Chapter 1

Public Administration
in the 21 Century

Adaptability is not imitation. It means power of resistance and assimilation.
—Mahatma Gandhi

he readers will find in this book no universal blueprints and very

few flat prescriptions, and may well come out of it with more

questions than answers and a greater feeling of uncertainty. We
believe this is an advantage in these fluid times, when basic trends are
being altered in ways that make all predictions suspect. An attraction to the
fashionable can be as costly as an attachment to the traditional. However, the
readers will find here a reasonable menu of different systems and practices
in government administration, along with their probable costs and benefits,
as well as a fair and informed account of international experience with
administrative reform. Readers will also find in this book the basic principles
of public administration and a consistent point of view, grounded on the
fundamental criteria of good governance, good economics, and good sense.

A second caution is necessary as well. The question of the mechanisms
by which political accountability is obtained and governments are elected
and dismissed is very important, but is outside the scope of this book.
Certainly, the discussion throughout this volume is largely predicated on
the existence of some government legitimacy, some measure of legal and
political accountability, and some separation of powers among the executive,
legislative, and judicial branches of government. However, we discuss public
administration issues here mainly in their instrumental aspects. There is a
distinction between the policy question of “what” is to be done, and the
management question of “how” it is to be done—between the objectives
and the instruments. As stressed in Chapter 6, excessively hard boundaries
between policy and implementation eventually lead to both unrealistic
policies and bad implementation. Also, an “implementation” question at
one level is a “policy” question at another level. Nonetheless, the distinction
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between the soundness of the administrative instruments and the goals
that they are meant to achieve remains a useful starting point. Moreover,
when the analysis focuses on the instrumental, it is more generally applicable
regardless of the economic orientation, strategic priorities, or policy choices
of the country in question.

This chapter first provides a broad context for the analysis of public
administration, showing that a number of important developments, external
and internal, are changing the nature of public administration in
fundamental ways. The main themes subtending the entire book are brought
out in this first section, to permit each subsequent chapter to focus on the
policy and practical aspects specific to the issues at hand. (The reader may
therefore wish to refer back occasionally to the discussion below in order to
recall the broader context of those issues.) The second section discusses
the process by which to reach decisions concerning the role of the state
and modalities of government intervention. That section also summarizes
the main aspects of government regulation, which affects every other issue
discussed in the book and thus needs to be summarized up front rather
than located in a separate chapter. The final section of this introductory
chapter assembles the “key points” segments of all the subsequent chapters—
thus providing a map of the book for the thorough reader, as well as a
stand-alone summary. (This summary should be read, however, in
conjunction with the concluding chapter on directions of improvement.)
An appendix to this chapter provides a brief summary of the basic concepts
of state, government and public administration.

THE CONTEXT OF PUBLIC ADMINISTRATION
Globalization: A Smaller Planet, Spinning Faster

A cursory Internet search yields over 300 entries for “globalization”.
Yet, interdependence among individuals, among groups, among nations,
has always been a reality. Since the 14™ century, global interdependence
has been increasing because of the constant reduction in economic
distance—due to improvements in transport technology, tariff cuts, creation
of international institutions, telecommunications, etc.—but the
acceleration witnessed in the last 10-15 years is spectacular. Thus,
“globalization” is more than just a catchy term for an old phenomenon.
There may be no difference in kind between, say, the invention of the clipper
ship and that of the computer. However, the difference in degree and speed
of impact is so vast as to constitute in effect a new phenomenon—particularly
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when coincident with the rapid liberalization of external financial
transactions. The core of the globalization debate is thus not the continuing
decrease in economic distance per se, but the concern that in the last
decade economic distance has been shrinking faster than can be reasonably
managed by the international system—Ilet alone by an individual country.

Globalization has an impact on most dimensions of government
administration in most countries, and constrains the ability of national
governments to act independently. Gone are the days when major decisions
on the extent and manner of state intervention could be taken in isolation,
without considering their reverberations to and from the outside world.
This reality cuts two ways. On the one hand, there is a new constraint on
many governments’ ability to sustain inefficient policies and/or carry out
large-scale internal repression; on the other hand, the implementation of
their independent social policies and redistributive objectives is hampered
as well.

The economic and social benefits from globalization can be immense,
but the costs can be high as well, and the distribution of costs among groups
and countries is different from the distribution of benefits. Globalization also
has an impact on the concentration of economic power, between and within
countries. The answer to this problem is not a retreat into national isolation
or a weakening of international rules—quite the opposite. It is as impossible
to reverse the globalization process as it would be to make television or the
Internet disappear. Indeed, efforts at reversing globalization may even be
counterproductive, as they divert attention from the need to counteract
the possible negative impact of the globalization tendency on income
distribution and effective competition. The operational challenge is to
strengthen the international and regional management of the process, primarily
to (i) slow down the external transmission of destructive developments in
any one country; (ii) prevent overreaction; and (iii) protect vulnerable
groups and countries from carrying the brunt of the adjustment and being

left farther and farther behind.
Decentralization: A Double Squeeze on Central Government

Gone, too, are the days when central government administration had
the virtual monopoly of state power. As economic distance between any
two areas is reduced, the “space” for the center naturally shrinks. Globally,
the nation state occupies the “center”, and the reduction in economic
distance has meant a loss in effective national administrative autonomy
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(and, in the case of the European Union, the voluntary “uploading” of
substantial powers from the component member states to the supranational
entity). But central governments have been squeezed from below, as well.
The greater mobility of persons and goods, and ease of communication and
information flows, have brought a number of public activities within effective
reach of local government. Combined with a stronger civil society and a
more assertive population, these developments have led to pressures on
the center to “download” authority and resources. As an overall trend, internal
decentralization may be as unstoppable as globalization.

At the same time, decentralization of certain functions generates the
need for greater centralization of other functions (or for stronger central
supervision). And the need to meet the challenges of globalization is itself
a centralizing factor. The vector resulting from the contrasting forces of
centralization and decentralization will of course differ in different countries.
Hence, instead of arguing about “decentralization” or “centralization”, it is
more useful to review the overall geographic assignment of state functions
in the light of the new context, and ask (i) which functions are suitable for
greater decentralization (and which are not); (ii) what is needed to make
such decentralization effective; and (iii) what modifications in central
government role are necessary to protect the country from the risks and
costs of decentralization.

The parallel between globalization and decentralization is close. The
management of decentralization calls for strong national action, just as the
management of globalization requires strong international interventions.
Also, like globalization, decentralization carries a potential for large overall
benefits as well as risks and losses for the more vulnerable areas and groups.
Internally, as well as externally, the intermediate administrative space is
shrinking. In the 19" century state, this space was normally occupied by
the province, acting as intermediary between the national government and
the local governments. The intermediate administrative entity typically
enjoyed a double monopoly position: as sole interpreter of government policy
vis-a-vis local governments, and as sole provider of information and of
upward feedback to the center. With the reduction in economic distance
within countries, this state of affairs has been changing. In future years,
“decentralization” may entail primarily a leapfrogging of administrative
powers and resources from central to local government (rather than through
the province), plus a further devolution from the province itself. In addition,
confronted with the erosion of its autonomy vis-a-vis the global market
and external entities, national governments are likely to repossess
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responsibilities and resources previously assigned to the provinces. On all
these counts, the importance of intermediate levels of government
administration may be substantially reduced. Their role may have to evolve
away from direction and control toward facilitation and technical assistance.
(These trends will obviously manifest themselves differently in federal states
than in unitary states.)

The International Political Environment

The end of the Cold War had four fundamental implications for the
role of government and for public administration throughout the world.
Three of these are discussed below and the fourth implication—the
recognition of the role of good governance—is discussed in the following
section.

New countries, new systems

The end of the Cold War opened the door to a massive transformation
in Eastern Europe, the former Soviet Union and, indirectly, in the centrally-
planned economies of Asia. These diverse countries are frequently lumped
together under the designation of “transitional economies”. The common
designation is useful insofar as the changes in public administration required
by greater reliance on the market mechanism and a streamlined role of the
state are similar. However, the common designation can be misleading
because, in addition to the substantial country diversity, the structural
challenges are very different.

The maximum degree of systemic transformation has been faced by
the newly independent countries of the former Soviet Union. Radical
changes in economy and society have occurred in the past—e.g., the People’s
Republic of China in the last century. New states have emerged throughout
history, too—e.g., many of the former colonies of western powers, or some
components of the former Austro-Hungarian empire. But never before had
history witnessed a complete reversal in economic system at the same time
as the coming into existence of brand new political entities. The enormity
of the double challenge of nation-building and economic transformation in
the countries of the former Soviet Union is still insufficiently understood
and recognized. Certainly, the transition is far from complete on either front.

