible, thus defusing opposition and allowing government to move
forward. Yet, as such inczemental steps build rapidly on each other, the
direction of change as a whole will become irreversible {or reversible
al an ever increasing cost). Incremental reforms also allow reformers
to assess how they are doing and adjust course if necessary. Shifting
goalposts are thus an inevitable part of any reform process. Reformers
must face the right incentives to implement change; otherwise even the
moﬂ demmmie of ¢ h&ng:s have no c%muce of %L}Cx,ffﬁ'dif}ﬁ Uma stal 1l

economic, and social s mzz aver time is a critical part of the pr
uccessful reform.

All this suggests that there is no single magic bullet to achieve retorm,
no blueprint that can simply be applied to a situation o ‘fx’ it, no best
practice that is a best practice everywhere at any time. Reform is an
art that cannot be reduced to a set of formulas learnt and applied like

a diligent student. It has e life of its own involving a complex process
oi" zﬁdfﬁlﬁ(‘ by doing, ma&mg decisions without complete information
and with only a partial knowledge of consequences, and conten: ling with
pulls and counter-pulls. This is not to s say that reformers cannot benefit
(sometimes greatly) from experiences elsewhere but to make the point
that learning is likely to occur best when integrated with an organically

ahayf(} strategy and movement for change.
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NOTES

1. See the classic article by Lindblom (1959} see also Lindblom {1970
a good discussion of the concept of ‘bricolage’ in development, see Scott {1998
324}); see also, Claude Levi-Strauss {1966), and Hirschroan {19655}

2. Onthe logic of incrementalism, see Nocth (1990: Chapter }1, 92-104).

3. On the importance of ‘framing’ reform ideas, sce Campbell (1498).

4. On the difficulties of applying hmternational models in the field of
legal reform, for example, see Pistor (2002). On the problem of ‘dirigisme’ in
development thinking, see Sabel and Reddy (2007).

5. For an excellent discussion of incentives, perverse and positive, as they
face particular decision-makers in particular contexts, see Fasterly (2002: espe-
clally Part I11)
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& Thas iy ;wzz}zmﬁ out in embarrassing detail (for the development commu-

nity) by Basterly {20020 Part 1),

7 On the b sterogeneity of institutional forms for delivering public services,
1 of which could equally serve similar purposes, see \mzm ock and Pritchett
20U

§.  On the many paths to change, see Rodrik {2007). This poiat 1§ reiterated

t The World Bank {2008).

9. Fora discussion of the dimensions of state capacity, see Fukuyama

E
Iz
1%

2084, ‘
10, The lterature on ideas and policymakiog is voiumixmua A few examples
of this rich literature include Sikkink {1991} Pierson (1993); Campbell (1998);
and %‘iﬁy‘?i‘ 1 {2002}

11, Central Statistical Organization, Ministry of Statistics and Programme
'émpfiem atation, Government of India at hitpd/fmospinic.in/rept®20_%20pubn/
testaspirept idenad03_1993_1994&type=NS50), accessed on 10 May 2010 for

199394 1o 1999-2000; See also, hitpe//mosplaicin/rept%20_%20pubn/fiest
wplrept id=nad03_1999_2000&type=NS§SQ for subsequent years (2001-2 to
2007-8) accessed on 10 May 2010.

12. The reformist orientation of fe e Communist Party of India (Marxist) in
West Bengal provided an interesting example of change at the state level some-
times at variance with the positions of the national party politburo,

13, For an insightful analysis of shifts in policy, see Hall {1993).

14, ‘When this threshold was crossed, as opposed to being manifested in an
ction, is difficult ro say, The notion of ‘thresholds’ is inevitably subjective io

For a summary of the literature on ‘thresholds” of change, see Collier and

o

.

5

MNorden {1992).

15, Government of Bihar Finance Departrnent (2009: 164).

16, Bihar thus vindicates the proposition of institutional economisis
that institutions {rules and norms) are crucial for economic growth. Clearly,
impraverpents in law and order translated into a more favourable environ-
meunt for economic activity, contract enforcement, and the security of property
rights. More efficient administration and investments in key sectors, particularly
roads, obviously played a part in this as well. For works in this tradition, see
North (1990). See alse North {1981); World Bank {1998); and Willlamson
{2005

17, Rodrik (2007} urges readers o identify binding constrainis w growth.
While i principle identifying a binding constraint to growth might seem a sen-
sible approach, in practice binding constraints are hard to identify. This does not
roean that Bihar's reformers did not have some idea of prioritization—clearly,
taw and order, voads. and the social sectors were at the top of their initial agenda;
power sector reform, oo the other hand, was given less prniority. The idea thal
one can identify a binding obstacle and then attack it 1o achieve change has been
Obstacles 1o Devel-
RS

questioned by Alhert O Hirschman, See his brilliant ard

and Cuasi-Vanishing Act {§'~-§1z‘s 1 FBET

Classiboativ
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18, O the mmpoertance of wop-down monitoring in another coniexi, see
Olken (2007)

