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Summary/Resume/Resumen

Summary
There  have been trem endous pressures in  the 1990s to  change the character 
and functions o f  the state in  developed and develop ing countries alike. 
M u ltila te ra l financia l agencies and neolibera l analysts question the state’s 
nationa listic, h ierarchical, red is tribu tive  and in te rven tion is t character, w h ich  
they believe is pa rtly  responsible fo r  p o o r service deliver)7 and econom ic 
perfo rm ance in  m any countries. They seek to  trans fo rm  the state in to  a m arket- 
fr iend ly , lean, managerial, decentralized and custom er-orien ted  in s titu tio n . 
H ow ever, the core elements o f  re fo rm s are sometimes con trad ic to ry  as 
d iffe re n t social forces drive them  in  d iffe re n t contexts. There are tensions 
between, on  the one hand, concerns fo r  m arket e ffic iency and deregulation, 
and issues o f  accountab ility  and equity, on the other.

T h is  paper provides an overv iew  o f  the m a jo r issues, trends and prob lem s in 
p ub lic  sector re fo rm . The  Program m e o f  A c tio n  o f  the W o rld  S um m it fo r  
Social D eve lopm en t does n o t spell o u t concrete strategies o f  pub lic  sector 
re fo rm  fo r  achieving the goals o f  pove rty  eradication, em p loym ent p ro m o tio n  
and social in tegra tion . T h e  state’s capacity to  produce the desired results was 
generally taken fo r  granted. B u t w ill e ffo rts  to  re fo rm  the state a long p ro 
m arket lines facilita te governm ents ’ pu rsu it o f  developm ent? A re  states like ly  to 
assume and sustain the ir responsib ilities in  p ro v id in g  good, a ffo rdab le  services 
to  the ir citizens?

The paper addresses these issues in  seven sections. The  firs t section in troduces 
the basic argument. Section I I  examines fo u r g lobal issues tha t are d riv in g  
pub lic  sector re form s: financial g lobalization, fiscal defic its, the adjustm ent 
program m es o f  m u ltila te ra l agencies, and dem ocratization. Sections I I I  to  V I  
discuss the various com ponents o f  pub lic  sector re fo rm , w h ich  are fiscal 
stab ility , managerial effic iency, capacity bu ild ing  and pub lic  accountability . 
R eform s dealing w ith  fiscal stab ility  apply to  all states, a lthough they may vary 
across countries. In  general, fiscal re fo rm s are the m ost consistently pursued 
re fo rm s, and have im p lica tions fo r  pub lic  sector employees, state capacity and 
social developm ent. They deal w ith  issues o f  dow nsiz ing  o r expenditure 
reduction , p riva tiza tion  and tax re form .

P ub lic  expenditure re fo rm s re flect d ifferences in  expenditure patterns, w ith  the 
re fo rm s in  industria lized  countries focusing on  welfare and social services and 
those in  deve lop ing  countries on  capital expenditures and governm ent 
adm in is tra tion . P riva tiza tion, a central com ponent o f  dow nsiz ing, is n o w  a 
g lobal phenom enon. M o re  than $300 b illio n  w o rth  o f  state assets were 
transferred to the private  sector between 1988 and 1996 a round the w orld . 
G overnm ents are surely disengaging, even i f  unevenly, fro m  d irec t ow nersh ip  
o f  pub lic  enterprises. There are however, welfare, unem ploym ent, e thn ic and 
nationa lis t p rob lem s associated w ith  p riva tiza tion . The  data suggest that 
a lthough governm ents grew, albeit slow ly, up to  the early 1990s, i t  seems that 
fo r  some regions, central governm ents were beg inn ing  to  sh rink  in  the m id -to - 
late 1990s. The  massive cuts in  education and health p ro v is io n in g  suffered by



low -incom e countries in  the 1980s have n o t been su ffic ie n tly  o ffse t by the 
e ffo rts  o f  the 1990s, w h ich  seek to p ro tec t social sectors fro m  state 
contraction .

R eform s in  the area o f  managerial e ffic iency focus on  organizationa l 
res truc tu ring  and in tro d u c tio n  o f  m arket o r  quasi-m arket p rinc ip les in  the 
delivery o f  services. They address three m ain issues: decentralized management 
and creation o f  executive agencies o u t o f  m o n o lith ic  bureaucracies; 
perform ance contracts fo r  employees; and con tracting  o u t o f  services to  the 
private  sector. T he  m ost com prehensive re fo rm s in  e ffic iency p ro m o tio n  are in  
O E C D  countries, w ith  Austra lia , N e w  Zealand and the U n ited  K in g d o m  as the 
lead reform ers. H ow ever, aspects o f  these re fo rm s are being applied in  m any 
develop ing and trans ition  countries, especially those tha t are heavily d o no r 
dependent. As these re form s deal w ith  ins titu tiona l issues, there is o fte n  a w ide 
gap between expressed goals and concrete outcom es. P re -re fo rm  m ethods o f  
w o rk , weak capacity, and m arket failures constra in p o licy  im p lem enta tion . 
C apacity-bu ild ing  re fo rm s are restricted largely to  deve lop ing  countries, 
especially the “ least developed countries” , m ost o f  w h ich  are in  A frica . They 
address issues re lating to  the technical capacities o f  c iv il servants in  po licy 
analysis and im p lem enta tion ; management o f  recurren t costs to  ensure 
sustainabihty o f  pro jects; and pay re fo rm s to m otiva te  staff. D esp ite  the ir 
im portance in  p ro m o tin g  developm ent and o the r re fo rm s, capacity-bu ild ing  
re fo rm s have n o t received the sustained a tten tion  they deserve.

Section V I I  concludes the paper by focusing  on  three issues tha t may help 
ensure tha t re fo rm s are accountable to  society and sensitive to  the po litica l 
realities o f  states, especially those w ith  weak ins titu tions . F irs t, p u b lic  sector 
re fo rm s need sound po litica l pacts o r  coalitions. The  vast m a jo rity  o f  countries 
that are im p lem enting  re fo rm s arc also grapp ling  w ith  com p lex program m es o f  
dem ocratization, w h ich  seek to  lay the g round  rules fo r  the w ay th e ir societies 
are governed. There are governance issues tha t have n o t been satisfactorily  
resolved in  a large num ber o f  low -incom e countries, w h ich  raise serious 
questions about the ir capacities to im p lem en t far-reaching state re fo rm s. In  
m ost cases, the d rive  fo r  re fo rm  is m ore external than in te rna l as governm ents 
are forced to meet cond itions set by donors fo r  loan disbursements. M arke t- 
oriented managerial re fo rm s w ill be d if f ic u lt  to  im p lem en t in  countries that 
have n o t established a professional c iv il sendee. W ith o u t th is, m arket re fo rm s 
may fu rth e r fragm ent the state systems o f  low -incom e countries and encourage 
m ore co rru p tio n  therein. H ow ever tim e-consum ing they are to  p rom ote , 
dialogue and coalitions, o r social and po litica l pacts, are essential elements o f  
e ffective  m odern statecraft. They facilitate the establishm ent o f  sound and 
durable adm in istra tive systems.

Second, re fo rm  governm ents and m ultila te ra l agencies should  also try  to  
understand and support some o f  the enduring m issions o f  states, w h ich  are 
na tion -bu ild ing  in  m u lti-e th n ic  societies, rap id  indus tria liza tion  w ith  an 
appropria te  ro le  fo r  the state in  fac ilita ting  the process, social equ ity  and w ealth 
d is tribu tion . A lth o u g h  cosdy mistakes were made in  the past in  m any countries, 
these goals are at the heart o f  the aspirations o f  broad masses o f  people  seeking 
to  create developm ental, hum anistic and harm onious societies. T h e  fa ilu re  to 
pay su ffic ien t a tten tion  to  them  in the last decade-and-a-half o f  m arke t re fo rm s 
may go a long  way in  expla in ing the high incidence o f  fa iled states, c iv il wars



and stagnant deve lopm ent in  large parts o f  the w o rld  today. T h ird , fo r  re fo rm s 
to  be ins titu tiona lized  and serve the pub lic  good, they m ust also a llow  pressures 
to  be b rough t to  bear on  pub lic  managers in  service delivery. A m o n g  the 
ins trum ents  tha t have emerged fo r  the a tta inm ent o f  these goals are C itizens’ 
Charters, O m budsm en and service delivery surveys. Parliam entary p lu ra lity , 
press freedom , independent judiciaries, mass-based po litica l parties and c iv ic 
action are also central to  pub lic  accountability.

Y u s u f Bangura is a P ro ject Leader at U N R IS D .

Resume
D ans les pays developpes com m e dans les pays en developpem ent, des 
pressions enormes se sont exercees dans les annees 90 p o u r que 1’E ta t change 
de caractere et de fonctions. In s tim tio n s  financieres m ultilaterales et analystes 
neoliberaux rcm e tten t en question le caractere nationaliste, h ierarchique, 
re d is tr ib u tif et in te rven tionn is te  de 1’E tat, responsable en partie  a leurs yeux de 
la p ie tre  qualite  des services fourn is  et des resultats economiques m ediocres de 
nom breux pays. Ils  cherchcnt a trans fo rm er 1’E ta t en une in s titu tio n  
b ienveillante  envers le marche, maigre, gestionnaire, decentralisee et orientee 
sur les consom m ateurs. Cependant, les elements essentiels des re form es sont 
parfo is  contrad icto ires car elles o n t p o u r m oteurs des forces sociales d ifferentes 
selon les contextes. II existe des tira illem ents entre les soucis d ’efficacite  et de 
dereglem entation du marche, d ’une part, et les questions de responsabilite  et 
d ’equite, d ’autre part.

Cette etude donne une vue d ’ensemblc des p rinc ipaux enjeux, tendances et 
problem es de la re fo rm e du secteur pub lic. Le  Program m e d ’action du Som m et 
m ond ia l p o u r le developpem ent social n ’ind ique pas de strategic precise pou r 
re fo rm e r le secteur pub lic  de maniere a eradiquer la pauvrete et a favoriser 
1’em p lo i et V integration sociale. O n  suppose generalement que 1’E ta t a la
capacite de p rodu ire  les resultats desires. Mais une re fo rm e de 1’E ta t qu i se
co n fo rm e  aux lo is du marche favorisera-t-elle la m ission de developpem ent du 
gouvcrnem ent? Les E tats on t-ils  des chances d ’assumer durab lem ent leurs 
responsabilites et de fo u rn ir  a leurs citoyens des services abordables et de 
qualite?

L ’etudc se d ivise en sept sections p o u r repondre a ces questions. La  prem iere 
presente 1’essentiel de I ’argument. La  deuxieme se penche sur quatre questions 
qu i jouent un ro le  m o teu r dans les reform es du secteur pub lic  dans le m onde: la 
m ond ia lisa tion  des finances, les defic its budgetaires, les program m es 
d ’ajustement des ins tim tions  multilaterales et la dem ocratisation. Les sections 
I I I  a V I  tra iten t des diverses composantes de la re fo rm e du secteur pub lic : la 
stabilite budgetaire, 1’efficacite  de la gestion, le ren fo rccm en t des capacites et
I ’ob liga tion  de rendre des comptes au pub lic . Les re form es qu i v isen t la stabilite
budgetaire s’app liquent a tous les Etats mais peuvent va rie r d ’un pays a 1’autre. 
E n  general, les reform es budgetaires sont celles qu i sont appliquees avec le plus 
de coherence et elles o n t des consequences sur les employes du secteur pub lic , 
la capacite de 1’E ta t et le developpem ent social. Elles p o rte n t sur des questions



de com pression d ’e ffectifs  ou de reduction  des depenses, de p riva tisa tion  et de 
re fo rm e  fiscale.