In Central and Eastern Europe, the command economy also gave
way to a market economy, but in nation-states that had been in existence
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for generations or centuries. The transformation challenge was massive,
certainly, but was confined to the economic and social system. Although the
transition is still uneven between different countries, at the end of the century
most of Central and Eastern Europe was far closer to a market-economy system
with representative governance than to the previous centrally-planned model.

The circumstances of the Asian centrally-planned economies,
Cambodia, People’s Republic of China, Lao People’s Democratic Republic
and Viet Nam, are different. These countries are in transition too, in the
direction of greater reliance on the market mechanism, some reduction in
state intervention, and external openness, but more in an evolutionary way
and within the same national as well as political parameters. (References and
illustrations on transitional economies are provided throughout the book, as
and when relevant to the subject at hand.)

The dark side of ethnicity

The 1990s gave a new lease on life to ethnic conflict and narrow-based
nationalisms. As is well known, the decade was stained by murderous
internecine conflict (sometimes spontaneous, usually manufactured or
fomented for power purposes), ranging from the labor-intensive genocide of
one million Rwandan Tutsis and moderate Hutus in 1994, to “ethnic cleansing”
in the former Yugoslavia, spasmodic brutality in parts of Indonesia, and many
other parts of the world. These conflicts revalidated at the end of the century
the prediction made at its beginning by the American political scientist W.E.B.
Dubois, to the effect that ethnicity would be the dominant question of the
20t century.

For public administration, the implications of the ethnic factor concern
mainly the need for extreme caution when introducing into multi-ethnic
countries “contractual” and performance management practices developed in
homogeneous societies, as well as the design of decentralization.
Decentralization, long viewed as a “technical” issue (albeit one of high order)
must in future years be carefully weighed in light of the new centrifugal and
fragmentation tendencies in many countries and of the risk of ethnic conflict.
(This is one of the themes of Chapter 5, which discusses decentralization at
length; fiscal federalism is covered in Chapter 8.)  Of the many breakups of
countries witnessed in the 1990s, only one (Czechoslovakia) occurred
peacefully. The argument is two-edged, of course: in some circumstances, only
genuine decentralization can prevent ethnic tensions from eventually erupting
into overt conflict.
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Similar issues apply to long-neglected caste minorities and low-status
social groups in certain countries. Albeit of the same ethnicity, religion,
and language as the majority population, these groups have been treated in
effect as oppressed ethnic minorities. The same considerations of justice
and conflict prevention are relevant to their predicament.

A peace dividend?

The end of the Cold War also changed the perspective on “national
security” and therefore on military expenditure—not only for the great
powers but for most countries. As Table 1.1 shows, world military
expenditure fell in real terms by 22 percent from 1989 to 1992, from the
equivalent of US$ 1,047 billion (at 1995 prices) to $811 billion. As can be
expected, three fourths of the expenditure decline was accounted for by
the former Soviet Union. But the trend continued after the dissolution of
the Soviet Union, with military expenditure falling to $720 billion in 1995
and $677 billion in 1998 (at 1995 prices). Overall, world military spending
decreased by more than one third between 1989 and 1998. The peace
dividend was even more pronounced in relative terms, with military spending
absorbing almost 7 percent of gross domestic product (GDP) in 1989 and
just 3 percent in 1998. In the developing world, however, military spending
declined markedly only in Africa (to less than half the 1989 level), remained
about the same in Latin America and actually increased significantly in
Asia and the Middle East. (See statistical appendix II for country-by-country
details.)

Unfortunately, the reduction in military expenditure did not correlate
with diminished conflict. This was partly due to the reemergence of ethnic
hostility, noted earlier, and “labor-intensive” localized conflicts—cheap
but highly efficient producers of human suffering. In addition, reflecting
the logic of globalization, the shift of conflict to the internal arena has also
entailed formation of transborder networks of financial support, sometimes
involving diaspora groups (e.g., the Sri Lanka civil conflict), and sometimes
the drug trade (e.g., Myanmar). The manipulation of trans-border trade
and external support has contributed further to the erosion of central
government authority, and to the growth in transnational organized crime.

An extended discussion of the implications of military spending in
developing countries would not be appropriate in this book.! However,
some general considerations emerging from the literature on the subject
are useful to frame the issues for the reader.
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Note, first and foremost, that there is no necessary connection
between military expenditure and the security of the nation or of its people.
It is often argued that military unpreparedness invites attack. However,
the opposite can also be true. The Greek historian Thucydides identified
2,500 years ago what later came to be called the security dilemma: “What
made war inevitable was the growth of Athenian power and the fear which
this caused in Sparta”.?  'When actions by one state to enhance its security
through higher military spending are seen by another state as threatening,
they may lead it to take countermeasures, and the higher military spending
actually diminishes security for both states. It is not really a paradox that
the safest and most secure country in Central America has been Costa
Rica, which for 50 years has had no army or other military apparatus.
Consistent with the security dilemma, knowledgeable observers (e.g., former
Costa Rican President and Nobel Peace prize winner Oscar Arias® ) believe
that this is precisely because Costa Rica has no army. Or, concerning internal
security, consider the sad reality in much of Africa that the worst threat to
the African citizens are their own African soldiers.

Second, in countries where a military apparatus is considered justified
on grounds of genuine national security, it does not necessarily follow that
increases in military expenditure bring about an improvement in security.
The relationship, to the extent that it exists, is far more complex, and
depends among many other things on the composition of expenditure, the
suitability of military hardware, motivational factors, etc. (Chapter 9
discusses the issue of military procurement and how it relates to the quality,
suitability, and price of the equipment purchased.)

Next, in cases where it is concluded that a military apparatus is
necessary; that the aggregate level of military expenditure is appropriate;
and that its composition is suitable—the opportunity cost of the expenditure
must still be reckoned with. Especially in developing countries, military
spending inevitably crowds out development expenditure. As shown in Table
1.1, despite the “peace dividend”, developing countries still spend on the
military about 40¢ for every government dollar they spend on health and
education. The ensuing adverse impact on development and on long-term
poverty reduction must rank as a fundamental consideration in the debate
on the appropriateness of military expenditure.* Returning to the example
of Costa Rica, that country’s respectable economic performance for 50 years
and excellent social indicators are unquestionably related to the higher
level of government expenditure on basic social services permitted by not
spending for military purposes.
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Nevertheless, in many developing countries the reduction of military
spending must be managed very carefully. Military establishments faced
with the prospect of sharp contraction of resources and influence may react
destructively, and often have done so. Demobilizing of soldiers, too, raises
delicate security, political, and human issues that call for analysis, reflection,
and concrete assistance programs—{rom advice and help in the disarmament
process to assistance for reintegrating the former combatants into productive
civilian pursuits.

The Governance Context

The link between good governance and economic development has
long been understood by many scholars, development practitioners, and,
above all, by the average man and woman in the developing countries
themselves. However, a variety of considerations (primarily the Cold War)
kept governance away from the official concern of development institutions,
and hence outside the technical advice and financial support for public
administration improvements. Since the end of the 1980s, perceptions and
policies have changed dramatically.’ Even the remaining alleged exception
to the link between governance and development (the East Asian “miracle”)
collapsed under the weight of the financial crisis that began in Thailand in
July 1997 and quickly spread to Indonesia, Republic of Korea, and to a
lesser extent to other Asian countries. It is now clear that fundamental
public and corporate governance weaknesses were among the structural
causes of the crisis. Since then, although the financial crisis was effectively
over by 1999, good governance has taken center stage in East Asia as well.

The four pillars of governance

There is a general consensus that good governance rests on four pillars:
accountability, transparency, predictability, and participation.®
Accountability means the capacity to call public officials to task for their
actions; transparency entails the low-cost access to relevant information;
predictability results primarily from law and regulations that are clear, known
in advance, and uniformly and effectively enforced; and participation is
needed to supply reliable information and to provide a reality check for
government action.

It is clear that none of these four components can stand by itself;
each is instrumental in achieving the other three; and all four together are
instrumental in achieving sound public management. (For example,
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accountability is hollow in the face of administrative secrecy, and
meaningless without predictable consequences.) Furthermore, all
governance concepts are universal in application but relative in nature.
Accountability is a must everywhere, but does not become operational until
one defines accountability “of whom”, “for what”, and “to whom”;
transparency can be problematic when it infringes on necessary
confidentiality or privacy: full predictability of inefficiency or corruption is
not a great advantage; and it is impossible to provide for participation by
everybody in everything. The relevance of these concepts to the various
aspects of public management will be brought out throughout this volume.
(Chapters 13-16 discuss these issues in detail.) A few general considerations
are provided below.