19, On the importance of credible commitments for development, see
the classic plece by North and Weingast (1989},

20. North notes that the wrong rules can foster a low producuvity
[ these rales pf*xﬂszv“ﬁ over time, the costs of oversurning t iz::;n are inevi

high as actors ben .ﬁhmg;, from such ruoles become entren Sag
{1590)
21, Power theft in Andhra Pradesh is believed to have 4

per cent in 200071 to 19,06 per centin December 2007,
22, See the chapter by Mahadevia i this volume for an explanation of why
these cities were chosen for examination. )
23, Forader z*ei tudy of report cards, see Balakrishnan (2006), -
tting o

24, On the role of resonance in translating policy ideas from one seit

Meran
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Introduction

Nged for reforms
Public service in both the developed and developing world plays a vital role in providing public goods, such as defence, public arder,
property rights, macro-economic management, basic education, public health, disaster relief. protection of environment, and
coordinating private sector activity. A capable public service is essential for creating a favourable investment climate and facilitating
people’s participation in economic life. As countries get more globalized governments face increasingly complex and cross-cutting
issues, such as economic volatility, dimate changé and migration. Wide use of the internet has made citizens more aware and
impatient and that puts public servants under greater public scrutiny. Against this backdrop, public service delivery has acquired new
dimensions as governmerits need to respond not only to changes in the global

o1kl consiee Aolivor .
Public service d@iivmy has acquired environment but also to the demands of an active citizenry, Formulating integrated

new dimensions as governiments policies and their effective implementation would require an adaptable and efficient
need to respond notonly to changes  puplic service that can anticipate emerging challenges and ensure that potential
in the global environment but also strategies are informed by better understanding of future contexts. It must also learn
to the demands of an active to empower people and be able to work with them, as traditional vertical
citizenry. accountability systems can act as a major impediment to working across boundaries'.

There is a widespread perception that public servants in rany Governments have not delivered what was expected from them. On the
other hand, returns from improving effectiveness of the government are immense. An efficient public service is necessary {though not
sufficient) for benefits to reach the socially and economically weaker sections of the soclety who have fewer alternatives to services
provided by government. Mere allocation of funds for programmes. that do. not work effectively would be a waste of public money
unless extra efforts are spent on improving government efficiency, and also to ensure that the poor-are able to participate and put
pressure on public administration to deliver so that they receive the intended benaefits.

The Importance of good governance and having honest and competent public sector institutions for a country’s economic and social
development is now widely accepted. Daniel Kaufmann, who worked as the World Bank's Director for global governance, states that
countries that improve their governance effectiveness raise their standard of living, as measured by per capita incomes, by about three
times in the long, run?, Poyoirly functioning public sector institutions and weak goveinance are major constraints to equitable
development in many developing countries. In addition, governments must work with the people 1o “build anticipative capacity,
inventive government and foster an innovative society in order {0 create emergent solutions 1o the complex challenges? that the
society may face in future. In other words, the Classical model that saw government as primarily a brovider of professional services is no
longer sufficient today. Public interest now is a collective enterprise that involves govemment citizens and civil society as value
creators and co- producers of public goods.

Governments and governance the world over are undergoing a ‘paradigm shift’ in their traditional roles and structures of inflexible
control and procedure orientation, towards result orientation, flexibility, facilitation and a ditizen-centric approach®, Success however
would, to a large extent, depend upon a cultural change in the Civil Services, Excessive caution, reliance on precedents and following
the beaten path have to give way to innovation and inventiveness and to trying out new methods. Merit, capability and quality should
matter more than mere seniority.

1 O'Flynny, Janine L, Blackman, Deborah Ann and Halligan, John, Working Across Boundtaries: Barriers, Enablers, Tensions and Puzzles {September 14, 2011), Available at
SSRN: hitpi//ssrncom/abstract=1927666 or hitp://dx.doi.org/10.2139/5srn.1927666

2 World Bark 2000: Top of Form Reforming Public Institutions and Strengthening Governance: A World Bank Strategy. However growth may take place without following
the route of wraditional governance reforms, ds inCentral Asian Republics where the growth pattern is based on export of natural resources (oil, gas) and labour-intensive
raw materials {cotton), cormimodities that allow high degrees of monopoly at the expense of broad-based pra-poor economic development, See JBrn Gravingholt, 2011
The Political Economy of Governance Reforns in Central Asia, German Development Institute”

3 See module 5 of A New Synthesis of Public Administration: Serving In the 21st Century by Jocelyne Bourgon. Kingston: School of Policy Swudies and MeGill-Queen's
University Press, 2011 at hitp//www.nsworld.org/

4 Anita Karwal, Effective Public Service Delivery and e-Governance: Who Drives Whom?, at httn e nsworld org/
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Any external effort towards reforms should take account of the economic, social, cultural, constitutional and political context of the
state in which they are implemented. Reforms that have evolved in some developed countries and have improved accountability of
their civil service cannot be replicated elsewhere unless local social and political conditions are kept in mind,

Some of the common issues and challenges associated with public service reforms are discussed below.