Les re form es des depenses publiques tem oignent des differences que Гоп peut 
constater dans la com position  des depenses: dans les pays industria lises, elles 
sont axees sur la p ro tec tion  sociale et les services sociaux et, dans les pays en 
developpem ent, sur les depenses d ’equipem ent et I’adm in is tra tion  publique. La 
priva tisa tion , com posante centrale de la com pression d ’e ffec tifs , est au jourd ’hu i 
un phenom cne m ondia l. A  travers le m onde, plus de 300 m il l iards de biens 
publics o n t ete transferes au secteur p rive  entre 1988 et 1996. I I  est certa in que 
les gouverncm ents sont en train de renoncer, mem e si c’est de fa<;on inegale, a 
etre d irectem ent proprie taires d ’entreprises publiques. Cependant, la 
priva tisa tion  ne va pas sans poser des problem es de p ro tec tion  sociale, de 
chomage, d ’ethnie et de nationalite. D ’apres les donnees recueillies, i l  semble 
que, bien que les gouverncm ents aient connu une croissance, lente certes, 
jusqu’au debut des annees 90, les gouverncm ents centraux, dans certaines 
regions, aient amorce un rep li vers le m ilieu ou la f in  de la decennie 90. Les 
e ffo rts  deployes ces annees-la p o u r pro teger les secteurs sociaux du re p li de 
1’E ta t n ’o n t pas su ffi a com penser les reductions massives des credits accordes 
a I’education et a la sante dans les pays a fa ib le revenu dans les annees 80.

Les reform es touchant a Vefficacite de la gestion sont axees sur la 
restructura tion  organique et V in troduc tion  de principes marchands ou quasi 
marchands dans la prestation des services. Elles tou rnen t au tour de tro is 
grandes questions: la decentralisation de la gestion et la trans fo rm a tion  de 
bureaucraties m ono lith iques en agents d ’execution, des contrats au rendem ent 
p o u r les employes et la sous-traitance de services au secteur prive. Les re form es 
les plus ambitieuses entreprises sur le terra in de la ren tab ilite  le son t dans les 
pays de 1’O C D E  avec, en tete, 1’Austra lie , la N ouve lle -Ze lande  et le Royaum e- 
U n i. Cependant, des aspects de ces reform es sont appliques dans de nom breux 
pays en developpem ent et en transition , en pa rticu lie r chez ceux qu i sont tres 
tributa ires des donateurs. C om m e ces reform es touchen t a des questions 
institu tionne lles , il у a souvent lo in  des ob jectifs  annonces aux resultats 
concrets. Les methodes de travail anterieures a la re fo rm e, les faibles capacites 
et les defaillances du marche genent la mise en oeuvre des po litiques. Les 
re form es destinees a ren fo rce r les capacites ne concernent p ra tiquem ent que les 
pays en developpem ent, en particu lie r les “ pays les m oins avances” , d o n t la 
p lupa rt se tro u ve n t en A frique . Les questions auxquelles elles s’attaquent o n t 
tra it aux capacites techniques d ’analyse et de mise en oeuvre des po litiques que 
Гоп peut trouve r dans la fo n c tio n  publique, a la fagon de gerer les couts 
recurrents p o u r assurer la v iab ilite  des pro je ts et aux re form es salariales 
capables de m o tive r le personnel. M aigre leur im portance p o u r la p ro m o tio n  du 
developpem ent et d ’autres reform es, les re form es axees sur le re n fo rccm en t des 
capacites n ’o n t pas retenu I’a tten tion  soutenue qu ’clles m eritent.

La scpticm e section, qu i conc lu t 1’etude, po rte  sur tro is aspects qu i peuvent 
co n tr ib u c r a ce que les re form es n ’echappent pas au con tro le  de la societe et 
restent en prise sur la realite po litique  des E tats, en pa rticu lie r de ceux d o n t les 
ins titu tions  sont faibles. Prem ierem ent, les reform es du secteur pub lic  ne v o n t 
pas sans pactes ou  coa litions po litiques solides. La grande m a jo rite  des pays qu i 
o n t engage des re form es sc dcba ttcn t aussi avec des program m es complexes de 
dem ocratisation qu i cherchent a fixe r les regies de base devant reg ir la societe.



I I  est des questions de gouvernance qu i n ’o n t pas ete reglees de maniere 
satisfaisante dans un grand nom bre  de pays a faible revenu, ce qu i fa it 
serieusement dou te r de leur capacite de re fo rm er radicalem ent 1’E tat. Dans la 
p lupa rt des cas, le m o teur de la re fo rm e est p lus extem e qu ’in terne, les 
gouverncm ents etant obliges de re m p lir  les cond itions fixees par les donateurs 
p o u r o b ten ir des credits. Les re form es qu i se fixe n t p o u r o b je c tif une gestion 
de 1’E ta t con fo rm e  aux lo is du marche seront d iffic iles  a m ener a bien dans des 
pays ou la fo n c tio n  pub lique n ’est pas assumee par des professionnels. Sans 
cela, ce type de re fo rm e risque de m orce ler encore davantage le systeme de 
1’E ta t dans les pays a faible revenu et d ’y favoriser encore plus la co rrup tion . 
M aigre to u t le temps qu ’ils p rennent, le dialogue et les coa litions ou les pactes 
sociaux et po litiques sont des elements essentiels d ’un E ta t m oderne. Ils 
favorisent la mise en place de systemes adm in istra tifs  solides et durables.

D euxiem em ent, les gouverncm ents en pleine re fo rm e et les ins titu tions  
m ultilaterales devraient aussi essayer de com prendre et de souten ir certaines des 
m issions eternelles des E tats, qu i sont d ’ed ifie r la na tion dans les societes 
m ultie thn iques, de favoriser une industria lisa tion  rapide et de ve ille r a I’equite 
sociale et a la repa rtition  des richesses. B ien que des erreurs lourdes de 
consequences aient ete commises par le passe dans de nom breux pays, ces 
ob jectifs  sont au coeur des aspirations des m ultitudes qu i cherchent a faire 
naltre des societes novatrices, humanistes et harmonieuses. L ’a ttendon 
insu ffisan te  qu i leur a ete accordee au cours des 15 dernieres annees de 
re form es n ’est sans doute pas etrangere aux nom breux E tats en fa illite , aux 
guerres civiles et a la stagnation du developpem ent don t so u ffre n t de larges 
regions du m onde actuel. T ro is iem em ent, p o u r que les re form es soient 
institu tionnalisees et servent le bien pub lic , i l  faut aussi que les gesdonnaires 
publics des services subissent quelques pressions. Les chartes citoyennes, les 
mediateurs et les enquetes sur les services fou rn is  sont pa rm i les instrum ents 
qu i o n t fa it leur apparition  et qu i servent ces objectifs. Le  p lura lism e 
parlem entaire, la liberte  de la presse, I’independance judic ia ire, des partis 
po litiques a large base popula ire  et 1’action civique tiennent aussi une place 
centrale dans la responsabilisation des autorites.

Y u s u f Bangura est ch e f de p ro je t a 1’U N R IS D .

Resumen
E n  el decenio de los 90 han habido presiones m uy fuertes para cam biar la 
indo le  у las funciones del estado tanto en los paises desarrollados с о т о  en los 
que estan en vias de desarrollo. Agencias financieras m ultilaterales у analistas 
neoliberales ponen en tela de ju ic io  el caracter nacionalista, jerarquico, 
re d is tr ib u id o r e in tervencion ista  del estado, у  consideran que, en parte, es 
responsable de las deficiencias en la dotacion de servicios у en el 
com portam ien to  econom ico de m uchos paises. D ichas agencias tratan de 
trans fo rm ar el estado en una ins tituc ion  favorable al mercado, reducida, 
adm inistrable, descentralizada у orientada hacia su clientela. Sin embargo, 
algunas veces los elementos fu n d a m e n ta ls  de esas re form as son 
con trad ic to rios , puesto que fuerzas sociales diversas los im pu lsan segun 
diferentes contextos. H ay tensiones entre los que se interesan en la eficiencia
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del mercado у en su desregulacion, p o r una parte, у los que se preocupan p o r 
cuestiones de rend ic ion  de cuentas у equidad, p o r la otra.

E n  este docum ento  se p roporc iona  un panorama de los asuntos, las tendencias 
у problem as principales relacionados con las re form as al sector pub lico . E n  el 
Program a de A cc ion  de la C um bre M und ia l para el D esa rro llo  Social no  se 
especifican las estrategias concretas de re fo rm a al sector p u b lico  para log ra r las 
metas de erradicacion de la pobreza, p ro m o c io n  del em pleo e in tegracion 
social. E n  general, se considero с о т о  un hecho dado la capacidad del estado 
para obtener los resultados deseados. Pero, <dos esfuerzos para re fo rm a t al 
estado siguiendo lincam ientos en p ro  del mercado, facilitaran la p ro m o c io n  del 
desarrollo p o r parte de los gobiernos? ^Es probable  que los estados asuman у 
sostengan sus responsabilidades para proveer servicios eficientes, a precios 
accesibles a sus ciudadanos?

E l docum ento  se d iv ide  en siete secciones en las que se analizan dichos temas. 
E n  la prim era  se in troduce  el argum ento basico. E n  la seccion I I  se examinan 
cuatro tendencias a n ive l m undia l que son causa de las presiones para re fo rm a t 
al sector pub lico : g lobalizacion fmanciera, d e fic it fiscales, los programas de 
ajuste de agencias multilaterales, у  dem ocradzacion. E n  las secciones I I I  a V I  se 
analizan los diversos com ponentes de la re fo rm a al sector pub lico , a saber: 
estabilidad fiscal, eficiencia adm inistrativa, fo rja  de la efic iencia estatal, у 
rend ic ion  de cuentas a la poblacion. Las re form as que se refieren a la 
estabilidad fiscal se aplican a todos los estados, no  obstante que pueden variar 
segun los paises. E n  general, las reform as fiscales son las que con m ayor 
consistencia se han tratado de lograr, у denen im plicaciones para los empleados 
del sector pub lico , para la capacidad del estado у  para el desarro llo  social. Estan 
relacionadas con los problem as de d ism inucion  del aparato estatal о  con la 
reduccion del gas to, con la p riva tizacion  у las re form as a los im puestos.

Las re form as al gas to  pub lico  reflejan diferencias en las pautas del gasto y, po r 
lo  que se rcfic re  a los paises industria lizados, dichas re form as se aplican a los 
servicios sociales у de bienestar, m ientras que en los paises en desarrollo 
afectan los gastos de capital asi с о т о  la adm in istrac ion  gubernam ental. La 
privadzacion , que es un  com ponente fundam ental de las tareas de d ism inuc ion  
del estado, consdtuye actualmente un fenom eno m undia l. Mas de 300 b illones 
de dolares (E U A ) en el haber del estado fueron  transferidos al sector p rivado  
entre 1988 у  1996 en todo  el m undo. C icrtam ente, los gob iernos se estan 
desligando de la propiedad directa de empresas publicas, aun cuando lo  hagan 
de manera dispareja. Hay, sin embargo, problem as de bienestar, de desempleo, 
etnicos у relacionados con el nacionalism o, que se derivan de la p rivatizacion. 
Los datos recabados sugieren que, si bien hasta p rinc ip ios  del decenio de los 90 
la estructura gubernam ental c re d o  aunque lentam ente, tal parece que en la 
segunda parte de ese m ism o decenio, en algunas regiones, los gobiernos 
centrales empezaron a reducirse. Los paises de bajos ingresos que en los anos 
80 su frie ron  recortes masivos en educacion у en sum in is tro  para salud no  han 
p o d ido  recuperarse sufic ientem ente mediante los esfuerzos desplegados en los 
90, con los que se trata de pro teger a los sectores sociales amenazados p o r la 
contracc ion  del aparato estatal.