Predictability of government action and consistent application of the
rules is needed by civil servants to plan for the provision of services and by
the private sector as a signpost to guide its own production, marketing, and
investment decisions. Transparency of administrative information is a must
for an informed executive, legislature, and the public at large—normally
through the filter of competent legislative staff and capable and independent
public media. (It is essential not only that information be provided, but
that it be relevant and in understandable form.) Appropriate participation
by concerned public officials and employees and by other stakeholders is
required for the sound formulation of public policies and programs;
participation by external entities, for monitoring operational efficiency; and
feedback by users of public services, for monitoring access to and quality of
the services. Finally, accountability is essential both for the use of public
money and for the results of spending it.

Accountability is key

Although all four pillars of governance are interrelated, accountability
is at the center, and underpins most of the discussion in this book. Because,
through overuse, the term “accountability” has acquired mantra-like
qualities (and has no exact translation in many languages), it is helpful to
unbundle it at the outset. Effective accountability has two components: (i)
answerability and (ii) consequences. First, answerability (the original
meaning of the word “responsibility”) is the requirement for public officials
to respond periodically to questions concerning how they used their
authority, where the resources went, and what was achieved with them.
(The dialogue itself matters more than any bean counting or mechanistic
recitation of outputs.) Second, there is a need for predictable and meaningful
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consequences (not necessarily punitive; not necessarily monetary; not
necessarily individual). Third, because government must account both for
the use of authority and of public resources and for the results, internal
administrative accountability must be complemented by external
accountability—through feedback from service users and the citizenry.
Strengthening external accountability is especially necessary in the context
of initiatives for greater decentralization or for managerial autonomy, when
new checks and balances are required to assure that access to and quality
of public services is not compromised as a result, especially for the poorer
areas or segments of the population.

Corruption and Public Management

The phenomenon of corruption should not be viewed in isolation,
but as part and parcel of the broader issue of governance and effective
public management. Hence, the international recognition in the late 1990s
of the serious problem of corruption was a logical outgrowth of the
understanding of the link between governance and development at the
beginning of the decade. Corruption has occurred from the earliest of time
in all societies. Virtually every aspect of public administration can be a
source of corruption—Ilarge procurements and major public works projects,’
tax administration, debt management, customs, ill-designed privatizations,
etc.

Definitions of corruption can be extremely complex. The simplest
definition is also the most powerful: corruption is the misuse of public or private
office for personal gain.® “Misuse” (unlike “abuse”) covers both sins of
commission (i.e., taking illegal actions), and sins of omission (i.e., deliberately
turning the other way). And the inclusion of the term “private” in the
definition of corruption underlines the fact that there cannot be a bribe
received without a bribe given. In the context of developing countries, this
underlines that much corruption is externally generated. Clearly, attention
needs to be paid to “imported corruption” as well as to the homegrown
variety.

Quite aside from the moral and legal considerations, there is now
solid evidence that corruption harms operational effectiveness; distorts
resource allocation away from the more efficient to the less honest; and
typically hurts the poor the most. Many economists, country officials, and
development professionals have long been aware of the inefficiencies and
inequities of corruption. However, it is only recently that the taboo on the
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“C word” has been removed. In contrast to just a few years ago, corruption is
increasingly seen as neither beneficial (“grease for the machine”), nor inevitable
(“the way the system works”), nor respectable (“everybody does it”). This
new consensus is being translated into actual policies of international
organizations and governments around the world.

A remarkable, indeed historic, convergence of actions and policies has
occurred in this area in just two years, 1997 and 1998. The World Bank enacted
an official policy against corruption in September 1997. Other multilateral
development banks (MDBs) followed suit rapidly. The anticorruption policy
of the Asian Development Bank was approved in July 1998, and anticorruption
cooperation among the MDBs has been strengthening since then.” At the
same time, the International Monetary Fund (IMF) promulgated the Code
for Fiscal Transparency. Finally, the Organisation for Economic Co-operation
and Development (OECD—the “developed countries’ club”) succeeded in
negotiating in December 1997 a landmark convention against bribe-giving,
which entered into force in February 1999. For the first time in history, the
convention makes the bribing of foreign officials a crime at par with national
laws concerning bribery of national officials—in all member countries of the
OECD.*  Although the process is only beginning, most of the implementation
lies ahead, and corruption will of course never entirely disappear, for the first
time in contemporary history there is a concrete opportunity to reduce
substantially “the cancer of corruption”.!! (These and related topics are
discussed in Chapter 17.)

The Institutional and Cultural Context

Although the governance principles are universal, their implementation
is country-specific. Administrative systems and procedures must be solidly
grounded on the economic, social, and implementation capacity realities of
the specific country. In public administration, claims of universal “models” or
“best practices” should be received with special skepticism. The applicability
of any public management innovation generated externally must be carefully
analyzed in the light of the local context and rejected, adopted, or adapted as
needed.

The institutional context
Particularly important to determine such applicability is an evaluation

of the country’s institutional framework and of the availability of relevant
and reliable data and sufficient skills. The challenge of institutional assessment
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is complicated by the reality that the majority of norms by which society runs
are informal norms (including informal incentives or penalties), which are
typically not visible to the outside observer. This explains the well-known paradox
of countries where formal administrative systems and processes appear robust
and coherent, while in reality government efficiency is poor, corruption is
endemic, and public services are badly inadequate. Indeed, informality is
predominant in some countries, with the informal economy supplying more
goods and services than the government but at a high cost in terms of efficiency,
equity, and development.”? The norms, or rules, are distinct from the
organizations that function under them.” Because the total stock of rules
comprises both formal and informal rules, many technical “improvements” have
failed because they were in conflict with the less visible informal rules and
incentives. (This is especially true in very small countries and in multiethnic
societies.)

To use a mundane example, where the family is the principal social unit
and custom calls for the main meal to take place at midday, the implementation
of “flexitime” working arrangements is difficult. Or, a performance bonus scheme
for civil servants may be apparently well designed but fail to produce
improvements if it is inconsistent with an informal rule that managers use their
power to help members of their own ethnic or regional group. Indeed, under
these circumstances, the “innovation” may lead managers to manipulate the
performance pay system in the interest of “their” people, and thus lead to more
conflict and a less efficient system.

This leads to three basic points, among others:

* A design failure to take into account key informal rules is likely to lead to
a failure of the administrative reform itself. Yet, it is very difficult for
outsiders to be aware of these informal rules—and this is a major argument
for local “ownership” and participation.

* Durable institutional change takes a long time (a result of what Douglass
North called “path dependence” [North, 1990]). The expression “rapid
institutional change” is an oxymoron, except possibly as a result of a
political revolution.

* Government ministries and organizations can be merged, restructured,
and created, but no change in behavior (and hence in administrative
outcomes) will result unless the basic rules, procedures, and incentives
change as well. For example, creating an anti-corruption commission
will do little to improve public integrity unless the framework of rewards
and penalties is changed as well.
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The meaning of capacity building

Few other contemporary terms have generated so much confusion
and unnecessary debate. At the narrow extreme, “capacity building” has
been defined as only training. At the broad extreme, the term has been
applied to any change that affects administrative organization or had an
institutional dimension—however minimal. We view “capacity building” in
any given sector as having four components, each unlikely to have a
significant effect on the efficiency and effectiveness of the organization
without some improvement in the others

* institutional development, i.e., a move from a less efficient to a more
efficient set of rules and incentives, as reflected and measured by a
reduction in transaction costs within the sector;

* organizational development, i.e., adaptation of the organizational
structure to the more efficient rules, and/or rationalization of functions
and responsibilities;

* human resource development by formation of sector-relevant skills,
i.e., training (discussed at length in Chapter 12); and

* informatics development, i.e., the judicious introduction of
information and communication technology (discussed in chapter 19).

A question of culture

In many countries (especially in developing countries where the
experience of colonization froze in its tracks the normal pattern of cultural
change and adaptation) the nature and exercise of government authority is
explained more by cultural factors—including the role of gender and
ethnicity—than by formal legal and administrative rules. The multiple roles
played in many developing countries by government leaders—in business,
tribal chief roles, and the churches— explain why the machinery of
government works differently from its formal design, and why ethnic and
kinship loyalties often predominate over the formal responsibilities.