Mevit-based g@;ﬁmiimém‘

The new public management

Whaole-of- g@wmmgni
‘approach

improving accotntability
Public financiol menagement

Stakeholder awnergmgz and
ﬁaﬁfﬂma?wn

Decentralization

Politicef economy of reforms

For the transition from an oppressive to responsive bureaucracy, the public service needs to merit-
based, politically neutral, well-structured, "right-sizeéd”, well-paid, accountable, professional, free of
corruption, well-trained, performance-oriented, and relatively open. Attention to be made to the
short term postings as many recruitment practices allow not fully transparent recruitment. Full
enforcement of civil service laws and regulations on civil service recruitment is also a challenge:

A public service concept introduced in the late 1970s and early 1980s which adopted market norms
in public service delivery, applied business principles to theiroperations, and paying new attention
to customer choice and satisfaction.. | While this option creates semi-autonomous organizations
which could handle individual tasks easily within the organization,.it led to. proliferation and
fragmentation of the government apparatus and reduced the capamty to handle multx sectoral
issues. :

The new coordination practice introduced to address challenges identified in the new public
management. |t proposes a public service which works across organizational boundaries to enable
mote effective policy development, implementation and service delivery. In many cases cross-
sectoral agencies were created for coordination. . The approach can-also bring about a stronger
control of the central government agency, stronger audit systems and financial management and
can re-establish a common ethics and cohesive culture which was lost by the new: public
management, T

Accountability helps indicate the results achieved by the government using public fund, Major
options are through performance evaluation system (e.g., more transparent record management
and data collection), results-based programme delivery, citizen charger, and through:Right to Public.
Services laws,

Sound public financial management supports the efficient and accountable use of public resources;
helps macroeconomic and fiscal stability,.and guides allocation of resources to address national
priorities. Countries like Ghana, Mali-and Nigerla improved its financial management, whnch

~ resulted in e.g., double tax revenue and more timely subrmission of financial reports.

Participation of citizens in programme delivery brings in more accountability, awareness of the
citizens, and reduces repression and exploitation. Citizens involved will increase the knowledge,
and be empowered, and the participating organizations will become more vibrant. ‘A work analyzed: ‘
approx. 500 studies on participatory development programme shows that the citizen participation
is sustainable beyond project lifetime only when the citizen organizations are linked with markets,
or:skills training is provided. : :

Decentralization of resources and authority to’ ]ocai govemments is a formal way to induce
participation. However, decentralization has to beinclusive (i.e,, addressing issues of less-powerful,
e.g., immigrants, minorities, ethnic groups) and to be accountable. . For effective public service
performance, a good balance of centralization and decentralization-has to: be sought and to be
maintained, with an option to strengthen local governments so they can take on more
responsibilities.

Political context has to be taken into consideration when designing any strategy on civil service
reform. The issues include power relations involving kinship, ethmcsty and personal factions, as well
as party politics and the quality of political leadershxp
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Merit-based recruitment

The concept of public service in the industrialized countries developed in the late nineteenth century, often with the provision of
municipal services of gas and water. Later, other services such as electricity and healthcare got added. However, up to the 19th century,

there was extensive nepotism, favoritism, and political patronage attached with the staffing and recruitment of public servants, which
was often referred to as a "spoils system”, Though some of these characteristics are still prevalent in the first world countries, things
started changing with passage of time in some countries. Transition from an oppressive to responsive bureaucracy even in these
countries has not been smooth or quick, and has taken almost a century to mature. As state functions and the number of public
servants started increasing rapidly in the post.War scenario in Western Europe, the need to make them more efficient and outcome
focused was felt leading to reforms in many developed countries, such as UK, New Zealand, and Australia. These countries, though not
many others, have aimed to make their bureaucracy have the following characteristics:

2 itis merit-based and politically neutral;
o ftis well-structured, "right-sized”, and well-paid;
s itis accountable, professional, and generally free of corruption;

e itisrelatively autonomous

resnansive
responsive,

= itiswell-trained, performance-oriented, and relatively open.