Las re form as en el area de eficiencia adm in is tra tiva  se centran en la 
reestructuracion organizacional у en la in tro d u cc io n  de los p rinc ip ios  de la



econom ia de m ercado о  su aproxim acion, en la dotacion de servicios. Esas 
reform as se refieren a tres problem as principales: adm in is trac ion
descentralizada у  creacion de agencias ejecudvas derivadas de burocracias 
m ono liticas; contra tacion condicionada de empleados segun su rend im ien to ; y, 
contra tac ion  de servicios con el sector privado. Las reform as mas amplias en 
re la tio n  con la p ro m o c io n  de eficiencia se han efectuado en los paises de la 
O C D E , con N ueva Zelandia, Austra lia  у  el Reino U n id o  с о т о  principales 
reform adores. Sin embargo, algunos aspectos de estas re form as estan siendo 
aplicados en m uchos de los paises en desarro llo  у en tra n s itio n , especialmente 
en aquellos que son sumamente dependientes de los donantes. Puesto que 
dichas re form as se refieren a asuntos institucionales, a m enudo hay una brecha 
am plia entre las metas enunciadas у los resultados concretos. Los m etodos de 
trabajo previos a la re form a, la insufic iencia de la capacidad estatal у las fallas 
del mercado restringen la aplicacion de la politica. Las re form as relacionadas 
con la capacitacion se lim itan  en gran parte a los paises en desarrollo, 
especialmente a “ los que estan menos desarrollados” , la m ayoria de los cuales 
se hallan en A frica . C on estas reform as se trata de resolver los problem as 
relacionados con la falta de preparation  tecnica de los empleados civiles para 
analizar у aplicar politicas; para adm in is tra r costos recurrentes, a f in  de asegurar 
la sustentabilidad de los proycctos; asi с о т о  las reform as al sistema de pagos 
para m odva r al personal. A  pesar de la im portanc ia  que denen las reform as 
relacionadas con la capacitacion, para p rom ove r el desarro llo  у otras reform as, 
no  se les ha dado la atencion que merecen.

E l docum ento  terra in  a en la parte siete enfocandose en tres temas que pueden 
ayudar a asegurar que las re formas perm itan re n d ir cuentas a la sociedad у que 
scan suscepdbles de la realidad po litica  de cada uno  de los estados, 
especialmente las de aquellos que denen instituciones fragiles. E n  p rim e r lugar, 
se necesita que las reform as al sector pub lico  cuenten con pactos о  coaliciones 
po liticas solidas. La  gran mayoria de los paises que estan aplicando re form as se 
estan tam bicn  en frentando con programas com plejos de dem ocra tiza tion , con 
los que tratan de fija r las norm as basicas para la via mas adecuada de gobernar a 
sus sociedades. H ay problem as de gestion de gob ierno  que no han sido 
resueltos satisfactoriam ente en un gran num ero  de paises de bajo ingreso, p o r 
lo  que se suscitan serias dudas sobre su capacidad para aplicar reform as 
estatales de largo alcance. E n  la mayoria de los casos, la p ro m o c io n  de la 
re fo rm a  es mas externa que in terna, en la medida en que los gobiernos se ven 
forzados a cu m p lir  las condiciones establecidas p o r los donadores antes de que 
estos desembolsen los prcstamos. Las re form as adm inistrativas encaminadas a 
p ro m o ve r el mercado se rin  dific iles de aplicar en paises que no hayan 
establecido un servicio pub lico  profesional. Sin esto, dichas re form as pueden 
fragm entar todavia mas los sistemas estatales de paises de bajo ingreso у  en 
consecuencia, favorecer una m ayor corrupc ion . E l dialog© у las coaliciones о 
los pactos sociales у po liticos  son elementos esenciales de un sistema estatal 
e fectivo  у m oderno, no  obstante el tiem po que tom a prom overlos. C on ellos se 
facilita el establecim iento de sistemas adm in istra tivos solidos у duraderos.

E n  segundo lugar, tanto los gobiernos que llevan a cabo re form as с о т о  las 
agencias multilaterales, deberian tam bicn tratar de entender у apoyar algunos de 
los ob je tivos fundamentales de los estados, tales с о т о  la co n fig u ra tio n  de la 
n a tio n  en sociedades m ultie tn icas, la Industria lizacion rapida asignandole una 
func ion  adecuada al estado para que facilite  este proceso, la equidad social у  la
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d is tribuc ion  de la riqueza. N o  obstante los caros errores que se com etie ron  en 
cl pasado en m uchos paises, estas metas constituyen el nucleo de las 
aspiraciones de sectores masivos de poblac ion  que tratan de crear sociedades 
capaces de desarrollarse, humanisticas у  armoniosas. E l no  haber dado 
suficiente atencion a dichas metas en el u ltim o  decenio у m edio de reform as 
orientadas hacia el mercado, puede ser una razon m uy im po rtan te  para explicar 
la elevada incidencia del fracaso de algunos estados, las guerras civiles у el 
estancamiento del desarrollo en amplias regiones del m u ndo  actual. Tercero, 
para que las re form as scan institucionalizadas у sirvan al bien com un, deben 
p e rm itir  tam bien que se presione a los adm inistradores pub licos para lograr la 
do tacion  de servicios. E n tre  los instrum entos que se han e laborado para 
alcanzar estas metas estan los Estatu tos de C iudadanos, los ombudsmen у  las 
encuestas sobre do tac ion  de servicios. Se considera ademas que la p lu ra lidad 
parlamentaria, la libertad de prensa, los sistemas judiciales independientes de 
los o tros poderes estatales, los partidos po liticos  apoyados en las masas asi 
с о т о  la accion civica, son factores que tienen una im portanc ia  fundam ental 
para rend irle  cuentas a la poblacion.

Y u s u f Bangura es coo rd inado r de proyecto  de U N R IS D .



I. Introduction
T he p u b lic  sectors o f  m ost countries expanded a great deal between 1945 and 
1980 despite differences in  the ir econom ic systems, levels o f  deve lopm ent and 
p o litica l ideologies. As economies grew  and societies became h igh ly 
d iffe ren tia ted , the state’s conventiona l tasks o f  regulation, a llocation and 
red is tr ibu tion  became m ore com plex. P ub lic  sector g row th  was also a func tion  
o f  the types o f  societies various governm ents sought to  p rom ote . F o r instance, 
com m itm ents  to the welfare state and m acro-econom ic stab ility  in  O E C D  
countries encouraged acceptance o f  the state as a central in s titu tio n  fo r 
red is tr ibu ting  w ealth, p ro tec ting  the vulnerable and s tim u la ting  aggregate 
demand. S im ilarly, nationalism , e ffo rts  to create cohesive societies in  m u lti
e thn ic settings and pressures fo r  rapid g row th  facilita ted expansion o f  the state 
in  deve lop ing countries. A  num ber o f  enterprises whose fo re ign  ow nersh ip  was 
believed to  be detrim enta l to  national developm ent were nationalized— partia lly  
o r fu lly . G overnm ents  also established parastatals on a w ide range o f  activities 
because the p riva te  sector e ither was perceived to be too  slow  to respond to 
incentives o r showed little  o r no  in te rest in  investing  in  p re fe rred  sectors. Social 
services were also expanded as part o f  na tion -bu ild ing  e ffo rts  and, in  many 
cases, to  develop national elites in  new ly independent states. In  some countries, 
such as those in  East Asia, econom ic developm ent was anchored on strong, 
in te rve n tio n is t and p ro -m arke t pub lic  sectors. The  expansion o f  the state 
reached h is to ric  heights in  fo rm e r com m un is t countries where po licy  makers 
suppressed p riva te  entrepreneurship and tried to  p rom o te  egalitarian societies 
th rough  m ethods o f  central planning.

Issues o f  e ffic iency, representation, pa rtic ipa tion  and accountab ility , though 
im p o rta n t, were n o t central to  the g row th  o f  the state in  m ost countries—  
except w here dem ocratic fo rm s o f  ru le and markets were already w e ll 
established. T h e  state was essentially seen as an in s titu tio n  that w o u ld  foster 
u n ity  o r  so lidarity, p rom ote  national developm ent and m acro-econom ic 
stability , regulate o r check fore ign dom ina tion , p ro tec t dom estic markets and, 
in  some cases, red istribu te  wealth. T h is  v is ion  o f  the state came under 
considerable attack du ring  the 1980s and 1990s in  practica lly every region o f  
the w o rld . A n  alternative v is ion , embraced in  vary ing  degrees by countries, has 
sought to create a m arke t-friend ly , liberalized, lean, decentralized, custom er- 
o riented, managerial and dem ocratic state. T he  core elements in  the v is ion  are 
sometimes con trad ic to ry  as d iffe re n t social forces d rive  them  in  d iffe re n t 
national contexts and w ith  vary ing  levels o f  capabilities. There are tensions 
between, on the one hand, concerns fo r  effic iency, m arket-soundness, 
deregulation, com pe tition  and stabilization, and issues o f  accountab ility , 
representation, pa rtic ipa tion  and equity, on  the other.

T h e  Copenhagen and o ther U n ited  N ations sum m its o f  the 1990s d id  n o t spell 
o u t concrete strategies fo r  pub lic  sector re fo rm  in  the ir various plans o f  action 
fo r  a sustainable, equitable, humane and stable w o rld  o rder— even though  they 
accorded enorm ous responsib ilities to  states in  the achievem ent o f  such goals. 
T he  state’s capacity to  act and produce the desired results was generally taken 
fo r  granted in  the various program m e documents. W ill e ffo rts  to  re fo rm  the 
character o f  the state along actively p ro -m arke t lines facilita te governm ents ’ 
pu rsu it o f  social and o the r aspects o f  developm ent? A re  states like ly  to  assume 
and sustain the ir responsib ilities in  p ro v id in g  adequate pub lic  sendees to the ir
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citizens? W h a t can be done to  ensure that state re fo rm s m atch the basic 
aspirations and needs o f  countries as w ell as re flec t p o litica l and socio
econom ic realities?

The argum ent and structure o f the paper
T h is  paper seeks to p rov ide  an overv iew  o f  the m a jo r issues, trends and 
prob lem s in  pub lic  sector re fo rm  in  the 1990s. Studies on  pub lic  sector re fo rm  
have rem ained fragm ented, w ith  scholars em phasizing d iffe re n t elements o f  
state restructu ring  and, at best, m aking o n ly  passing references to  others. T o  
some, pub lic  sector re fo rm  is s im p ly  a code w o rd  fo r  dow nsiz ing , w h ile  others 
associate i t  w ith  managerial o r c iv il service re form s. W hen applied to 
deve lop ing countries, the capacity bu ild ing  o r hum an resource developm ent 
aspects tend to gain prom inence in  the w orks o f  some authors. A n d  those 
w o rk in g  on  the governance o r po litica l aspects o f  in s titu tio n a l design have 
tended to  ignore managerial issues in the dynamics o f  re fo rm . T h is  paper seeks 
to  integrate analysis o f  the various elements o f  the re fo rm  process. T w o  m ajor 
in itia tives have been central to  the process o f  state restructu ring— p u b lic  sector 
management re fo rm  and the d is tr ib u tio n  o f  governm enta l pow er am ong 
com peting  interests in  society.