While cultural factors do make a major difference on how
governments are run and the public sector is managed, recognizing their
importance must not lead to immobility or relativism. First, cultural factors
do not explain why some countries succeed in crafting effective impersonal
institutions alongside kinship and ascriptive criteria, while other countries
in the same cultural matrix do not. In East Asia, for example, Confucian
values are alleged to emphasize paternalism over legalism, and family loyalty
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has been used to justify personalism and nepotism in public transactions.
But, however they may be interpreted, Confucian values do not explain
the varying record of success of different Asian countries in the same
tradition (ADB, 1996). The experience of Singapore and, more recently,
the Republic of Korea shows that strong political leaders with broad
legitimacy can move society away from ascriptive standards, and establish
an efficient and responsive public administration based on merit criteria.
(Singapore has also been admirably uncompromising in its intolerance of
ethnic intolerance.)

Second, there is a temptation to use cultural specificities as a
justification for more mundane objectives, such as trade protectionism. The
difficult but important challenge is therefore to differentiate between those
cultural values that are genuine and positive from those that are codewords
used as cover for vested interests. In the case of East Asia, there are
unquestionably cultural values that have fostered economic and social
progress—primarily, an attitude of cooperation between the public and
private sectors, and a propensity for hard work. “Asian values”, however,
have also been used to justify the cronyism and closed circles of influence
and privilege that eventually led to the financial crisis of 1997-1999. (Since
then, references to “Asian values” to justify practices inimical to good
governance have been conspicuous for their absence.)

Beyond Dichotomies

The field of public administration and development has been sown
with false dichotomies that have made clear debate and sensible solutions
difficult. Fortunately, the more egregious instances (briefly mentioned below)
appear to have run their course.! This return to good sense can open the
way to the sober debate that is needed in most countries on the appropriate
role and modalities of government intervention in future years and, equally
important, on the complementarities and partnership between public and
private sectors.

Public versus private

In a nutshell, the conventional wisdom of the late 1960s and 1970s
held that government action was inherently superior to the private sector,
and that developing countries could expect to make progress only through
public ownership and management of major industrial enterprises. The
demonstrated failure of this approach was succeeded in the 1980s by its
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converse: far from being “the” solution, government was seen in many
countries as “the” problem. (A major corollary was the belief that private
management practices can and should be applied to public administration.
This is not always the case, as discussed at length in subsequent chapters.)
Recent years have witnessed the plain but fundamental recognition that
both public and private sectors in a society behave within the same set of
institutional parameters: the operational concepts are power, size and
competition—and not ownership per se. Government can be part of the
solution, part of the problem, or both—depending on what it is asked to do
and how its activities are supported and monitored.

Efficiency wersus control

Measures to give more autonomy to public managers (or to devolve
authority to lower government levels) are often resisted from fear of losing
necessary central control. Conversely, advocates of those measures tend to
view precisely the loosening of central control as one of the advantages of
delegation. These opposing viewpoints reflect the same false dichotomy. A
plethora of detailed controls is inimical both to operational efficiency and
to robust control; but to disregard the need to introduce more effective
control in a context of delegation of authority makes public managerial
autonomy survive only until the first major scandal breaks out.

The alleged trade-off between efficiency and control is especially
damaging in the fight against corruption. When confronted with a new
anticorruption stance by the political leadership, the reflexive tendency of
the bureaucracy is to buy cover, by introducing a variety of new controls
and/or apply more literally and rigidly the controls that do exist. (This is
more prevalent in government than in large private corporations—because
public and media scrutiny focuses on public activity.) This tendency is
understandable, particularly in countries where public administration has
been demonized and trust in civil servants has eroded. Yet, as explained in
chapters 9 and 17, such tightening-up protects against minor
misappropriations at the much higher cost of clogging up the operational
channels, and does nothing to prevent large-scale corruption to boot. (As
the Minister of Public Works of a certain developing country once told one
of the authors: “Don’t be naive: the bigger “it” is, the easier it is.”) As
noted, there is no contradiction between efficiency and control, so long as
the control mechanism itself is efficient.
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Unfortunately, the consequences for the civil servant are
asymmetrical. There is no visible result—and thus no reward—from acting
selectively to protect public resources while enabling efficient operations,
but severe personal consequences are likely in the event that something
goes wrong. It is rational for the civil servants to act to protect themselves
even when they are well aware of the adverse impact on efficiency. There is
no easy solution to this dilemma, but a greater degree of public trust in civil
servants would help, as would strong political and managerial support,
combined with swift and severe penalties for demonstrated malfeasance as
opposed to penalizing honest mistakes or discouraging the flexibility needed
to enable operational efficiency.

Results versus process

Chapter 18 will examine at length the question of performance and
its measurement. Suffice to note here that performance is a relative and culture-
specific concept. Government employees could be considered “well-
performing” if they always stick to the letter of the rules, in a system where
rule compliance is the dominant goal; if they account precisely for every
cent of public money, in a system where protection of resources is the
dominant goal; if they obey without question a superior’s instructions, in a
strictly hierarchical system; if they compete vigorously for individual
influence and resources, in a system where such competition is viewed
positively; if they cooperate harmoniously for group influence, in a system
where conflict is discouraged; and so on. This is not to say that all
performance notions are equally efficient, but only to recognize that there
are different notions. Administrative cultures evolve in response to concrete
problems and incentive structures. Even when an administrative culture
has become badly dysfunctional, it is still necessary to understand its roots
if one wishes to improve it in a durable way. Overall, while process is
meaningless without reference to results, an exclusive focus on results
without protecting norms of fairness and due process is not sustainable.
Thus, the results/process dichotomy makes it less likely that public
performance will actually be improved in a lasting manner.

Public administration versus public management

The reader will have noticed that we use the terms “management”
and “administration” interchangeably (and will continue to do so). Much
has been made of an alleged distinction between the two terms, and a
substantial literature on the “new public management” has emerged.
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“Management” does have a more dynamic, “with it”; ring, but all major
dictionaries list management and administration as synonyms.

There is some merit in the broad distinction between the traditional
paradigm of government behavior—usually associated with public
“administration”—and a new paradigm of “management”. Traditionally,
public service was defined by the two Ps of probity and propriety, while
recent years have emphasized the two different Ps of policy and
performance.” Here again, reality suggests that no contradiction exists.
Procedures are not ends in themselves, but results orientation without
respect for due process will not only destroy the process but eventually
produce bad results as well.'* The “new paradigm” of public administration/
management for the 21 century should therefore include all Four Ps: Policy,
Performance, Probity, and Propriety. Like the legs of a chair, all four are needed
to assure the soundness and durability of the administrative system.

THE ROLE OF GOVERNMENT:
DIRECT INVOLVEMENT VERSUS REGULATION

The irreducible minimum roles of government are to keep the peace,
enforce the laws, and assure a stable environment. However, governments
in most countries have taken on a variety of responsibilities beyond these
basic roles. Currently, whether from globalization, or the end of the Cold
War, or the informatics revolution or other broad trends, in virtually every
country there has been a rethinking of the extent, direction, and exercise
of the role of the state. This process is still in its infancy and will eventually
change government and its relationship with citizens locally, nationally,
and internationally, and improve its flexibility and effectiveness. In future
years, therefore, public administration is less likely to resemble the satirical
description given in Box 1.1, which is reproduced here because it is time to
lighten the discussion a little.
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Box 1.1
Administratium: New Chemical Element Discovered

The heaviest known chemical element was recently discovered at a major
research university. The element, named Administratium, has no protons or
electrons. It has one neutron, 80 assistant neutrons, 20 vice neutrons and 120
assistant vice neutrons, giving it an atomic mass of 221 particles—which is
held together by the continuous exchange of particles called morons. Since it
has no electrons, Administratium is inert. However, it interacts with productive
reactions, and causes them to be completed in about ten times the time normally
required. The element tends to concentrate at certain points such as
governments, large corporations, and international agencies, and can usually
be found in the newest and best-appointed facilities.

Administratium has a half-life of about three-four years, at which time it
does not continue to decay, but undergoes reorganization and reform. In this
process, assistant neutrons, vice-neutrons and assistant vice neutrons instantly
exchange places. Studies have shown that the mass of Administratium actually
increases after each reorganization.

Caution must be exercised when in contact with this element, as its
behavior can be highly contagious, it is toxic at any level of concentration, and
can easily destroy productive reactions when it is allowed to accumulate.
Attempts have been made to determine how the damage from Administratium
can be controlled, and its growth limited, but results so far are not encouraging.