Although career civil servants in these developed countries are now generally recruited on merit, ‘spoils’ system continued for short
term postings, such as appointments of chairmen of various public sector boards and advisory committees in UK. The non-transparent
system was changed in UK only in 1994 to reduce perceived cronyism and to lessen public cynicism. A position of Commissioner for
public appointments was created that follows a Code of Practice governing ministerial appointments to public boards based on merit
and transparency”. For such hybrid appointments in Canada, the Cabinet Secretary’s Office proposes a list of candidates to the Prime
Minister, who selects a candidate from this list acting on behalf of Cabinet, These recommendations take into account the views (not
necessarily his consent) of the relevant Minister®, This to a large extent reduces subjective political judgments.

However, not all countries do merit-based recruitment. Patronage—the discretionary allocation of public sector jobs to reward
followers and to cement political and personal relationships—continues to be a dominant way government is staffed In most Latin
American countries”. Its use in the governance of Latin America has a long tradition and is widely spread across authoritarian as well as
democratic regimes. Although pressures are mounting to replace patronage-based public administrations with career civil service

systemns, the region’s older systems are proving resistant to the reformers’ criticism,

Civil service laws and regulations have not been regularly enforced in these countries. In Ecuador for example, 12,000 employees
joined the government in 1983; only 300 of them had taken the required examination; only 10 percent of overall public sector workers
had tenure. In Mexico, up to 30,000 positions change hands when new administrations are elected. In Panama, only 18 percent of
public positions are not available for patronage and some 25,000 employees were dismissed after elections in 2004. In the Dominican
Republic, some 3,000 employees incorporated into the career system lost their jobs in 2004 as a result of a change of government. In
Colombia, 3 2004 law sought to put an end to five years of legal ambiguity in which provisional appointments reached 38 percent of
the career personnel. In Venezuela, some 7,600 people lost their public sector jobs as a result of signing a referendum to recall the

president in 2004,

5 Meredith Edwards, John Halligan, Bryan Horrigan, Geoffrey Nicoll 2012: Public Sector Gavernance in Australia, ANU E Press Canberra; also Select Comimittee on Public
Adrinistration: Fourth Report at hilpy//www.publications.padiament.uk/na/cm200203/cmselect/cmpubadm/165/16505.htm

& Shepherd Geoffrey 2003: Civil Service Reform in Developing Countnes Whyls it Gosng Badly? 11th International Anti-Corruption Cunference, 25-28 May, Seoul

7 This section draws heavily from Grindle Merilee S, 2010 ‘Constructing, Deconstructing, and Reconstructing Career Civi} Service Systems in Latin America’, Harvard
University, March
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The new public management

in the late 1970s and early 1980s, public sectors arcund the world began to undergo a significant transformation. Driven by trends
towards market based efficiencies, new technologies and management models, as well as a public call for more responsive and
accountable public services, governments began to move away from state-directed intervention, adopting market norms for public
service delivery, appiying business principles to their operations, and paying new attention to customer choice and satisfaction®, Many
public sectors embarked on sweeping market-driven reforms: privatization, deregulation, liberalization, corporatization, outsourcing,
subsidy withdrawal, and budget cuts were introduced in both developed and developing countries. In general, the movement saw the
disaggregation of ministries, departments, and agencies into executive agencies that had to sign a performance contract with the
Ministry but were given financial and managerial autonomy implementing prograrﬁmes based on final results or outcomes, rather than
inputs and processes®, Some countries, such as Singapore, where privatization has not been a priority as public sector was considered
quite efficient opted for ‘corporatization’ of selected public utilities to introduce business management practices while still retaining

public ownership.

" Reforms in Braziho

As opposed to other Latin American countries, reforms in Brazil initiated in 1995 have been quite successful. These aimed at fiscal
adjustment, making public administration more efficient and focused on citizens’ needs and creating autonomous agencies controlled
through management performance contracts. Reforms faced political obstacles, resistance from lower and middle civil servants,
unions, leftist politiéal and interest groups; a political efite in fear of losing privileges; and oppaosition from the judiciary.

Luiz Carlos Bresser-Pereira, Minister of State Reform, was the main intellectual and political architect of the reform. His intellectual
leadership was crucial to push these reforms into the spotlight, convince the government, shape public opinion, influence the party
members, and get the constitutional amendments approved. He was not only adept at the technical issues but possessed political skills
to sell the reforms. His proximity to the President; and the fact that government had brought an end to a decade of unprecedented
high inflation and per capita income stagnation helped in making him succeed.