P ub lic  sector management re fo rm  deals w ith  issues o f  fiscal stability , 
managerial effic iency, capacity b u ild ing  and p u b lic  accountab ility ; whereas 
re form s re lating to  the d is tr ib u tio n  o f  pow er are concerned w ith  the p ro m o tio n  
o f  p lu ra lity  in  the central in s titu tions  o f  governm ent and dispersal o f  pow er to 
low er authorities. The  la tte r set o f  re fo rm s is discussed in  a separate paper 
(Bangura and Nakam ura, 1999). T he  present paper deals w ith  the p u b lic  sector 
management re form s. B o th  are being applied in  varying degrees across regions 
and countries. D espite  the strong calls fo r  re fo rm , there are fundam ental 
differences between v is ion  and reality and between theory  and practice. The 
con ten t and depth o f  the re fo rm s vary considerably between developed and 
develop ing countries— and even between countries w ith in  the same reg ion o r 
w ith  s im ilar levels o f  developm ent. O rgan iza tiona l cultures, po litica l 
ins titu tions , the nature o f  social segmentations, pow er re lations and 
in te rna tiona l d o n o r pressures are im p o rta n t factors to  consider in  
understanding w h y  state authorities choose some re fo rm s instead o f  others, 
and w hy some re form s have been m ore d iff ic u lt to  im p lem en t than others.

The  paper is d iv ided in to  seven sections. T h e  next one examines fo u r main 
global issues that are d riv in g  pub lic  sector re fo rm s— financia l g lobaliza tion , 
fiscal defic its, adjustm ent program m es o f  m u ltila te ra l agencies and 
dem ocratization. Section I I I  provides a b r ie f sum m ary o f  the various 
com ponents o f  pub lic  sector re fo rm s— fiscal s tab ility  and dow nsiz ing, 
managerial effic iency, capacity bu ild ing  and pub lic  accountab ility . Section IV  
discusses d ie  social and ins titu tiona l effects o f  tw o  key re fo rm  measures 
associated w ith  fiscal s tab ility  and dow nsiz ing— pub lic  expenditure  re fo rm s and 
priva tiza tion . Section V  focuses on re fo rm s dealing w ith  managerial e ffic iency 
as w e ll as the in s titu tio n a l and capacity issues related to  these re fo rm s; and 
section V I  discusses capacity-build ing re form s. Section V I I  concludes the study 
and o ffe rs  suggestions about h o w  to  ensure tha t pub lic  sector re fo rm s are 
accountable to  society and sensitive to  the po litica l realities o f  adjusting 
states— especially those w ith  weak ins titu tions.
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II. The Global Pressures for Public Sector 
Reform
Financial globalization
A m o n g  the forces that are reo rien ting  v is ions about h o w  nationa l pub lic  
sectors should be organized, fo u r are o f  special significance. T h e  firs t is the 
spread o f  g loba l markets, especially those re lating to  financial in teg ra tion  and 
libera liza tion. A t  the end o f  1995, the w o r ld ’s financial markets s tood at $33.5 
tr i l l io n 1— o f  w h ich  the equity markets accounted fo r  $13 tr il lio n  and the bond 
markets $20 tr illio n . A b o u t three fifth s  o f  the bonds were issued by 
governm ents in  O E C D  countries, w ith  tw o  fifth s  to  cover budget defic its 
(W arbu rton , 1999). B ond  issuance was seen as an a lternative to  central bank 
financ ing  (m onetiza tion) o f  defic its, w h ich  was believed to  be in fla tiona ry . N e t 
capital flow s to  deve lop ing countries also expanded greatly fro m  $8.1 b illio n  in 
1970 to  about $200 b illio n  in  1996 ( IM F , 1998a). I t  is reckoned tha t deve lop ing 
coun try  governm ents accounted fo r  about 2 per cent o f  the bonds issued in  the 
in te rna tiona l capital markets in  1995.

A b o u t 30 b ig  banks and investm ent ins titu tions  dom inate the management o f  
funds that f lo w  th rough  these markets. W ith in  countries, there has been a 
m a jo r process o f  in tegra tion  o f  d iffe re n t financial in s titu tio n s— such as 
investm ent, deposit and retail banks; insurance companies; estate agencies; and 
pension funds. T h is  has p rom o ted  a process o f  securitiza tion— the 
trans fo rm a tion  o f  d iffe re n t types o f  financia l assets in to  bonds. T he  
libe ra liza tion  o f  capital contro ls  in  the 1980s in  m any O E C D  countries has in  
tu rn  transform ed the in tegra tion  that has taken place in  na tiona l financial 
markets in to  a g lobal phenom enon. Today, a bond  may be issued, say, in  
Jakarta by a pub lic  au thority , funded in  Am sterdam , serviced in  L o n d o n  and 
held as a pension fund  in  N e w  Y o rk . T h is  has im p lica tions fo r  the organization 
o f  pub lic  sectors and the behaviour o f  those entrusted to  run  them . W h ile  the 
choices o f  savers and borrow ers have increased as a resu lt o f  financial 
g lobaliza tion , the links between the tw o  sets o f  actors have become 
progressively weakened (W arburton , 1999).

Savers o r  investors o ften  do  n o t have adequate in fo rm a tio n  about bo rrow ers—  
especially new  borrow ers in  fo re ign lands. Possibilities fo r  fraud, defau lt o r 
p o o r management are thus high. These outcom es can be disastrous fo r  savers, 
many o f  w h o m  n o w  include ord ina ry  pension fund  con tribu to rs  o r the public. 
T h is  may pa rtly  explain cu rren t concerns in  in te rna tiona l financia l circles fo r  
p u b lic  sector transparency, p ro tec tion  o f  p rope rty  rights, sound finance and 
deregulation. T he  ease w ith  w h ich  funds can be transferred fro m  one coun try  
to  another allows financia l markets to  act as an agency o f  restra in t o r  d iscip line 
on the behaviour o f  na tiona l m acro-econom ic po licy  makers. The  la tte r have to 
get r ig h t w ha t the markets consider “ fundam entals” — essentially, lo w  budget 
defic its and lo w  in fla tio n  rates— in  order to avoid a sudden w ithdraw a l o f  
funds and p rec ip ita tion  o f  a financial crisis. T he  g ro w th  o f  in te rna tiona l finance 
has a po ten tia l to  create a standardized fo rm  o f  p u b lic  sector in  countries that 
are w e ll in tegrated in to  the g lobal economy.

1 All references to  dollars arc to US dollars.
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Fiscal deficits
The second type o f  pressure that is changing conven tiona l ideas about the 
pu b lic  sector is the fiscal defic its experienced by m ost states in  the 1970s and 
1980s. Whereas the average budget balances as a percentage o f  G D P  fo r  
O E C D  countries between 1960 and 1969 was about 0 per cent— w ith  countries 
like G erm any, Japan and Sweden record ing  positive  balances— in  the 1970- 
1979 pe riod  average balances turned negative. D e fic its  were pa rticu la rly  high 
du ring  the 1975-1978 o il p rice-induced recession: -4.6 per cent in  1975, -4.2 per 
cent in  1976, -3.4 per cent in  1977 and -3.4 per cent in  1978. A  d e fic it o f  about 
3-4 per cent was com m on fo r  m uch o f  the 1980s, w ith  figures averaging 5-6 
per cent o f  G D P  between 1983 and 1986. D e fic its  o f  m ore  than 10 per cent o f  
G D P  were the n o rm  in  Belg ium , Greece, Ire land, Ita ly  and P ortugal. They were 
also a p rob lem  in  developing countries. In  A frica , average defic its  between 
1975 and 1978 were 6.5 per cent o f  G D P ; and about 4 per cent o f  G D P  in  the 
1980s. In  this region, there were many countries w ith  de fic its  o f  m ore  than 10 
per cent fo r  some years— Ghana, L iberia , M alaw i, M auritius , T ogo , Za ire  and 
Zam bia, fo r  instance. In  La tin  Am erica and the Caribbean, the average de fic it 
fo r  1975-1978 was m uch low er than that fo r  A frica  and the O E C D  countries—
2.7 per cent o f  G D P . H ow ever average defic its increased d u rin g  the 1980s to
5.8 per cent o f  G D P ; they rose to  about 8 per cent between 1980 and 1986—  
w ith  Belize, B o liv ia , B razil, Jamaica, M exico, N icaragua and Suriname 
sometim es record ing  defic its o f  m ore than 10 and 20 per cent. D e fic its  in  Asian 
countries averaged 4 per cent between 1975 and 1989. Bangladesh, Burm a 
(now  M yanm ar), Indonesia, Korea, Malaysia and Singapore had defic its o f  less 
than 3 per cent ( IM F , 1988).

W hat constitutes a fiscal crisis depends u ltim ate ly  on  h o w  defic its are financed, 
and w hether an econom y is g row ing  enough to  suppo rt de fic its  tha t are 
financed th rough  m onetary expansion o r  b o rro w in g  fro m  the central bank. 
H ow ever, W estern po licy  makers and developm ent analysts in  the 1970s and 
1980s associated high in fla tio n  rates, s low  o r  negative g row th , imbalances in 
external accounts and lo w  dom estic investm ents in  m os t O E C D  and 
develop ing countries w ith  the marked deterio ration  o f  gove rnm en t finances. 
T h e  need to  co n tro l budget defic its became a m a jo r issue in  debates about how  
to  get economies ou t o f  in fla tio n  and recession and p rom o te  the p riva te  sector. 
Issues o f  dow nsiz ing, m arketization and p riva tiza tion  gained prom inence  as 
m ethods fo r  co n tro llin g  the fiscal defic its and restructu ring  the p u b lic  sector.

Structural adjustment
T he th ird  pressure fo r  re fo rm  was ideological. I f  g loba liza tion  and the fiscal 
crisis p rov ided  the structura l contexts fo r  re fo rm , i t  was the m ultila te ra l 
in s titu tio n s— especially the IM F  and the W o rld  Bank— that o ffe re d  the 
arguments, policies and, in  many cases, guidance fo r  re fo rm s leading to  
dow nsiz ing, m arketization, p riva tiza tion  and transparency in  the p u b lic  sectors 
o f  develop ing countries. H ow ever, du ring  the 1980s, the stab iliza tion  and 
adjustm ent program m es o f  these ins titu tions  focused on m arket e ffic iency—  
n o t on  state re fo rm . I t  was believed that libera liza tion  and dow nsiz ing  in  
themselves w o u ld  produce a m in im a l, m arke t-friend ly  and d isc ip lined  state. 
T he  social costs o f  adjustm ent as w e ll as the less than im pressive record  o f  
im p lem enta tion  o f  re fo rm  and lo w  g row th  figures in  m any crisis econom ies led 
to  a strong proactive  in terest in  state re fo rm  in  the 1990s. T h e  1997 W orld
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D e v e lo p m e n t R e p o rt, fo r  instance, a ffirm ed  that “ the state is central to  
econom ic and social developm ent, n o t as a d irect p ro v id e r o f  g ro w th  b u t as a 
partner, catalyst, and fac ilita to r” , and that “ the de te rm in ing  fac to r beh ind  ... 
con trasting  developm ents (am ong regions) is the effectiveness o f  the state”  
(W o rld  Bank, 1997a:l). In  the v ie w  o f  d ie W o rld  Bank, m atch ing  the ro le  o f  
the state to its capabilities can create effective states; and where capabilities are 
weak i t  can do so by re inv igo ra ting  pub lic  ins titu tions.