Source: Anonymous, circa 1996.

What Should the Government Do? Forward to the Basics

Returning to a serious vein, in fluid times such as the years ahead
guidance should be sought in the fundamental concepts. Among these, a
key justification for government action remains the concept of public goods
and services. Briefly, the market mechanism fails in regard to goods and
services that are “nonrival” and “nonexcludable”. “Nonrival” means that
anyone’s consumption of the good in question does not reduce the amount
available for others; “nonexcludable” means that nobody can be prevented
from consuming the good once it is made available to anyone. The classic
example is clean air—nonrival because everyone can breathe as much of it
as needed regardless of how many others are breathing it; and nonexcludable
because it is impossible to monitor and charge for individual consumption.
Accordingly, there is no private incentive to “produce” clean air (or, rather,
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to prevent air pollution) because the costs of doing so cannot be recovered
through the market. Such public goods and services will therefore be
underproduced in the absence of specific government action—whether
direct production, fiscal measures, or regulation—to correct the failure of
the market mechanism.

A second key justification for government intervention is the existence
of “natural monopolies”, i.e., goods or services where economies of scale
are so high as to prevent any competitor from entering the market once the
first company has begun production in large enough amounts. Completely
insulated from competition, natural monopolies also systematically
underproduce, to keep prices at the profit-maximization level, and stifle
technical progress. Government direct production, or regulation of price
and access, or a breakup of the monopoly company, is needed to approximate
the outcome of a competitive market.

It is important to recognize the dynamic nature of these concepts. A
good or service which partakes of the characteristics of a public good or of
a natural monopoly, may become suitable for the market mechanism as a
result of technical or institutional changes. For example, cost reductions
through technological improvements have introduced competition and
weakened the natural monopoly element of telecommunications, and thus
the justification for direct government ownership. But new public goods
can emerge, too. Thus, to the extent that its benefits and costs spill beyond
national frontiers, globalization has created new international public goods—
e.g., a healthy global environment, international financial stability—with
the ensuing need of international public action to protect them.'” There
are also regional public goods, e.g., the use of a river basin common to several
countries such as the Mekong in Indochina, for which there is a symmetrical
case in favor of regional public action.

In addition to the two above basic justifications, of course, there is a
diversity of reasons for government action, for equity, social reasons, or
other public interest—as decided by the population of each country in the
exercise of its sovereignty through its representative organs of governance.
Nothing can be said in general about these other state responsibilities, except
that the public interest to be served should be specific and demonstrated,
the cost to the community should be considered, and the process of deciding
whether and how government intervenes should be transparent and
accountable.
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How Should the Government Do 1t?
A “decision tree” for public administration

The boundary between the functions best left to private action and
the functions to be entrusted to the government will naturally be drawn by
the citizens of each country in accordance with their circumstances and
preferences. But the following hierarchy of decisions can help clarify the
choices and their sequence.

How often should these decisions on the role of government be
revisited? Clearly, life does not begin anew everyday, and most government
programs are intended to continue indefinitely. Thus, the “zero-based
budgeting” approach of the late 1970s, which called for yearly reviews of
every government program from the ground up, was quickly abandoned as
impractical and of little benefit. However, the process of annual budget
formulation (Chapter 7) is indeed the right occasion for systematically
submitting major expenditure programs to the critical scrutiny entailed by
the decision tree. Also helpful is the introduction of “sunset” provisions in
the enabling legislation for new programs—i.e., the automatic termination
of the program in the absence of a specific decision to extend it. It is prudent
to load the cards heavily in favor of the termination of programs and
organizations, as the inertia for public organizations to subsist way past any
useful purpose is notoriously strong. (For example, it may be advisable to
require a qualified majority vote for extending life of a program/organization
beyond the specified sunset date.)
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Whose ox is being gored?

The major problem with the above decision scheme (and similar ones)
is that it assumes away the distributive impact of any one of the decisions
depicted in it. It is an axiom of economics and politics—indeed, of organized
group life in general—that most decisions entail both winners and losers.
Aggregate efficiency is an important criterion, but it is certainly not the
only one, and not even the main criterion in most political environments.
The question of whether a particular activity is appropriate to the domain
of the state, or a certain service suitable for private delivery, etc., will be
answered differently by different interest groups and individuals. The essence
of a good political system is to manage the inherent conflict of interests in
a peaceful manner and through a process that society as a whole believes
fair and effective. This may well require a departure from a “technocratic”
application of decision criteria to determine the role of government.

In this context, one should remember the distinction between
majority, unanimity, and consensus. Beyond arithmetic majority rule,
sustainable legitimacy requires guarantees for the rights of minority groups
and systematic opportunities for minority opinions to be heard. Unanimity
is obviously an impossible and undesirable decision rule. But “consensus”
does not require unanimity. A consensus entails that no significant segment
of society is so strongly opposed to the decisions as to put at risk its continued
cooperation with the system as a whole. Hence, the formulation of
administrative changes affecting large groups of citizens must always
incorporate meaningful participation of major stakeholders, and their
implementation should be mindful of the legitimate interests of those
concerned.

Nevertheless, the hierarchy of issues shown in the decision tree is
generally applicable in all countries. If it is not applied ideologically or
mechanically, the approach can be very useful as a starting point to clarify
the public/private boundaries in specific instances (although, as noted
repeatedly, the answer will differ in different countries and at different times).

Government Regulation!®

In the decision tree shown above, as soon as it is determined that
there is a good enough reason for government intervention in a specific
activity, the next question is whether to choose direct government
involvement of some sort, or indirect government influence through
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regulation. The subject of regulation is complex and extremely varied. Also,
government regulation has an impact on virtually every topic discussed in
this book. It is therefore not advisable to attempt to deal with it in a separate
self-contained chapter. We have decided instead to summarize the key
considerations below—by way of introduction—and include in each
subsequent chapter appropriate mention of the main regulatory aspects of
the topics under discussion. We recommend that interested readers delve
into the extensive literature on government regulation, with special
reference to the sector of their special concern.”

Effective regulation to achieve a specified public interest is an essential
function of government. A good regulatory system supports national
economic activity, development, and equity in many ways—defining
property rights and avoiding needless litigation, fostering competition,
correcting market failures, and promoting efficient and equitable social and
environmental policies. However, excessive regulation, especially when non-
transparent and arbitrarily enforced, raises transaction costs for the economy
as a whole and generates a variety of risks, including corruption.

Regulations are promulgated by different government entities.
Legislative delegation of regulatory powers to central government
administrative agencies is an accepted feature of most countries’ public
administration. But regulation is a major activity of provincial and local
governments as well. The regulatory activity of subnational government is
of two kinds: in an autonomous capacity under the doctrine of “original
powers”, or through the delegated administration of national regulatory
programs. Indeed, it is subnational regulations that affect most activities of
daily importance to the citizen, including licenses, land use, building codes,
etc.

Central government regulations may be administered by the
government departments themselves, or delegated to other entities. In turn,
regulatory power can be delegated either to a separate bureau under regular
ministries, or to a fully separate agency exercising powers of licensing, rate-
fixing and safety regulation (e.g., in the United States (US), the Occupational
Safety and Health Administration, and the Interstate Commerce
Commission, respectively). The number and importance of such
commissions has grown in many developed and developing countries,
following the opening up of many sectors of the economy to competitive
providers, and the resulting public concern to make sure this opening does
not harm the environment and the consumer.
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Categories of regulation
There are three broad categories of regulations:

* economic regulations, which affect directly the market, such as on
pricing, competition, market entry, or exit;

* social regulations, which protect public interests such as health, safety,
the environment, and social cohesion; and

* administrative regulations, through which governments collect
information on a variety of subjects and intervene in individual cases
under specified criteria.

Each category in turn contains important differences. Economic
regulations can range from a requirement of government approval prior to
marketing a product (as for example approval by the Food and Drug
Administration in the US before a new drug can legally be sold), to mere
disclosure of information (e.g., the statement of health risks required in
most developed countries to be attached to the sale of cigarettes). At
national and local levels, economic regulations have vested broad discretion
in regulatory agencies in areas like the issue of licenses and the fixation of
fees and rates. Standards are normally adjusted during use, within the broad
rules, rather than starting de novo every time a judgment is needed.