Key elements of Bresser's reforms included™

o Qaining credibility by implementing reforms which did not depend on legislative approval but would show immediate
improvement such as information technology to manage the payroll and tackling procurement;

e de-emphasizing procedure in favour of accountability for outcomes, and greater autonomy to managers for pursuing goals
freely as opposed to close supervision and auditing at each step;

e reforming the entrance system for careers in public service by holding regular public examinations open to university
graduates;

s breaking away from Brazil's previous centralization, and strengthening the core and simultaneous agencification; and

s entrusting the non-profit sector (social organizations) as primarily responsible for a significant portion of service provision
under renewable government contracts, such as in healthcare and higher education. :

i

These reforms led to a decline in the public sector wage bill {from 50% of federal expenditure in 1395 to 35% in 2001), the average
wage increase of public officials (21% in 2001), and the rising percentage of federal officials with a university degree (from 39% in 1995

8 Haque, M. S. {2004}: Governance and bureaucracy in Singapore: Contemporary reforms and implications, international Political Science Review, 25(2), 227-240.
9 Haque, M. 5. {2003): New public management in Malaysia and Singapore. Journal of Comparative Asian Development.
10 Simone Bunse and Verena Fritz 2012: Making Public Sector Reforms Work; Policy Research Working Paper 6174 The World Bank August

11 hitp/fwww princeton.edu/successfulsocisties/policynotes/view xmiZid=150
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to 63% in 2001). In addition, substantive policy change was achieved in organizational arrangements and personnel legislation. The
bureaucratic merit index which evaluates the degree to which effective guarantees of professionalism in the civil service are in place
and civil servants are effectively protected from arbitrariness, politicization, and rent~seek§ng, ranks Brazil amongst the region's top
performers. ’ '

ent approach

The new public management (NPM) sought to create semi-autonomous organizations which could handle individual tasks easily
within the organization. But it also led to proliferation and fragmentation of the government apparatus and reduced the capacity to
handle multi-sectoral issues, such as unemployment, social unrest and climate change that transcend organizational boundaries and
vertical chains of administration. This has led many countries to introduce new reforms as it has increasingly been recognized that the
specialization of the public sector apparatus furthered by NPM was not fit to tackle the big issues in society that the government sector
was expected to handle. The functional line ministries and autonomous agencies no longer corresponded with some of the more

complex problems in society, as there was a mismatch between the problem and the organizational structure’?,

The new coordination practices are known by various names, such as whole-of-government, integrated governance, outcome steering,
joined-up governance, holistic governance, new public governance, networked government, partnerships, connected government,
crosscutting policy, horizontal management or collaborative public management. A common feature is the notion that working across
organizational boundaries will enable more effective policy development, implementation and service delivery. These new ideas in a
way countered ‘departmentalization’ and a ‘silo mentality’.

Since 2001 Norway has embarked on a major reform, inspired by post-NPM, of its central welfare administration. It merged the central
pensions and employment agencies and created a local one-stop-shop welfare office in all municipalities. A recrganization in 2008
established regional pension units and administrative back offices in the counties that were allocated tasks and resources by local
units. The reform was to improve service delivery of pensions through coordination of the three welfare sub-sectors — pensions,
employment and social services so as to make the new welfare adrinistration more user-friendly, to bring more people on welfare into
the workforce and to become more efficient.

Much before the idea of NPM got popular the Swedish public administration always had a number of autonomous implementation
government agencies operating at arm’s length from thelr ‘home” ministries. This separation of policy-making and administration has
been practised in Sweden for centuries. However, in 2005 a new Agency was created to supersede the previous 21 geographically
dispersed offices, which is responsible for much of the social security system. This amalgamation of regional agencies into a mong
agency has helped o bring about a sharp reduction in the number of central government agencies, in 1990 there were 1,394 agencies;
by 2007, the number had fallen to 478",

Canada toc launched horizontal management initiatives to tackle policy issues such as innovation, poverty, and climate change.
Australia and New Zealand have improved performance on outcomes and servica delivery by rebalancing centre and line ministries,
and through rationalizing public bodies to achieve integration of the agendas of various agencies. In UK rather aggressive top-down
style whole-of-government initiatives were implemented by the Blair government, which strengthened the role of central government
and established structures such as strategic units, reviews, and public service agreements. Both UK and New Zealand have a clear
hierarchical component in thelr style of ‘joining-up’. Central control mechanisrs have been enhanced while retaining autonomy for
the officials charged with delivering services, which shows hybrid features. "The hierarchical strengthening of the centre has also led to
a stronger prime minister’s office, in both a political and an administrative sense, as seen in the UK, Australia and New Zealand. It also
irnplies stronger audit systems, tightening up financial management and strengthening governance and accountability regimes, as in

12 Tom Christensen 2012 Welfare reform and ‘wicked issues’ - from coupling to de-coupling?, University of Oslo, Rokkan Centre For Social Studies, Working paper, April