In  the fie ld  o f  pub lic  sector re fo rm , the W o rld  Bank has focused on c iv il 
service restructuring , pay and em ploym ent re fo rm , p riva tiza tion , 
decentra lization and m arketization o f  pub lic  services. The  IM F  on the o ther 
hand has concentrated on  aggregate fiscal balances, transparent budgetary 
practices, expenditure con tro ls  and tax adm in istra tion . The  d iv is ion  o f  labour is 
n o t w a te rtigh t, as the W o rld  Bank also w orks in  m any o f  the F und ’s core 
activities. The  key ideas o f  the B ank and Fund were themselves in fluenced by 
insights fro m  new  in s titu tio n a l econom ics2 and princ ipa l-agent theory.3 O f  
im portance here is the v iew  that the pub lic  sector is overly  b loated and 
underperfo rm s because state o ffic ia ls  pursue the ir ow n na rrow  se lf interests 
ra ther than the pub lic  interest; and tha t i t  is d iff ic u lt to  extract accountab ility  
and good perfo rm ance fro m  pub lic  servants because o f  the m o n o p o ly  
characteristics o f  pub lic  sendees, im perfec t in fo rm a tio n  about the abilities and 
interests o f  pub lic  employees, and the huge transaction costs tha t w o u ld  be 
invo lved  in  e ffo rts  to  w rite  and m o n ito r com plete contracts.4 I t  is believed that 
subjecting the state to  greater com pe tition  may a llow  governm ents and society 
to overcom e these problem s.

Dem ocracy
The fo u rth  pressure fo r  re fo rm  came largely fro m  society and is related to  the 
dem ocratization tha t swept m uch o f  the w o rld  in  the 1980s and 1990s. Social 
forces associated w ith  po litica l re fo rm s were am biva lent about the value o f  
markets, dow nsiz ing, p riva tiza tion  and transnationalization. D em ocra tiza tion  
was linked  w ith  calls fo r  better fo rm s o f  representative and accountable 
governm ent, and dissatisfaction w ith  the quantity, quality and cost o f  pub lic  
service. Survey data in  O E C D  countries and anecdotal evidence in  the 
develop ing w o rld  suggested that c iv il society’s oppos ition  to  the state was o ften  
at odds w ith  the vis ions o f  dow nsiz ing  and m arketiza tion  held by neolibera l 
governm ents and agencies. D espite  pub lic  oppos ition  to  high taxes and p o o r o r 
de te rio ra ting  services— arguments used by governm ents and agencies as 
jus tifica tion  fo r  the re fo rm s— pub lic  preferences were fo r  state invo lvem en t in 
the p rov is ion  o f  m ore and better sendees. P opu lar pressures fo r 
dem ocratization were also linked  in  some m u lti-e thn ic  societies— such as

2 T h e  key issues in  new  institu tional econom ics arc transaction  costs, uncertain ties and  co n trac t 
en fo rcem en t. E n trep ren eu rs, fo r instance, m ay transact businesses w ithin o rganizations (o r se t up  
institu tions that are hierarchical) ra ther than  in the o pen  com petitive m arket i f  the transaction  
costs are high and the activities them selves are repetitive.
3 1Ъ е principal is society and the agents are the public servants. T h e  in terests o f  the principal and 
the agents are  n o t necessarily th e  same. I f  accountability m echanism s are w eak, the agents m ay 
pu rsu e  their ow n in terests ra th er than  those  o f  the principal.
4 It is im possib le to  w rite  com plete  con tracts because o f  uncertainties. I t  is im possib le  to  kn o w  
exactly— to  the sm allest detail— everything that may be needed to accom plish a particular job. 
Besides, m anagers m ay find it  difficult to  m o n ito r on  a m inu te-by-m inu te basis w hat a public 
se rvan t does at w o rk  for th e  e igh t h o u rs  he o r  she is paid  to w ork.
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B oliv ia , Guatemala, N igeria  and Sri Lanka— w ith  demands fo r  decentra lization, 
w h ich  is a central feature o f  pub lic  sector re fo rm .

D o n o r  agencies— in  France, the U n ited  K in g d o m  and the U n ite d  States, fo r  
instance— also played key roles in  in fluenc ing  the process o f  dem ocra tization  in  
deve lop ing countries. H ow ever, such pressures were n o t always consisten t as 
o the r fo re ign po licy  and com m ercia l issues d ictated app lica tion  o f  the 
p rincip les o f  dem ocratization in  specific countries. T he  B re tto n  W oods 
ins titu tions— especially the W o rld  Bank— also recognized the ro le  o f  
democracy in  p u b lic  sector re fo rm . These in s titu tio n s  tended, how ever, to  
adopt an instrum enta l v iew  o f  democracy— it  was useful in  e ffo rts  to  curb 
co rru p tio n , change no n -re fo rm in g  governm ents and advance libera liza tion  
policies. P opu lis t fo rm s o f  dem ocratization that threatened the m arket re fo rm s 
were viewed w ith  d isfavour.

There were e ffo rts  by social groups and organizations to  adapt to  the changes 
invo lved  in  pub lic  sector re fo rm  and ensure that pub lic  and in d iv id u a l interests 
were protected. W here re fo rm s were perceived to  lead to  be tte r services and 
o ffe red  prospects fo r  pa rtic ipa tion  in  governance and developm ent, they 
tended to  be w elcom ed o r n o t strong ly opposed by the pub lic . W here they 
threatened live lihoods and underm ined pa rtic ipa tion  and accountab ility  they 
were resisted o r  n o t fu lly  embraced. Perceptions o f  gains and losses vary a great 
deal am ong groups in  the pub lic  sector and w ith in  society generally (Larb i, 
1999a). Such am bigu ity  has a llowed external agencies and governm ents to 
retain co n tro l o f  the pub lic  sector re fo rm  agenda even i f  they have n o t always 
obta ined the desired results.

III. Public Sector Management Reforms
The pub lic  management re fo rm s cover a range o f  in itia tives tha t seek to 
achieve fo u r m ain objectives— fiscal stability , managerial e ffic iency, state 
capacity and pub lic  accountability. R eform s dealing w ith  fiscal s tab ility  app ly to 
all states, a lthough policies fo r  achieving results may vary across countries. In  
general, fiscal re fo rm s are the m ost consistently pursued and fa r-reach ing o f  
the pub lic  sector management re fo rm s— w ith  d irect im p lica tions  fo r  the w e ll
being o f  pub lic  sector employees, state capacity and social developm ent. They 
deal w ith  issues o f  dow nsiz ing  o r  expenditure reduction , p riva tiza tion  and tax 
re fo rm . R eform s tha t seek to  p rom ote  managerial e ffic iency focus on  
organizational restructu ring  and in tro d u c tio n  o f  m arke t o r  quasi-m arket 
p rincip les in  the delivery o f  p u b lic  services. T hey address three m ain issues—  
decentralized management and creation o f  executive agencies o u t o f  m o n o lith ic  
bureaucracies, perform ance contracts fo r  employees and con trac ting -ou t o f  
services to  the p riva te  sector.

The  m ost com prehensive re fo rm s in  the fie ld  o f  e ffic iency p ro m o tio n  and 
organizationa l res tructu ring  are in  O E C D  countries— w ith  Austra lia , N e w  
Zealand and the U n ited  K in g d o m  as the lead re form ers. H ow ever, aspects o f  
these re fo rm s are being applied in  m any deve lop ing  and trans ition  
econom ies— especially those that are heavily dependent on  donors fo r  the 
financ ing  o f  governm ent activities. As these re fo rm s deal w ith  in s titu tio n a l
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issues, there is o ften  a w ide gap between expressed goals and concrete 
outcom es— even in  O E C D  countries. P re -re fo rm  adm in istra tive  styles o r 
m ethods o f  w o rk , bureaucratic riva lry , in s titu tio n a l inertia , weak capacity and, 
in  some cases, m arket failures act as serious constraints on  im p lem enta tion .

C apacity-bu ild ing  re fo rm s tend to  be restricted largely to the deve lop ing  w o rld , 
especially the “ least developed countries” — m ost o f  w h ich  are in  A frica . They 
address issues re lating to the technical capacities o f  c iv il servants in  po licy  
analysis and m o n ito r in g , management o f  recurrent expenditure  costs to  ensure 
susta inability o f  pro jects, pub lic  investm ents and pay re form s. R eform s dealing 
w ith  pub lic  accountab ility  seek to  im prove  transparency in  pub lic  p o licy  and at 
the same tim e p rom o te  popu la r pa rtic ipa tion  in  the delivery o f  pu b lic  sendees. 
A m o n g  the instrum ents that have emerged fo r  the a tta inm ent o f  these goals are 
C itizens’ Charters, O m budsm en and sendee de livery o r  user sun-eys. Issues o f  
parliam entary p lu ra lity , press freedom , independent judiciaries, deve lopm ent o f  
mass-based p o litica l parties and c iv ic action are also central to  pub lic  
accountability . I t  is im p o rta n t to  see the links between the goals and the 
re fo rm s as an in tegral w ho le  ra ther than as discreet elements tha t demand 
d iffe re n t re fo rm  instrum ents fo r  each o f  the goals. F o r instance, some o f  the 
fiscal re fo rm  instrum ents are o ften  jus tified  as e ffic iency enhancing, w h ile  the 
managerial re fo rm s are believed to  con tribu te  to  fiscal stability. O f  the fo u r 
broad areas o f  re fo rm , the in te rnationa l financial in s titu tio n s  attach p rim ary 
im portance to  fiscal stability , fo llow ed , in  descending order, by  managerial 
e ffic iency re form s, capacity-bu ild ing re form s and pub lic  accountab ility . The 
b u lk  o f  the discussion w ill focus largely on  the firs t three areas o f  re fo rm , and 
the conc lud ing  section w il l  address the fourth .

Box 1: P o licy goals and reforms in pub lic  secto r restructuring

Goals Reforms

Fiscal stability •  Expenditure  re duc tion
•  Privatization
•  Tax re form

M a n ag eria l e ffic iency •  D ecen tra lized  m anagem ent
•  Executive agenc ies
•  Quasi-m arkets
•  C orpora te  b o a rd  o f d ire c to rs
•  P erfo rm ance con trac ts
•  C ontracting -ou t

C ap acity  bu ild ing •  Hum an re source  deve lopm ent
•  P o licy  analysis a n d  m on ito ring
•  M anagem ent o f recu rre n t costs
•  M anagem ent o f p u b lic  investm ent
•  Pay re form

P ublic accountab ility •  C itizens ' Charters
•  O m budsm en
•  Service de live ry surveys
• P lura l parliam ents
• Press freedom
•  Indepe nde n t ju d ic ia ry
•  M ass-based p o litica l parties
•  C iv ic ac tion
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IV. Fiscal Stability
There have been concerted e ffo rts  by governm ents and m u ltila te ra l financial 
in s titu tions  to  reduce the size o f  the state and restructure the various 
com ponents o f  its spending activities. Policies have focused on the expenditure  
and revenue sides o f  the fiscal p rob lem . In  add ition , p riva tiza tion  has been 
used as an ins trum en t to support the goals o f  fiscal s tab ility  and state 
contraction . H o w  have governm ents gone about pursu ing  these goals? W hat 
results have they yielded? Is the state con tracting  o r  s till g ro w in g  in  various 
regions o f  the w orld?  Has fiscal s tab ility  been achieved? A n d  w h a t are the 
social im p lica tions o f  the fiscal reform s?