Judicial review of regulatory actions

In addition to the disclosure by public agencies of their regulatory
actions under information laws, external checks are needed to ensure
accountability. In most countries, judicial review is the main forum for
challenging administrative actions and seeking redress. Judicial review covers
a number of issues: whether the agency or the ministry violated
constitutional provisions or statutory obligations; failed to adhere to
procedural requirements; was arbitrary and capricious; abused discretion;
or acted without substantial evidence. In addition to judicial review,
challengers of the agency’s actions may seek criminal prosecution, money
damages, or injunctive relief. In many countries, the individual employees
may be held liable (and not only the agency). Some countries, such as
India, provide for the challenge of administrative actions in consumer courts.
The weakness and inadequacy of the judicial system in most developing
countries, and the reluctance of many political executives to abide by court
orders, reduce the effectiveness of judicial protection.?® Nevertheless, when
well-meaning officials are buffeted by political pressures, the judicial
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pronouncement can enable them to take the right course of action and at
the same time afford relief to the citizen.

Reconciling regulatory conflicts

A first potential conflict is a “vertical” one, between national
regulations and the actions (or preferences) of decentralized government
bodies. Minimum national standards are needed in areas like environmental
protection, use of natural resources, health and safety, international
obligations (e.g., the European Union rules), protection of minorities, etc.
Such national standards may well conflict with the needs of devolution
and local autonomy, or may be inconsistent with the ability of local
government to enforce them, when funds to do so are not provided centrally
(the so-called “unfunded mandates”).

A second area of potential conflict is a “horizontal” one, between
national regulations and the objectives of specific central government
entities. National laws and regulations may conflict with management
discretion and operational goals of the entities. This occurs most often in
the area of personnel—rights and obligations of civil servants, privacy and
integrity protection, affirmative action, etc. Recently, in countries that have
moved toward managerial flexibility based on contractual relationships, a
conflict has arisen between the traditional principles of equality of treatment
of employees and the differentiated treatment of employees in different
agencies. Conflict may also emerge between the essential provisions for
accountability and transparency of public administration, and the reluctance
of individual agencies to disclose the bases of decisions or invest time in
adequately informing the public.

Special problems of government regulation in developing countries

Government regulation operates in very different ways in different
countries. While the formal regulatory framework may appear substantially
sound, realities often differ—especially in developing countries. The extent
of legislative oversight of executive action is uneven in depth and quality;
the organization of the judiciary and the administrative tribunals varies,
depending on the country’s administrative tradition; the formal rules coexist
with custom; most importantly, the weaker administrative, managerial, and
judicial capacity in many developing countries make the enforcement of
administrative regulations unpredictable, uneven, and largely dependent
on power relationships. The major problems in developing countries are



28 To SERVE AND TO PRESERVE

weak enforcement capacity; collusion between the regulators and the
regulated; and an opaque and discretionary rule-making process—combined
with the excessive number of regulations, many of which are archaic and
unnecessary.

Weak enforcement capacity in safety, health, land use, environment,
and other public interest regulations permits flagrant violations of key
regulations, with especially damaging impact on the poor. In the financial
sector, weak enforcement of banking laws or of capital market rules, can
cause the collapse of institutions and result in major economic problems, as
illustrated most recently by the 1997-1999 financial crisis that hit East Asia.

The absence of arm’s-length relationship between the regulator and
the operator restricts not only competition but accountability as well. A
case in point is the telecommunications sector, where the original public
sector operator often succeeds in de facto retaining the power to license
new operators and fix tariffs. Similar conflicts of interest are seen in civil
aviation, communication technology, and utilities.

Beyond the sheer volume of regulations in developing countries is
their haphazardness and inconsistency. Many regulations are open-ended
and ambiguous, exposing the citizens to the discretion of petty officials.
(For example, the cost of red tape and corruption for a government exporter
in Bangladesh can be more than three times the cost of setting up the
business—World Bank, 1996b). The “red tape” problem is aggravated by
the lack of transparency and of citizens’ access to information on the current
regulations and to the procedures for dispute resolution. Indeed, the single
most important source of corruption is an overcomplex, opaque, and overlapping
regulatory framework; accordingly, the strongest single anticorruption
measure is regulatory simplification and streamlining.

Volume, cost, and quality of government regulation

Regulatory inflation has been evident in most countries in the second
half of the 20™ century. The French Council of State (Conseil d’Etat), which
rules on the legality and propriety of administrative and legal proposals,
called the situation a “regulatory hemorrhage”. In France, between 1960
and 1990, the annual production of laws increased by 35 percent, and that
of decrees by 25 percent. Australia saw a doubling of subordinate legislation
between 1982 and 1990. The Indian Commission on Administrative Law
estimated the number of Central Acts in force in 1998 at around 2,500,
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and felt that half of them could safely be repealed. In the US, the
comprehensive Code of Federal Regulations swelled from 54,834 pages in
1970 to over 138,000 pages in 1995. The trend is not very different in other
countries, both developed and developing. In addition to national
regulations, there is the mass of ministerial, agency-level, and municipal
orders, decisions by independent administrative authorities and tribunals,
and government circulars—not to mention the regulations of international
bodies (e.g. the European Commission or the World Trade Organization)
that countries and companies must comply with. Not only is there a plethora
of laws and regulations, but they change so quickly that citizens (and
sometimes the frontline employees) do not know their current content.

Aside from the risk of corruption inherent in excessive and opaque
regulation, the cost of regulation has four main components—rarely taken
into explicit consideration when enacting the regulation:

* fiscal costs to government of administering the regulation (in the
US, such costs increased five-fold between 1970 and 1995);

* administrative and paperwork costs for businesses and citizens. (in
OECD countries, this cost is estimated at 1.7 percent of GDP);

* costs of compliance—i.e., the cost of buying new equipment,
reconfiguring production processes, relocation, and cost escalation
due to delays in receipt of permit (in OECD countries, such
compliance costs are estimated to be in the range of 10 percent of
GDP);

* indirect costs to the economy, in the form of reduced competition
and innovation, and lower investment.

Other things being equal, the guality of regulation is inversely related
to the volume of regulation. This is largely because enforcement becomes
more and more difficult the greater the number of rules to be enforced.
Government regulation is indeed a case where typically “less is more”. But
the effectiveness of enforcement is also a function of the quality and
appropriateness of the rules themselves. Unrealistic regulations, petty
nuisance rules, and either trivial or draconian penalties, lead to weak
enforcement and widespread evasion, especially in developing countries.

As a broad principle, if the cost to the private operator of respecting
the regulation is greater than the penalty from violating it (weighted by the
probability of being caught), the regulation has little chance to be respected.
Hence, an unrealistic or excessively cumbersome rule, which raises the cost
of compliance, also reduces the probability of compliance (and may open
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up bribe possibilities). Thus, bad quality regulations raise transaction costs
for the economy as a whole and fail to satisfy the legitimate purposes of
government regulation to boot.

Deregulation?

The rush to regulate should not be succeeded by a rush to deregulate.
There is a very strong case for streamlining and reducing the regulatory
framework in most countries, and the burden of proof should be shifted
onto those who would retain a particular rule rather than abolish it. However,
pell-mell deregulation that does not carefully consider the original purpose
of each rule and anticipate the reasonable consequences of removing it, is a
risky and unnecessary approach.

A variety of well-publicized efforts at deregulation or regulatory
simplification have been undertaken in many countries for years. Regulations
are hardy weeds, however, partly because most of them serve specific interests
and partly because they generate the employment of regulators, who are
understandably unhappy at the prospect of losing the basis of their jobs.
Some deregulatory progress has been made, but much more slowly and in
fewer countries than the widespread rhetoric could lead one to believe. As
a very broad generalization, it is almost certainly true that these efforts
have significantly reduced government regulation below what it would have
been in their absence. It is doubtful, however, that deregulation efforts have
so far made much of a dent in the volume of regulation overall—with the
signal exception of a few countries. It is at local government level that
deregulation has been more effective.

Many countries have established specialized offices at ministerial level
for streamlining regulatory mechanisms across the government. These
include, for example: the Office of Regulatory Affairs in Canada; the
Deregulation Unit in the United Kingdom (UK) Cabinet Office; the Office
of Information and Regulatory Affairs in the US Office of the President;
the Economic Deregulation Board in Mexico, and Japan’s Administrative
Reform Committee (advising the Prime Minister). Such offices are most
effective if they are independent, horizontal across government, have the
right expertise, are able to take the initiative, and are linked to centers of
oversight and political authority (OECD, 1997).
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From Three to Four Es

The classic “three Es” of public administration are economy, efficiency,
and effectiveness. Economy refers to the acquisition of goods and services of
a given quality at lowest cost and on a timely basis. (It is the main criterion
of efficient government procurement—see Chapter 9.) Efficiency subsumes
economy, as it refers to production at the lowest possible unit cost (for a
given quality). Effectiveness refers to the extent to which the ultimate
objectives of the activity are achieved. For example, in a vaccination
program, the criterion of economy calls for procurement of quality vaccine
at lowest cost and in good time; efficiency calls for maximum number of
vaccinations given the resources available; effectiveness entails the highest
reduction of disease. (See Chapter 18 for a full discussion.)