13 Johan Quist and Anna Pauloff 2009: Centralisation and specialisation In Swedish public administration; Paper presented at the EGPA Conference, Saint Julian's, Malta,
2-5 September 2009
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Canada. Measures like this are primarily concerned with strengthening central political capacity, potentially making subordinate

agencies and companies less autonomous’,

In Australia the Prime Minister’s office has been strengthened and the specialized agencies have been brought under greater central
control. The horizontal dimension, seen as even more important than the vertical, typically concerns policy areas that cut across
traditional boundaries. In Australia and New Zealand', for example, new organizational units, such as new cabinet committees, inter-
ministerial or inter-agency collaborative units, inter-governmental councils, the lead agency approach, and task forces for cross-
sectoral programmes have been established with the main purpose of getting government units to work better together'®,

The post-NPM reforms focus also on values, such as teambuilding, trust, value-based management, and improving the training and
self-development of public servants'”, The argument is that there is a need to re-establish a ‘common ethic’ and a ‘cohesive culture’ in
the public sector because of the reported corrosion of loyalty and increasing mistrust brought about by NPM, which was rooted in
diverse economic theories. Services are now being provided via the internet or by telephone, with the latter entailing the

establishment of large regional call centres.

improving accountability .

Traditional governance structures in many ex-British colonies are characterized by rule-based approaches. The focus of the civil services
in india, for instance, is on process reqgulation: compliance with centrally prescribed standards and rules; in other words, how things
should be done and how inputs should be aligned'® With such focus on processes, systems in government are otiented towards input
usage: bow much resources, staff and facilities are deployed in a scheme, programme or project and whether such deployment is in
accordance with rules and regulations. The main performance measure thus is the amount of money spent and the success of the
schemes, programmes and projects is generally evaluated in terms of the inputs consumed, Once the allocated money is spent it is
taken for granted that the intended outcomes have heen achieved.

While such an approach satisfies the considerations of economy of inputs and compliance with process regulation, it fails to indicate
* the results achieved by the activities of government in general and deployment of public funds in particular. In fact, the focus on inputs
for accountability and control has led to a situation in which civil servants are rarely held accountable for the outcomes.

Therefore compliance with rules is not sufficient for achieving outcomes. Chviously, the objective must be to shift the focus away from
traditional concerns such as expenditure and activity levels towards a framework that would manage for results by developing robust
indicators to assess performance in terms of results. This has been tried in many countries by developing performance evaluations
systems, simplifying budgetary procedures, improving stakeholder participation, and through decentralization of authority. We discuss

below these innovations.

_ Performance evaluation system
Accountability for results requires an effective performance evaluation system, because if one cannot measure results, then one should
forget about achieving results in the government. In addition to setting goals and objectives, one should establish institutions to

14 Tom Christensen 2012: Welfare reform and "wicked issues’ - from coupling to de-coupling?, University of Osio, Rokkan Centre For Social Studies, Working paper April
and Tam Christensen and Per Leegreid 2006: NPM and Beyond: The Second Generation of Reforms, Paper presented at the NASPAA (National Association of Schools of
Public Affairs and Administration) annual conference October 19-21,

15 Tom Christensen and Per Laegreid 2006: NPM and Beyond: The Second Generation of Reforms, Paper presented at the NASPAA {National Association of Schools of
public Affairs and Administration) annual conference October 19-21

16 Halligan, J. and J. Adams (2004). “Security, capacity and post-market reforms: Public management change In 2003.” Australia Journal of Public Administration, 63(1):
85-93

17 Ling, T. (2002). "Delivering joined up government in the UK dimensions, issues and problems.” Public Administration, 80 (4): 615-642

1B Administrative Reforms Commission, 2008: *Performance Management System.’ X Report of the Second Administrative Reforms Cornmission. New Delhi, Government
of india. ' '

7 % Public Service Reforms: Trends, Challenges and Oppormnities

204-




determine whether one is achieving them or moving away from them. Not doing so is analogous to giving medicine to a diabetic

patient without having the ability to monitor blood sugar Jevels.

At present, field officials in many countries spend a great deal of time in collecting and submitting information, but this is not used for
taking corrective and remedial action or for analys‘is, but only for forwarding it to a higher level. As data is often not verified or collected
through independent sources, field officials are prone to reporting inflated data, which renders monitoring ineffective. The field
officials are thus able to escape from any sense of accountability. The situation can easily be corrected if governments show greater
transparency in record management by putting all relevant information on a website, coupled with frequent field inspections by an
independent team of experts, and beneficiary stakeholders. ‘

Government of India by passing the Right to lnformatlon Act in 2005 has to a large extent improved transparency and accountability of
public servants. In addition, free press, judicial activism and civil society action have also emerged in India as a big corrective factor on

the arbitrary use of executive power. After witnessing the enormous impact that the Act made in India, Bangladesh too passed the
Right to Information (RTY) Act on March 29, 2009, lts success requires due publicity and creation of strong demand to achieve its
potential. The strong network of Non-governmental organizations (NGOs) that already exists in Bangladesh has helped people to
obtain their entitlements of health care, food, education, and other services.