Public expenditure reform
D u rin g  the 1980s, average central governm ent spending as a percentage o f  
G D P  varied between 25 per cent in  South Asia and 39 per cent in  the M idd le  
East and N o r th  A fr ic a — w ith  sub-Saharan A frica  (27 pe r cent), East Asia  and 
the Pacific (26.5 per cent) and La tin  A m erica  (26.5 per cent) occupying 
interm ediate positions. The  figure fo r  the industria lized  countries was 35 per 
cent (W orld  Bank, 1997a). A l l  regions arrived at these levels o f  expenditures 
fro m  relative ly lo w  figures o f  less than 20 per cent d u rin g  the 1960s. Levels o f  
state expenditure d id  n o t correlate w ith  levels o f  econom ic developm ent. 
H ow ever, there were marked differences in  the expenditure patterns o f  
developed and develop ing countries. O n  average, the largest share (m ore than 
45 per cent) o f  central governm ent expenditure in  industria lized  countries was 
accounted fo r  by social security transfers and social service (especially health) 
p ro v is io n in g  (IM F , 1996). In  develop ing countries— except fo r  those in  La tin  
Am erica— social security and welfare occupied m in o r roles in  pub lic  
expenditure  pro files . Instead, the largest shares were taken up by  capital 
expenditures (on average, m ore than 30 per cent), governm ent adm in is tra tion  
(15 per cent) and wages (26 per cent). Expend itu res on  education (11.4 per cent 
on  average) and health (about 5 per cent) were m uch low e r than capital 
expenditures. T h e  emphasis on  capital expenditure in  deve lop ing  countries 
should be understood in  the lig h t o f  the strong need expressed by new states 
fo r  rap id  in frastructu re  developm ent and grow th . D e b t repaym ent also 
constitu tes a substantial part o f  the expenditures o f  low -incom e  countries—  
especially those that are heavily indebted.

Expenditure reforms in OECD countries
Pub lic  expenditure re form s in  the 1980s and 1990s have reflected these 
differences in  expenditure patterns. In  industria lized countries, the emphasis 
has been on the welfare and social service com ponents o f  state expenditures, 
a lthough the extent o f  adjustm ent has varied am ong countries. In  these 
countries, expenditure  re fo rm s seek to  address the prob lem s associated w ith  
changes in  dem ographic trends and high dependency ratios; 5 unsustainable tax 
burdens; and in fo rm a liza tion , tax evasion and erosion o f  the tax base— as w ell 
as high wage costs and rig id  labour markets that may underm ine national 
com petitiveness as countries become fu rth e r integrated in to  the g lobal 
econom y. Trends in  welfare expenditure re fo rm s re flec t d ifferences in  welfare

5 L ab o u r force participation  rates are falling d ue  to  high levels o f  u n em ploym en t, w hereas the 
p ro p o rtio n  o f  the aged is increasing— raising th e  p rob lem  o f  unsustainable  sta te-financed  pension  
schem es and o th e r  traditional w elfare services.
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state systems. C ountries tha t have opted fo r w ide-ranging neolibera l re fo rm s—  
Austra lia , Canada, N e w  Zealand, the U n ited  K in g d o m  and the U n ite d  States—  
have pursued policies o f  labour m arket and wage flexib ility ', greater selectivity in  
w elfare  suppo rt and gradual erosion o f  benefits and coverage.

Scandinavian countries, on  the o the r hand, have been concerned about h o w  to 
adjust the ir trad itiona lly  active labour m arket policies, re lative gender equality 
and h igh  rates o f  labour force pa rtic ipa tion— as w e ll as the ir generous benefit 
schemes— to  prob lem s o f  dec lin ing revenues and g row ing  pub lic  
dissatisfaction w ith  high taxes. Fiscal re fo rm s in  these countries have focused 
on reducing unem ploym ent benefits and m arginal tax rates;6 extending pension 
co n tr ib u tio n  years; ty ing  benefits closely to  con tribu tions ; p riva tiz ing  some 
aspects o f  service delivery; and p ro m o tin g  w o rk fa re  schemes as a central 
com ponen t o f  unem ploym ent benefits. M os t o the r European countries have 
trad itiona lly  supported high social transfers at the expense o f  social services—  
a lthough there are trends in  recent years to  carry o u t m ore  radical re fo rm s o f  
the ir w elfare systems. In  these countries— especially the L a tin  ones in  southern 
E urope— social expenditure policies are oriented towards p ro te c tio n  o f  the 
male employee w ho  is expected to shoulder the responsib ilities o f  the fam ily. 
They have also to lerated large-scale unem ploym ent, early re tirem en t and high 
pension payments, even though the ir susta inability has been seriously 
questioned (E sping-Andersen, 1996).7

There  is controversy am ong scholars on the question o f  w he ther pub lic  
expenditures in  industria lized  countries— especially those re lating to welfare 
and social sendees— have declined. Data fo r  the 1980s suggest tha t to ta l and 
central governm ent expenditures grew, albeit m arginally, fro m  45 to  47 per cent 
and 30 to  33 per cent o f  G D P , respectively; and expendim re on social security 
and health as a percentage o f  G D P  rose in  m ost countries. T h is  has led to  the 
conclusion tha t the welfare state has shown a rem arkable degree o f  resilience; 
and tha t social expenditure re form s have been m odest (Pierson, 1996; Esp ing- 
Andersen, 1996; Stephens, 1996). P ierson attributes th is resilience to  three 
m ain issues:

•  Since the welfare state is believed to  represent the curren t stains quo, 
radical re fo rm  is d iff ic u lt to  im p lem ent in  po litica l systems where a 
coa lition  o f  parties share power.

• D espite  the costs o f  the welfare system, i t  continues to  enjoy high 
pub lic  support.

• Some o f  d ie beneficiaries o f  welfare have p roven  to  be w e ll 
organized in  p ro tec ting  benefits.

D ata  fo r  the 1990s and new insights on patterns o f  social expenditure 
res truc tu ring  have challenged this v iew  o f  welfare state resilience. C layton and

6 T h e  Sw edish g o v ern m en t an n ounced  big incom e tax cuts in its 2000 b u d g e t p roposals in 
S ep tem ber— the SI.2  billion tax cuts are targeted  at m iddle- and  low -incom e earners (“Sw eden 
unveils big incom e tax cu ts” , F in an c ia l T im e s , 21 S ep tem ber 1999).
7 I t  has been  estim ated , fo r  instance, tha t 60 per cen t o f  Italy’s expendim re o n  w elfare goes on 
pension  paym ent. T h e  E u ro p ean  average is 45 per cent. Because o f  th e  h igh  pension  share o f  
public expendim re, Italy finds it difficult to  finance a system  o f  unem p lo y m en t benefits. 
E co n o m is ts  con ten d  that the w elfare p rog ram m e rew ards the o ld and punishes the young, by 
m aking the la tter im m obile , averse to risk and d ep en d en t on  parents. Sec Blitz, 1999.
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Pontusson (1998:69) repo rt that w hen issues o f  inequality, mass unem ploym ent 
and w ide r pub lic  sector re fo rm s are factored in to  the analysis, “ m a jo r changes 
... in  the scope and organization o f  pub lic  welfare p ro v is io n  [have occurred] ... 
across the O E C D  area ... generally” . In  Sweden, since some benefits— such as 
the supplem entary pension scheme, sick pay and parental leave insurance— are 
tied to  em ploym ent, a doub ling  o f  the unem ployed popu la tion  in  the firs t h a lf 
o f  the 1990s increased the num ber o f  people w ho  were excluded fro m  
universalis tic  welfare program m es. T o ta l social spending per p o o r person grew  
less than real G D P  per capita in  B rita in , G erm any, Sweden and the U n ited  
States between 1979 and 1992; and the average annual g ro w th  o f  to ta l social 
spending per aged and unem ployed person fe ll sharp ly in  those countries 
between 1980 and 1993. U sing cu rren t socio-econom ic data fro m  the O E C D ’s 
H isto r ica l S ta tistics , C layton and Pontusson reveal a consistently dow nw ard  
trend  in  the g ro w th  rate o f  real governm ent expenditure fo r  the years 1960- 
1973 (3.6 per cent), 1973-1979 (2.8 per cent), 1979-1989 (2.4 per cent) and 
1989-1994 (1.2 per cent). The  size o f  the pub lic  sector labour fo rce  also fell 
sharply fo r  m ost countries du ring  the 1990s.

In  15 O E C D  countries fo r  w h ich  data are available, wage inequa lity  between 
the top  and b o tto m  incom e groups increased am ong men in  12 countries and 
am ong w om en in  9 between 1975 and 1995; the percentage o f  the popu la tion  
earning less than 40 per cent o f  the median incom e grew  between 1980 and 
1991 in  the fo u r countries that are o ften  used to  illustra te  d iffe re n t m odels o f  
welfare state systems— B rita in  (20.0-25.7), G erm any (13.1-14.1), Sweden (16.4- 
20.6) and the U n ited  States (18.8-21.0); and the percentage o f  ind iv idua ls 
receiving means-tested social assistance increased in  all b u t three O E C D  
countries between 1980 and 1992. In  E uropean O E C D  countries, i t  w ou ld  
seem that social expenditure restructu ring  has affected the social services m uch 
m ore than social security transfers. T he  pub lic  share o f  to ta l health expenditure 
fe ll o r  rem ained the same in  9 ou t o f  12 European countries du ring  the 1990s.

Expenditure reforms in developing countries
P ub lic  expenditure re fo rm s in  developing countries have focused largely on 
cutbacks in  capita l expenditures, the wage b ill, em p loym ent and adm in istra tion . 
The  IM F  and the W o rld  Bank have played m a jo r roles in  in fluenc ing  the size 
and com pos ition  o f  expenditures in  these countries. T he  IM F  has tried  to  
achieve this th rough  its Enhanced S tructura l A d jus tm en t F ac ility  (ES AF)—  
w h ich  was established in  1987 and is targeted at low -incom e countries. Its  loans 
carry low e r interest rates and longer repaym ent periods than no rm a l IM F  
stand-by arrangements. By 1997, about 80 countries were elig ib le fo r  E S A F  
loans and 35 E S A F  arrangements were in  operation. The  W o rld  B ank ’s w o rk  in 
pub lic  expenditure re fo rm  is carried o u t th rough  its S tructura l A d jus tm en t 
Loans (SALs) and Sectoral A d jus tm en t Loans (SEC A Ls). Between 1979 and 
1994, about 250 o f  these loans in  86 countries addressed fiscal re fo rm s. A  to ta l 
o f  51 per cent o f  the loans w en t to A fr ic a  and 23 per cent to  L a tin  Am erica. 
O th e r regions, inc lud ing  trans ition  economies in  Eastern E u rope , accounted 
fo r  less than 10 per cent each. H ow ever, the share in  value o f  loans was rough ly  
equal between A fr ic a  (30 per cent) and L a tin  A m erica  (29 per cent)— w ith  
trans ition  economies accounting fo r  16 per cent o f  the to ta l (W o rld  Bank, 
1997b).
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F o r loans tha t are d irectly  related to  expenditure re fo rm s, w h ich  fa ll under the 
W o rld  Banks’ P ub lic  Sector M anagem ent (PSM) p o rtfo lio , the d is tr ib u tio n  has 
been d iffe ren t. Even though A fr ic a  attracted m ore  o f  these loans— im p ly in g  
m ore intense re fo rm  activ ities— h a lf o f  the ir value w e n t to  L a tin  A m erica  in  
1995-1997, m ore  than 25 per cent to  trans ition  economies and on ly  12 per cent 
to  A frica . T he  A frica n  share had d ropped fro m  about 20 per cent in  the pe riod  
1988-1992 (Berg, 1999; W o rld  Bank, 1997c). A  W o rld  Bank evaluation re p o rt 
(1997b:84) on  fiscal management reported  that “ lo w  incom e countries tended 
to  face m ore  b in d in g  cond itions than h igh-incom e countries, and cond itions 
tended to be stronger in  A F R  (A frica) and E C A  (Eastern E u rope  and Centra l 
Asia) than in  L A C  (La tin  A m erica  and the C aribbean)” . Table  1 h igh ligh ts the 
d is tr ib u tio n  o f  loan cond itions by expenditure re fo rm  goals in  1980-1994. The  
re fo rm s dealing w ith  d irect expenditure reduction  objectives account fo r  m ore 
than h a lf o f  the to ta l activities (126). T he  single largest num ber o f  re fo rm  
activities (52) was in  capital expenditure.