Can we then conclude that a public management system that operates
economically, efficiently, and effectively is necessarily a good system? No,
for two reasons. First, as noted earlier, due process must be respected or the
credibility of government will be impaired over time. Second, someone
must look out for the long term and the needs of minorities and the poor.
Thus, a fourth “E” must be added to the mix: Equity. Unless a government
takes into fair consideration the circumstances and needs of the poorer and
disadvantaged groups in society, the most “efficient” system will not be
sustainable, owing to the cumulative internal tensions and to the withdrawal
of that voluntary cooperation, which is the cement of good governance. In
the short run, there may be a conflict between efficiency objectives and
equity objectives; in the long run, there is none.

Hence the title of this book: in the course of the difficult adjustments
of public administration imposed by the new global context and
technological trends, it is imperative to keep in plain sight both the
requirement of serving the public well and the requirement of preserving the
cultural, ecological, and social capital of the country.

PUBLIC ADMINISTRATION AND THE CIVIL SERVICE:
A BIRD’S-EYE VIEW

This section assembles the “key points” from all subsequent chapters,
thus providing an executive summary of the factual contents of the entire
book. (Policy considerations and recommendations are assembled in the
last chapter.) First, however, one needs an idea of the magnitude of
government, that is, the quantitative scope of our subject matter.
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How Big is Government?

The more practical indicators of government size are the percentage
of population (or of total employment) accounted for by government
employment, and the ratio of government expenditure to GDP The ratio of
government expenditure to GDP is obviously much higher than the ratio of
government employment to total employment, due to the fact that a larger
proportion of government expenditure is allocated to goods, services and
equipment than the proportion that goes to employee salaries. Although
these two indicators correlate very closely with one another (and the ranking
of countries by relative government employment is very close to the ranking
by relative government expenditure), government expenditure provides a
more intuitively meaningful indicator of government “size”.

Worldwide, at the end of the century central government accounted
for about 35 percent of total GDR (Advocates of activist government would
say it “contributed” 35 percent; advocates of minimalist government would
say it “absorbed” 35 percent.) Certain important facts appear evident. First,
despite the well-publicized efforts of recent years to reinvent, right-size,
contain, limit government, central government expenditure increased in
relative size between 1980 and 1999, from less than 32 percent of GDP to
more than 34 percent. (General government size probably increased by more,
as local government expenditures were pushed up by decentralization moves
in many countries.) However, the aggregate change masks substantial regional
differences—and mainly a significant expansion of central government in
industrial countries combined with a reduction in the rest of the world.
Central government expenditure rose in the industrial countries of the OECD
from 34 percent of GDP in 1980 to almost 40 percent in 1999. In the rest of
the world, it fell from over 28 percent of GDP to less than 26 percent. What
is perhaps of greater concern for developing countries is that the entirety of
this decline was accounted for by public investment expenditures, which
fell in relative terms by more than one third, to just 4 percent of GDP

The aggregate trends can be misleading in other ways as well. Within
the OECD group, for example, the increase in government size came about
largely in continental Europe, which generally reaffirmed its commitment to
an extensive system of social protection. A few countries (notably New
Zealand and to a lesser extent Ireland and the Netherlands) showed a
significant reduction and the other countries remained at about the same
relative levels. Major regional and country differences exist in the rest
of the world as well.
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In any event, the size of government cannot be discussed in isolation
from an assessment of the population preferences concerning the role of
the state and of the effectiveness of government action. A very small
government can still be too large if it is inefficient and wasteful; and a large
government can still justify expansion if the citizens wish it to undertake
additional tasks and it has demonstrated its effectiveness. Also, the increase
in central government in the last two decades was accompanied by a
considerable improvement in the fiscal situation. The overall fiscal deficit
declined almost across the board (from 4.9 percent to 3.8 percent of GDP
in industrial countries, and from 3.9 percent to 2.6 percent of GDP in the
rest of the world), giving to the non-government sector greater financial
room to maneuver, and reducing pressure on interest rates. Government
expenditure in industrial countries has become larger but more affordable
at the same time.

Clearly, then, broad generalizations must give way to a country-specific
and detailed analysis if sensible answers are to be given to the question of
whether a country’s government is too big, too small, or just right. What is
beyond question is the plain reality that government everywhere is large
enough to be a major positive influence on the economy if it is effective,
and a major drag if it is not. The effectiveness of public administration is
therefore a relevant subject everywhere, and its improvement is a major
challenge in every country. The remainder of this chapter summarizes the
key points of each aspect of public management, as they are shown at the
end of each of the subsequent chapters.

Government Machinery and Organization
Policy formulation and coordination

The policy formulation and coordination function is fundamental
for the smooth running of government. Effective mechanisms for policy
formulation and coordination are closely correlated with a more predictable
policy framework, better regulation, lower corruption, and a stronger rule
of law. These factors, in turn, have an important impact on entrepreneurship,
investment, and administrative effectiveness—all of which require clear
guidelines and a sense of direction from the top.

Central policy formulation and coordination mechanisms take a
different form in parliamentary and presidential systems of government—
more structured and “collective” in the former, more flexible and dependent
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on leader’s personality in the latter. In all cases, however, they are intended
to perform five basic tasks: (i) providing adequate information and early
notice about impending policy issues; (ii) ensuring prior consultation of
all relevant government stakeholders; (iii) giving supporting analysis and
spelling out options; (iv) recording and disseminating policy decisions;
and (v) monitoring implementation of the decisions.

For the good conduct of the above tasks, four guiding principles
emerge from the international experience: (i) discipline, to exclude policy
decisions that cannot be financed or implemented; (ii) transparency of
decision making, while preserving the confidentiality needed for frank
debate; (iii) predictability of policy direction, avoiding frequent reversals
of policy decisions; and (iv) “structured choice,” i.e., an orderly process
that brings to the attention of policymakers only important issues and
screens out trivial matters.

A strong and effective secretariat is therefore a must for effective
policy coordination. In presidential systems, the secretariat function is
normally placed in the office of the president. In parliamentary systems, it
can be either in the prime minister’s office or in a “cabinet secretariat,”
which serves the cabinet (or council of ministries) as a collective group.
Policy secretariats can vary in size and function. The Singapore Cabinet
Office with 15 civil servants is at one extreme, with the Office of the US
President with over 4,000 staff at the other extreme, and the British
Cabinet Office and Prime Minister’s Office in the middle, with about 200
staff combined. However, in all cases the office must at least assure an
orderly flow of “traffic” and facilitate the decision-making process.

Finally, for the policy formulation and coordination process to work
well, in addition to a well-functioning central office, there must be good
cooperation at all levels of the bureaucracy. This cooperation requires
both formal mechanisms such as committees and interdepartmental
working groups, and informal networks of communication and cooperation
among civil servants, which the government should encourage and support.

Onrganizational structure of central government

The central government in all countries is organized into various
ministries (sometimes called departments), and various supporting units
within or outside the ministries. Function has become the prevailing principle
for establishing ministries and organizing the work of government. In turn,
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functions are grouped according to the criteria of nonfragmentation,
nonoverlap, span of control, and homogeneity. These criteria determine also
whether a new function requires setting up a new ministry. In addition to
function, new ministries sometimes are set up to signal new policy thrusts,
e.g., on environmental protection. Of course, the country’s administrative
and cultural traditions are also relevant to how government is organized.

The approach is generally to group functions into as homogenous units
as possible, to facilitate the exercise of distinctive authority by ministers,
without overlap or gaps, and thus foster accountability. However, overlapping
jurisdictions may sometimes have advantages in generating internal debate
and providing citizens alternative avenues for services.

The pressure to cut public expenditure and downsize government
administration has pushed several countries to reorganize and reduce the
number and size of government ministries and departments in various ways.
This tendency was reinforced by the moves toward decentralization and the
demand of subnational government units for more authority and resources.
In transitional economies, the effort to restructure the economic and political
systems has naturally required extensive reorganization of central government.