?"é’%’}j?@%?é’ﬁ&* delivery mw}%gﬁ results based m&ﬁ@g@mﬁpﬁ

Results based management is a programme/project life-cycle approach to management that integrates strategy, people, resources,
processes and measurements to improve decision-making, transparency, and accountability. The approach focuses on achieving
outcomes, implementing performance measurement, learning, and adapting, as well as reporting performance®

Several governments around the world have recently established ‘delivery units’ at the centre of government to drive performance
improvements. This development may be in addition to whole-of government reforms to improve performance, such as citizen
charters, service agreements, or performance reporting. Examples of such units include the UK's Prime Minister's Delivery Unit, the
Cabinet Secretariat for Performance Management in India, Indonesia’s Presidential Unit, Malaysia's Performance Management Delivery
Unit (PEMANDU), and South Africa’s ‘Delivery Unit, which falls under the planning commission in the Premier's Office, Such delivery
units have a distinctive role of chasing progress on behalf of the head of government, monitor the performance of key government
pohcnes, provide a forum for coordination, and give a clear signal that government is holding ministers and senior staff to account for
dehvenng the government's key priorities®’.

P ea]

e Delivery Unit is located in the Vice President's Office and focuses on delivery of the 11 major priorities of government,
In Malaysia, the Delivery Unit is located in the Prime Minister's Office, reflecting the implementation and service delivery leadership role
of the PM, focusing on the key results areas. The equivalent unit in Chile is being developed in the President's Office. It is important
that the unit is given the full support of the highest level of the executive, with most located close to, and enjoying the direct
patronage of, the President or Vice President.

Citizen Charters

Citizen Charters (CCs) are public aAgreements between citizens and service delivery providers that clearly lay down expectations and
standards in the realm of service delivery. Introduced by the United Kingdom in the early 1990s, CCs are now being tried in a3 number of
countries—including the United States, Kenya, India, Jamaica, and Mexico—to improve the quality of service delivery and enhance

19 The Power of Using the Right o Information Act in Bangladesh: Experiences from the Ground, World Bank; at
http/fwblworldbankorg/whbi/Data/whiswbicms/files/drupal-acauia/wbi/Final®20version%20-
%20The%20Benefits%200{%20Using%20the% 20RTI% 20Act%20in%20Banaladesh.pdf

20 hitpdfwwweacdi-cida.acca/rbm

21 GET Note: Center of Government Delivery Units, "Recently Asked Questions® Series November 2010 at
bttp/siteresources worldhank.org/EX TGOV ANTICORR/Resources/3035863-1 285601 351606/NovemberGetNote.odf
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public sector management. At the outset, it is important to note that the success of CC interventions is contingent on promoting
substantial process-oriented, organizational, and cultural changes within service dehvery organizations. Accordingly, while drafting a
CCisastepin the right direction, the effectiveness of CC interventions ultimately depends on engaging stakeholders and establishing
a clear commitment to making the CC part of an organization’s "DNA"2. The extent to which CCs are effective is based on a number of
interrelated factors; they must reflect citizens’ priorities, have the support of senior management and staff, and include a well-

functioning grievance redress mechanism.

Box ? Mﬁyw $ dﬁdmmm% in ﬁé‘m‘g@g@mgﬁ

Since 2001, we have been issuing what we call ‘a-Citizens Charter. We p'zswd alocal law zeqwrmg City Hall to have the Citizens
Charter updated every three years, That charter tells you exactly what the city government is going to do for residents of the city. For
instance, issuance of: b JU’E(‘ s permits, issuance of build ng pemms, who is responsible, what are the fe}fﬂg, and the like Al that
information is published in a book: The book is distributed to regsdents of the'city 56 they know exa{:tiy what tmy can expect of the
City Hall. This minimizes corruption si ignificantly. When you know he p;oreduzes when 3§ ,rou %{naw whois. !USpGﬂS!bEE i"or the
.g;)m*"edme;, it makes ihi} sysmm %rammmm and accountable ' : :

S T ‘ : jp\% Robmdz},mafm Qf&aqa, %mprznes,
: ‘ SRR e o hUtpd/bityNOZUE

Right to Public Services Laws®

One positive development in India has been the enactment of the Right-fo—Pubiic-Servicés Acts by several state governments with five
declared intents: (a) assurance of the service, (b) service within a stipulated time frame, (c) holding designated officers accountable, (d)
a system of grievance redressal by two stage appeal, and (e} a system of penalty and fine for delay/denial in service. The services may
include documents (certificates, licences and permits), cash (pension, stipends) and kind (electricity, water connections). it s
encouraging to note the enthusiasm of the State bureaucracy in pushing for its implementation, as they are taking proactive steps to
digitize parts or the whole of the service delivery system connected with these services, with clear internal control and transparency
built init,

One good example is Bihar, the poorest state in north India, where the designated monitor can track each application by name on
his/her computer screen. The enthusiasm of the State governments, at a time when the political class and bureaucracy are suffering
from low public credibility, is probably an indicator of a conscious political attempt to regain the faith of the middle class in the political
and bureaucratic system. These rights-based legislations are clearly an attempt to regenerate faith in public administration in the Hindi
" heartland well known for its fractured polity and unstable political allegiance.