Table 1: Loan conditions by expenditure reform objective, 1980-1994

Condition Number of countries on which 
condition was imposed

Expenditure reforms 126

Streamline budgetary processes and accounts 42

Civil service reform 42

Privatization and marketization 43

Social sector restructuring 60

Poverty alleviation 10

Participation 1

Others 26

Source: Adapted from World Bank, 1997b.

W hat have been the outcom es o f  expenditure re fo rm s in  deve lop ing  countries? 
Reductions in  overall fiscal defic its became v is ib le  fo r  m ost regions on ly  du ring  
the 1993-1997 pe riod— fro m  -6.3 to  -2.9 per cent fo r  A frica ; -2.9 to  -2.4 per 
cent fo r  Asia; and -8 to -3.6 per cent fo r  the M idd le  East and Eastern Europe. 
La tin  A m erica  achieved fiscal stab ility  by 1990 (-0.2 per cent); fiscal deficits 
rose to -0.9 per cent in  1993 and -1.9 per cent in  1994 before declin ing  to  -1.7 
per cent in  1996 and 1997 (IM F , 1998a). B o th  the IM F  and W o rld  Bank re p o rt 
that ad justm ent has taken place largely on  the revenue side o f  the fiscal 
equation8 ( IM F , 1998b). H ow ever, data fo r  A frica  fro m  the W o rld  B ank ’s 
A frican  D e v e lo p m e n t  In d ica to rs (1998/99) suggest tha t p u b lic  expenditure 
as a percentage o f  G D P  fe ll consistently fro m  30.8 per cent in  1992 to  21.8 per 
cent in  1996, even though i t  rose to  22.3 per cent in  1997. E C L A C  (1996-97) 
data fo r  La tin  A m erica  suggest that expenditures have been fa irly  stable, w ith

8 T h e  IM F  has been pu rsu ing  a w ide range o f  tax refo rm s in developing countries. T h e  core o f  
these reform s focuses o n  sim plification o f  the tax system , refo rm ing  and g ran ting  au to n o m y  to  
the tax adm inistration  system , b ringing m ore taxpayers in to  the tax system , p ro m o tin g  value 
added  tax o r  con su m p tio n  tax and reducing  sta tes’ dependence  on  in ternational trade  taxes.
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period ic  m in o r contractions and overruns du ring  the 1990s fo r  some countries. 
O n ly  in  H onduras and M exico  have expenditures fa llen consistendy and 
sharply du ring  the review  period. In  M exico , p u b lic  expenditure as a percentage 
o f  G D P  dropped fro m  31.8 per cent in  1990 to 23.6 per cent in  1997. 
E xpend itu re  cuts o f  about 4 per cent o f  G D P  were also recorded in  the M id d le  
East and N o r th  A fr ic a  between 1979 and 1994 (W o rld  Bank, 1997a).

Table 2 provides insights in to  governm ent expenditure  trends in  various 
regions. T he  data suggest that, a lthough governm ents grew , albeit s low ly, up to 
the early 1990s, i t  seems that fo r  some regions, governm ents were beg inn ing  to 
sh rink  in  the m id -to -la te  1990s. F o r O E C D  countries, i t  is the rate o f  g row th  
o f  pub lic  expenditures as a percentage o f  G D P — rather than the absolute 
level— that has been declining. G iven  the m arginal changes invo lved , i t  is 
d if f ic u lt  to  establish w hether the decline observed in  o the r regions— such as 
Asia, N o r th  A frica  and sub-Saharan A frica — is a sustainable trend. I t  should  be 
no ted  tha t despite the im portance g iven to  expenditure ad justm ent by the IM F  
and the W o rld  Bank, fiscal data are n o t always accurate— especially fo r  
developing countries. P ublic  expenditure data p roduced by the key 
in te rna tiona l financial ins titu tions  are o ften  incom ple te  fo r  m any countries, 
w h ich  makes i t  d if f ic u lt  to  assess the effects o f  re fo rm s across regions (see 
Therktidsen, 1999, fo r  a discussion o f  data prob lem s). Regional averages also 
conceal country  differences in  perform ance, w h ich  can som etim es be 
significant. Fiscal adjustm ent on b o th  the expenditure  and revenue sides o f  the 
equation has been particu la rly  d iff ic u lt fo r  low -incom e, h igh ly  indebted and 
p rim a ry  com m od ity  expo rting  countries, despite each being a rec ip ien t o f  m ore 
than three adjustm ent loan program m es and intense fiscal surveillance fro m  the 
Bank and the IM F  (W o rld  Bank, 1997b; IM F , 1998c).

Table 2: Are central governments shrinking?— Trends in public 
expenditure in various regions of the world 

(as a percentage of GDP)

1980 1990

Sub-Saharan Africa1"1 25.5 26.3

North Africa (a| 39.0 29.4

Latin America (b) 24.5

South and East Asia (c) 29.4 37.3

1993 1994 1995 1996 1997

27.0 26.8 23.5 21.8 22.3

34.4 32.5 30.7 28.9 30.4

21.7 23.6 23.4 23.6

30.2 26.2

Note: Sub-Saharan Africa does not include South Africa.
Sources: (a) World Bank (1999); (b) ECLAC (1997); (c) ADB (1997 and 1998).

Public expenditure reviews and cash budgets
Problem s o f  expenditure restructu ring  in  low -incom e countries encouraged 
developm ent o f  tw o  m a jo r re fo rm  ins trum ents— p u b lic  expenditure  reviews 
and cash budgeting. P ublic expenditure reviews examine all aspects o f  a loan 
rec ip ien t’s pub lic  expenditures— inc lud ing  sectoral a llocations, investm ent 
program m es and budget policies. They are seen as a way o f  checking 
expenditures that are like ly  to  escape ve rifica tion  o f  p u b lic  investm ent 
program m es. The  num ber o f  reviews grew  considerably in  the 1990s. Between 
1987 and 1998 m ore than 200 reviews were carried o u t in  loan rec ip ien t
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countries. H ow ever, i t  has been found  tha t m ost expenditure  reviews are 
prepared by B ank s ta ff o r  fo re ign consultants and lack na tional pa rtic ipa tion  
( IM F , 1998c); and tha t im pacts have been m odest o r  negligible. C ritics—  
inc lud ing  independent Bank-sponsored evaluation teams— m ain ta in  that 
reviews are o ften  delayed and hard ly  match a coun try ’s budget cycle; the ir 
recom m endations are un p rio ritize d  and sometimes even duplicate the failed 
polic ies o f  governm ents in  several contexts (Berg, 1999; W o rld  Bank, 1998a).

Cash budgeting acts as an agent o f  restra in t on  the spending habits o f  m inisters 
and bureaucrats. I t  aims to  stop governm ent treasuries fro m  p rin tin g  m oney o r 
b o rro w in g  fro m  the central bank to meet the ir ob ligations. Cash budgeting 
creates new rules and procedures on  fiscal management— finance and line 
m in is tries can on ly  spend w hat they have in  the bank; overdrafts are disallowed. 
Variants o f  the cash budget ru le include proposals fo r  balanced budgets—  
w h ich  m ost states in  the US have adopted; and num erical lim its  on  fiscal 
defic its and debt— w h ich  the E U  has im posed on mem bers fo r  m onetary 
un ion  and pa rtic ipa tion  in  the European M onetary  U n ion . A  g ro w in g  num ber 
o f  fiscally distressed economies are currendy im p lem enting  cash budgets—  
inc lud ing  Bosnia-H erzegovina, M alaw i, Peru, Tanzania, Uganda and Zam bia, 
(Therkildsen 1999; B o ln ick , 1997; Stasavage and M oyo , 1999; Chiw ele et al., 
1999; Carlson, 1999).

In  Zam bia, w h ich  is the m ost celebrated case, the J o in t D ata M o n ito r in g  
C om m ittee  was created, com pris ing  o ffic ia ls  fro m  the M in is try  o f  Finance and 
the C entra l Bank, to  ensure that the cash budget was e ffective ly  im p lem ented 
(B o ln ick , 1997). The  com m ittee  meets daily to  ve t fiscal and m onetary data and 
subm its weekly reports to  top  governm ent o ffic ia ls  concerned w ith  econom ic 
p o licy  m aking. In  the case o f  Uganda, considerable au tho rity  is given to  the 
M in is try  o f  Finance to  determ ine appropriate m o n th ly  spending levels as w e ll 
as the d is tr ib u tio n  o f  funds to  line m inistries. U nder the Ugandan scheme, the 
finance m in is te r is n o t p ro h ib ite d  fro m  b o rro w in g  fro m  the Centra l Bank and 
the president can intervene on spending policies.

T he  cash budget has con tribu ted  to a reduction  o f  budget de fic its  in  the 
countries tha t have used it. In  Zam bia, fo r  instance, du ring  the firs t year o f  the 
p o licy  the governm ent turned a de fic it o f  69 b illio n  kwacha in to  a surplus o f  24 
b illio n  (B o ln ick , 1997). The  sustainability o f  the po licy  is, how ever, open to 
serious doubt. F irs t, governm ents have found  i t  d if f ic u lt  to  s tick to  the cash 
budget rules all year round  because o f  the ir negative im p lica tions fo r  pub lic  
sendee p rov is ion ing . Studies on  Zam bia ’s cash budget have revealed w ild  
fluc tua tions in  expenditures, w ith  cash o u tflow s  outpacing cash in flo w s  du ring  
some m on ths  in  the budget cycle. P o litica l leaders have in tervened at critica l 
periods to request central banks to  lend m oney to  m in istries in  o rde r to  p revent 
cash prob lem s tu rn ing  in to  po litica l crises. F o r instance, the Bank o f  Zam bia 
gave the M in is try  o f  Finance 5 b illio n  kwacha to  avert a m a jo r catastrophe in  
maize m arketing  and crop financing  in  the 1993-1994 c ropp ing  season. The  
governm ent had overestim ated the capacity o f  the private  sector to  take over 
the parastatals’ functions o f  c rop  financing and marketing. H ig h  in te rest rates 
were a severe constra in t on p riva te  traders and service p roviders to  partic ipate  
in  the libera lized agricu ltura l sector. A  food  crisis was averted o n ly  w hen the 
governm ent stepped in  to assist the private  traders and vio la ted  its ow n cash 
budget p rinc ip les (Chiwele et al., 1999; B o ln ick , 1997).
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Second, B o ln ick  (1997), and Stasavage and M o yo  (1999) have show n tha t cash 
budgets can d is to rt d ie com pos ition  o f  expenditures. Faced w ith  a cash 
constra in t, m in istries are like ly  to spend m oney on non-essentials— there may 
be m oney fo r  fo re ign  travel instead o f  ru ra l extension w o rk ; w orkers  may n o t 
be paid bu t o ffic ia ls  may s till receive the ir perks and have the ir o ffices 
re furb ished, etc. Stasavage and M o yo  dem onstrate tha t cash budgets may 
punish social m in istries and reward o ffices associated w ith  the presidency. In  
Zam bia, d ie presidency had expenditure overruns equivalent to  1 per cent o f  
to ta l expenditures in  1994. T h is  was rough ly  the same as the 12 per cent 
sho rtfa ll experienced by the M in is try  o f  H ea lth  in  the same period . In  Uganda, 
expenditure overruns in  the president’s o ffice  were a lm ost equal to  the 
com bined shortfa lls  o f  the M in is tries o f  A g ricu ltu re  (-51 per cent) and 
E duca tion  (-29 per cent). T h ird , cash budgets may make i t  d if f ic u lt  fo r  line 
m in istries to  plan p roperly . They may underm ine e ffo rts  to  in troduce  
perform ance targets fo r  employees as w e ll as social pacts to  m in im ize  industria l 
conflic ts.