As a general rule, the number of ministries must neither be so large as
to impede coordination, nor so small as to place an excessive workload on
each ministry and cloud accountability. In practice, the number of ministries
varies enormously between countries, from close to 100 ministries in some
countries to fewer than 10 in others. Each ministry serves an average of 43
million people in the People’s Republic of China, and 1,300 people in the
Cook Islands.

Thus, the number of central government ministries does matter, not
only for coordination, but also to keep down the costs of government and
contain the pressures for bureaucratic expansion. Broadly speaking, most
countries could manage very well with 12—18 central ministries. However,
reducing the number of ministries by itself produces no advantage and in
some cases can weaken accountability by producing hybrid entities.

The organization of regulatory bodies is an important influence on the
effectiveness of the regulatory function, which is an essential function of
government in any country. As noted earlier, regulation has expanded vastly
in the 20™ century. In part, this expansion was related to increasing concern
with safety, public health, environment, consumer protection, banking and
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financial stability, etc. But also, a veritable regulatory hemorrhage has occurred
in most countries, with new regulations added without deleting obsolete ones,
or an unnecessary detail in regulations to address a valid public purpose. An
excessive amount of regulation not only carries costs for the government and
the economy, but worsens the quality of regulation and weakens its
enforcement. Accordingly, a worldwide movement toward deregulation began
around the late 1980s. In this movement to deregulate, which is appropriate
and timely, care must be taken nevertheless not to eliminate inadvertently
rules that are necessary and efficient. Therefore, just as new regulations should
be subject to a realistic cost-benefit test, so should proposals to remove
regulations. Because resistance should be expected from the entities
responsible for administering the regulations under review, a serious effort at
reducing regulations must include the elimination or merger of some regulatory
bodies themselves.

Onrganizational structure of subnational and local government

Every country has levels of government below the central national
government. Subnational government entities have different powers,
resources, and organizational structure, depending on whether the country
has a unitary or federal political system, as well as its colonial experience,
persistence of customary forms of local administration, and the character of
the independence movements. Generally, however, subnational government
is subdivided between an intermediate level (regions, provinces, or districts)
and local government (at the municipal and village level). In some
administrative systems, subnational entities have only the powers specifically
delegated to them by the central government; in other systems, they operate
on the “general competence” principle, by which they can exercise all powers
not expressly reserved to central government.

In many countries, the rights and powers of local government are explicit
in the constitution or in national legislation; in other countries, they remain
unspecified, and hence are generally dependent on the attitude of the central
government of the day. Moreover, in most developing countries, the actual
functioning of local administrative systems is strongly influenced by cultural
norms and customs. Especially in Africa and in the Pacific, formal structures
have often been grafted onto traditional modes of local administration.
Therefore, when assessing possible improvements in the effectiveness of local
government administration (including those suggested below), it is important
to look beyond these formal structures to the role of customary systems and
traditional leaders.
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There are major differences between local administration in rural
areas, in cities, and in megacities with over 10 million inhabitants. In rural
areas, the frequent structure of government in developing countries is that
of a village council with elected members at the base, a second-tier level of
government to represent a group of villages, and a top tier of government
at district level with indirectly elected members. In cities, the organization
of municipal government is largely a function of the services it provides.

City government is normally organized to deliver services (such as
waste disposal, water supply, internal transport, fire fighting, parks, and
similar services) for the direct benefit of the local population. In a minority
of cases, municipal governments are appointed by central or provincial
authorities—a system that in developing countries partly reflects a central
distrust of local authority inherited from the former colonial administration.
In appointed municipal governments, management is typically much less
responsive and personnel loyalties are divided. Within elected municipal
governments, the more frequent problem is fragmentation of authority,
especially when the executive head (the mayor) is elected by the members
of the municipal council. The main alternatives are separate direct election
of both the mayor and the council, and the mayor-in-council model, whereby
the majority party elects a slate of councilors along with a person to head
the group. In the direct election model (resembling the presidential political
system), the mayor has the strongest degree of authority, derived from the
personal electoral mandate. In the mayor-in-council model (resembling
the cabinet system described in Chapter 2), councilors are responsible for
their departments but also function as members of a collective executive
under the leadership of the mayor. Whatever the manner of election of the
mayor, the local political authority usually benefits from establishing a strong
administrative executive (city manager or similar role).

The expansion of megacities (urban agglomerations with more than
10 million people) is the most striking feature of late 20" century
urbanization. By 2025, megacities such as Bangkok, Calcutta, Jakarta,
Manila and Seoul will account for some 400 million people in Asia alone.
A megacity typically comprises a core area, a metropolitan ring, and an
extended metropolitan region. Therefore, the conventional single-
municipality model is clearly inadequate, as responsibility for services in
megacities is badly fragmented and cannot be associated with specific
municipal boundaries. Megacities are in special need of good governance
and strong coordination and planning, to deal with environmental
degradation and extreme human poverty. Interagency coordination is
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essential and the central and intermediate levels of government must
necessarily play a major role.

Decentralization: what, when, and how

Decentralization has been transforming the structure of governance
in many countries in recent decades. It has taken place for different reasons,
and mainly improving the effectiveness of public service delivery; raising
the quality of governance by empowering the local communities; and
reducing the risk of national fragmentation along regional and ethnic lines.
The term “decentralization” encompasses a variety of different measures,
depending on the degree of autonomy of the subnational entities from the
central government. Obviously, such autonomy is greater in federal states
than unitary states. Generally, the decentralization continuum progresses
from deconcentration through delegation to full devolution.
Deconcentration is the first stage of decentralization: it shifts responsibility
for a service to central government staff working in the region, province or
district, but does not transfer the central government authority. Delegation
involves, in addition, the granting of exemptions from certain central rules
and broad authority to plan and implement decisions without direct central
government supervision. Devolution entails the full transfer of certain
functions from the central government to subnational government units—
although the central government normally retains some monitoring and
financial role.

The economic rationale for decentralization rests on Oates’
“decentralization theorem”, which states that a public service should be
provided by the jurisdiction having control over the minimum geographic
area that would internalize the benefits and costs of such provision. The
theorem is pretty difficult to apply in practice. A simpler rule is the
“subsidiarity principle” applied by the European Union, according to which
taxing, spending, and regulatory functions should be exercised by the lowest
possible level of government unless a convincing case can be made for
assigning these functions to higher levels of government.

The potential gains of decentralization derive basically from the close
contact local government institutions can have with local residents.
Decentralization can (i) open up public participation in government decision
making; (ii) create opportunities for more accountable government; (iii)
provide more transparent government; and (iv) ease financial strain on the
central government. Decentralization can therefore result in more flexible
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and effective government administration—since government can tailor its
services to the different needs of society, and foster political stability and
national unity—since civil society organizations are given a stake in
maintaining the political system.

However, decentralization also carries potential costs and risks,
especially when it is an ad hoc reaction to an urgent problem instead of a
carefully designed structural reform. Decentralization can cause duplication,
waste, underemployment of government staff and equipment, coordination
problems, and regional inequities and societal conflicts. Decentralization
also has a positive or negative impact on governance. The generic test is
whether the legitimacy and quality of governance are higher at local level
than at national level. If the answer is no, decentralizing into a comparatively
worse governance climate will tend to worsen the quality of governance in
the country as a whole.

Concerning geographic decentralization—the manner in which state
territory is divided into smaller areas with specific authority—the basic
principle is to match area to function, i.e., first define clearly the nature
and scope of government functions, and on this basis delineate the area
within which the functions are to be performed. Other approaches include
the community approach, which considers social geography; the efficiency
approach, which considers the costs of producing the service; the
management approach, which considers the relative organizational capacity
of levels of government; the technical approach, which based on the resources,
landscape or economy of different regions; and the social approach, which
considers the natural affinity of inhabitants of the different parts of the
national territory.

The desirable degree of decentralization, of course, depends largely
on the specific function under consideration. Actual experience and sound
theory show that certain functions are closely associated with particular
levels of government. For example, defense or monetary policy is most often
assigned to the national government; education, health, and social welfare
to the provincial levels; fire protection and water supply to local government.
However, different functional assignments are possible, especially in the
case of small city-states, and any general classification of functions should
be considered indicative rather than prescriptive.
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Political decentralization shifts decision-making powers to lower levels
of government and entails setting legal and regulatory provisions to ensure
that (i) a favorable political environment for decentralized decision-making
is created; (ii) decentralized entities coordinate and cooperate with each other;
(iii) decentralization initiatives are sustained and acquire a degree of political
permanence; (iv) decentralized entities act in conformity with national
standards; and (v) citizens have access to loc