One way to bring in accountability is to start the system of holding public hearings in matters pertaining to the works handled by each
" office. Prominent social workers and NGOs should be associated with this exercise for more productive results. The teams would
undertake surveys of quality of service delivery in key areas; scrutinize policies programmes and delivery mechanisms, Civil servant’s
views on work constraints and reporting fraud and corruption should be elicited. The reviews conducted should also form the basis of
time bound changes and improvements which should be monitored.

Needless to say that such comprehensive reforms need for their sustenance strong political and administrative will from the top. In its
absence, reforms remain only on paper. Accountability has to be induced; it cannot be decreed by fiat. Accountability is a result ofa
complex set of incentives, transparency in processes and decision making, and checks and balances at various levels of government,

*

22 World Bank, Citizen Charters: Enhancing Service Delivery through Accountability
23 Based on Sircar, Ashok Kumat. 2012: The Right-to-Public-Services Laws,’ Economic and Political Weekly, 47{18). 5 May
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Thus, the seniors in the government departments have to put their weight behind new accountability systems and review it from time

fo time,

Public financial management: T mgé%m@ resources for better results

Sound public financial management is an essential part of good governance. It supports the efficient and accountable use of public
resources, helps foster macroeconomic and fiscal stability, and gquides allocation of resources to address national priorities. Since
resources can leak wherever systems are weak, public financial management covers all phases of the budget cycle including budget
preparation, internal control and audit, procurement, momtonng and reporting arrangements, and external audits. While fiscal deficits
are common, some countries have difficulty in spending the available resources effectively, and departments are obliged to retum
resources to the Finance Ministry at the end the fiscal year. Identifying the symptoms and their causes is thus an essential prerequisite
to designing reforms™.

The World Bank has identified six objectives in public financial management: Policy-based budgeting; Prediciability and controf in
budget execution, accounting, recording and reporting expenditure; External scrutiny and audit; Comprehensiveness and
transparency; Budget credibility; and sound donor practices.

Often departments are not able to spend their budget allocations within time. This may be due to many reasons, such as inability to
find contractors to build the planned facilities; shortage of trained staff (e.g. teachers, nurses) to deliver the services, or capacity
constraints in the administration to design, manage and deliver the programmes®, Often the budget cycle is too short for full
utilization of funds for capital works. Expenditure budget should be valid for two to five years, so that capital expenditure can be
completed without surrender of funds. In Singapore, expenditure budget is valid for five years, and Departments are free to exceed or
delay their annual allocation without any reference to Parliament (see Box below).

&

Box 2: Establishing ace mgmgzé;gggﬁy wzz@w@@ﬁ bu ? ets and performance in Singapore*
fach M nistry in Singapore sets a spending cal Emg} forthe ne |
Ministry's fine em ax pen wditiire patterns and weds arevsed to domrmme a basel zne muagm‘: Um*:i the next 5 Syearly review, the
baseling i)ur:ic;m will grow in proportion with the f;n“:f:mth&fmﬂd i}DP growth rate, whw%} means that each Ministry's annual ,v,g.wndmg
ceiling is automatically adjusted to economi ic mndmens W!thm this ceil mg, %m@{r\f of Fi mazwca {M@ F}ernpowers the line ! ﬁm fe
1o maks spendi ing decis] jons based on their r@spea t;ve ﬁiraiegtc ou?mmeﬁ and e orzt fes. Ministries can borrow, with mnngs»&t inone

ilb}’@a%‘&, which is deri througha zero-based appioach, whereby the

vear agasmta%%ogaaum n@uu'ﬁmumzy{:dﬁ or to rollover fune »z’fmm cnewar 10 subseguent ‘Jez They are also able totap ;
buzég@ixavmgs they had setaside during the past three YORTS. h@me, thé Syest spending celling fgmv“cz‘n certainty, predic “ﬁﬂiity
and fiscal discipline for funding inthe medium terhy, whsk aéomng é‘m acme degree of floxibility f,/ in ddguatmg mnua% N

budgets through the allowance for carry forwards, advances and ro} Eovfars :

While: blod budgets-provide Winisties with o great deulof aummmy, this decentralised a;;pm}m to 