Social effects of expenditure reforms in low-income countries
In  general, expenditure re fo rm s had strong negative effects on  the social 
sectors o f  adjusting countries in  the 1980s (C ornia et al., 1987; W o rld  Bank, 
1994). In  A frica , fo r  instance, governm ent and W o rld  Bank expenditures on 
education as a percentage o f  G D P  in  21 countries fo r  w h ich  data are available 
show  a sharp de terio ra tion— they fe ll fro m  4.6 per cent in  1980 to  2.6 per cent 
in  1985 and rose s ligh tly  to  2.7 per cent in  1990. E duca tion ’s share o f  tota l 
governm ent budgets fe ll even m ore sharply— fro m  20 per cent in  1980 to  9.8 
per cent in  1985; i t  on ly  recovered in  the late 1980s, reco rd ing  13.6 per cent in  
1990. Obsessed w ith  fiscal and o ther p rob lem s o f  econom ic stab iliza tion , the 
W o rld  Bank considerably reduced its lend ing  to the education sector, 
in troduced  m ore in trus ive  rules fo r  its loan program m es, and encouraged 
“ non-sector specific”  cuts on c iv il sendee wages and em p loym en t levels that 
fu rth e r h u rt labour-in tensive sectors like  education (W o rld  Bank, 1994).

A n  evaluation repo rt in  1994 on the W o rld  B ank ’s ro le  in  hum an resource 
developm ent in  A frica  found  that the Bank’s annual loans on education fe ll 
fro m  $0.50 per person (in 1990 dollars) fo r  the pe riod  1972-1981 to  $0.32 per 
person du ring  the period  1982-1988 (W orld  Bank, 1994:44). T he  W o rld  B ank ’s 
co n tr ib u tio n  as a percentage o f  the education budgets o f  a panel o f  21 
countries actually collapsed fro m  37.3 per cent in  1975 to  0.9 pe r cent in  1985 
(W orld  Bank, 1994:103). F o llo w in g  critic ism s fro m  in te rna tiona l organizations, 
such as U N IC E F , c iv il society groups and social dem ocratic governm ents and 
parties, the Bank d id  a re th in k  o f  its expenditure  re fo rm  polic ies in  the late 
1980s and early 1990s.

Since then the B ank’s focus has been n o t on ly  to dem and lo w e r aggregate 
expenditures fro m  loan recipients, bu t also to recom m end res truc tu ring  o f  the 
com pos ition  o f  expenditures— sh ifting  resources in  favou r o f  non-wage 
activities, maintenance and social expenditures; and ensuring tha t p rim ary  
education and health care are protected o r  en joy supe rio r fu n d in g  at the 
expense o f  tertiary services. Recent IM F  data suggest tha t some progress has 
been made in  achieving these objectives. D espite  the insistence on aggregate
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expenditure contro ls , 32 low -incom e countries under E S A F  experienced an 
increase in  real per capita spending on health and education by an annual 
average o f  2.8 per cent between 1985 and 1996.9 H ow ever, a lthough th is is an 
im p rovem en t on  the record o f  the 1980s, i t  may n o t represent substantia l 
progress w hen set against the very large unm et needs fo r  education and health 
sendees as w e ll as the d im in ish ing  o r  stagnant incomes tha t are s till a feamre o f  
the 1990s in  m any low -incom e countries.

Privatization
P riva tiza tion , o r the transfer o f  state assets to  the p riva te  sector, is a central 
com ponen t o f  dow nsizing. I t  contributes to  fiscal s tab ility  in  tw o  m ain ways. 
F irs t, gains can be made on the expendim re side by w ithd raw ing  subsidies to 
loss-m aking companies and im pos ing  hard budget constra ints on the econom ic 
decisions o f  managers. A  priva tized loss-m aking enterprise can also con tribu te  
to  governm ent revenues th rough  taxation i f  its activities tu rn  o u t to  be 
p ro fitab le . Second, the revenue derived fro m  selling state enterprises to  the 
p u b lic  can help governm ents close the ir fiscal gaps. In  general, how ever, fiscal 
p rob lem s are cash f lo w  prob lem s, w h ich  may n o t be e lim inated by  o n e -o ff 
sales. P riva tiza tion  may im p ro ve  a coun try ’s fiscal p o s ition  o n ly  i f  the pub lic  
enterprises account fo r  h igh fiscal expendim res (Hachette, 1996).

T h e  expenditure  reduction  goal o f  p riva tiza tion  has been im p o rta n t in  m ost 
countries that have im p lem ented p riva tiza tion  program m es. M any state 
enterprises in  develop ing and trans ition  economies have enjoyed w ha t K o rn a i 
has re ferred to  as “ so ft budget constra in ts” — un lim ited  access to  subsidies and 
grants, so ft c red it systems and preferentia l treatm ent in  tax rates (Raiser, 1996). 
A  so ft budget constra in t encourages managers to believe tha t the state w ou ld  
com e to the ir rescue i f  ever they encountered d ifficu lties . I t  reduces the 
incentive to m in im ize  costs. O ne feature o f  the p riva tiza tion  polic ies o f  
countries faced w ith  these prob lem s has been to  corporatize the enterprises 
and w ith d ra w  o r m in im ize  governm ent suppo rt as a firs t step towards fu ll 
p riva tiza tion .

The  revenue-raising aspect o f  p riva tiza tion  has largely been lim ite d  to  L a tin  
A m erican and O E C D  countries that have im p lem ented b ig  p riva tiza tion  
program m es, using m ethods o f  d irect pub lic  auctions on  s tock markets. In  the 
M idd le  East, N o rth  A fr ic a  and sub-Saharan A frica , p riva tiza tion  has been very 
slow, in v o lv in g  m ain ly small and m edium -sized enterprises. A s table 3 shows, 
p riva tiza tion  receipts in  these tw o regions are the low est in  the w o rld . T he  ro le  
o f  p riva tiza tion  as a revenue-generating ins trum en t has also been lim ite d  in  the 
trans ition  economies because o f  the voucher scheme that has been used to 
facilita te sales. V ouchers have been d is tribu ted  to  the adu lt popu la tion , o ften  at

9 C oncerns have been  expressed  abou t the IM F ’s m ethodo logy  on  social spend ing  review s, w hich 
uses G D P  deflators instead o f  social secto r wage deflators. T h e  la tter w ould  be  a m o re  accurate 
m easure o f  real trends in education  and health  expenditures since 90 p e r  cen t o f  education  and 
m o st o f  health  expenditu res are w age-related. See exchange betw een  N . A lexander (D irec to r o f  
G lobalization  Challenge Initiative) and  S. G u p ta  (Chief, E xpen d itu re  Policy D ivision) o f  the IM F. 
G u p ta  concedes the p o in t b u t states th a t wage deflato rs are hardly available fo r  m o st countries. 
F o r 10 coun tries fo r  w h ich  the IM F  has such data, w h ich  are no t revealed, h e  states that their 
expenditu res on  health  and education  increased on  average by 2 p e r  cen t (F in a n c ia l T im e s , 12 
and  19 July 1999).
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give away prices (R odine lli, 1994), to  deflect p u b lic  c ritic ism  o f  p riva tiza tion  
and encourage popu la r pa rtic ipa tion  in  the evo lv ing  m arke t economies.

Table 3: Privatization revenues in developing  
and transition societies ($ millions)

1990 1991 1992 1993 1994 1995 1996 Total

Latin America and 
the Caribbean

10,915 18,723 15,560 10,487 8,198 4,615 14,143 82,641

Transition
countries

1,262 2,551 3,626 3,988 3,956 9,741 5,466 30,591

East Asia and 
Pacific

376 835 5,161 7,155 5,507 5,411 2,697 27,123

South Asia 29 996 1,557 974 2,666 917 889 8,028

Sub-Saharan
Africa

74 1,121 207 640 602 472 745 3,861

Middle East and 
North Africa

2 17 70 419 782 746 1,477 3,510

Source: World Bank (1998b).

Between 1985 and 1995, 11 E uropean U n io n  coun tries10 netted a lm ost $97 
b illio n  fro m  p riva tiza tion , w h ich  was an average o f  abou t 3 per cent o f  the ir 
G D P s. T h e  greatest gains, as a percentage o f  G D P , were made by  the U n ited  
K in g d o m  (9 per cent), Portugal (5.8 per cent) and Sweden (3.9 per cent). 
P riva tiza tion  became a useful to o l o f  budget d e fic it reduction  as countries 
struggled to  meet the M aastrich t budgetary criteria  fo r  jo in in g  the European 
M onetary  U n ion . P riva tiza tion  receipts were seen as less p o lit ica lly  risky in  
e ffo rts  to  reduce the pub lic  debt than pub lic  expenditure  cuts o r  tax increases. 
Cash-strapped governm ents o ften  announced targets fo r  annual p riva tiza tion  
revenues as part o f  budget forecasts, unde rlin ing  the d irec t lin k  between 
p riva tiza tion  and fiscal po licy  (Parker, 1998).

The  financing  o f  fiscal defic its and a ttraction  o f  fo re ign  investm ent were 
im p o rta n t goals in  the p riva tiza tion  strategies o f  L a tin  A m erican countries. 
D ata  fo r  A rgentina  (1985-1991), C hile  (1983-1986) and M ex ico  (1983-1990) 
suggest the use o f  p riva tiza tion  as a d e fic it-financ ing  ins trum en t— inc lud ing  
financing  o f  cu rren t expenditures. Peru and Venezuela have also relied on 
p riva tiza tion  receipts to overcom e severe fiscal constraints. A rgen tina , C hile 
and M exico  have used p riva tiza tion  receipts to reduce the stock o f  the ir 
dom estic pub lic  debt. In  M exico , fo r  instance, a special fund  was created in  
1990 to re tire  some o f  d ie  governm ent’s dom estic debt ob liga tions using 
p riva tiza tion  revenues— $7 b illio n  was re tired  in  1991 and $5 b ill io n  in  the firs t 
quarter o f  1992 (D ev lin , 1994).

P riva tiza tion  is now  a g lobal phenom enon. Between 1990 and 1996, states in  
deve lop ing and trans ition  economies divested $155,654 b ill io n  o f  the ir assets to

10 A ustria, D enm ark , Finland, F rance, (W est) G erm any, Italy, N e th erlan d s, Portugal, Spain, 
Sw eden and  the U nited  K ingdom .
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the p riva te  sector. I f  w e add the p rivadza tion  transactions o f  industria lized  
countries, w h ich  had a value o f  about $175 b illio n  between 1988 and 1993, i t  is 
clear tha t governm ents are disengaging, even i f  unevenly, fro m  direct 
ow nersh ip  o f  business enterprises. Indeed, the num ber o f  p riva tiza tion  
transactions m u ltip lie d  m ore than th ree fo ld  fro m  696 in  the pe riod  1980-1987 
to  2,655 in  1988-1993— w ith  all regions show ing positive  change. Even though 
the share o f  pub lic  enterprises in  the gross dom estic p roducts o f  all deve lop ing 
regions changed little  in  the 1980s, the 1990s have witnessed d is tin c t reductions 
fo r  m ost regions. The  share o f  pub lic  enterprises in  the G D P s o f  industria lized  
countries has declined consistently since 1982.

Welfare effects of privatization
T he argum ents fo r  p riva tiza tion  seem com pe lling  w hen enterprises are located 
in  com petitive  markets and governm ents do n o t have to  w o rry  abou t the social 
o r  welfare objectives o f  pub lic  enterprises. Examples o f  such businesses are 
hotels, bookshops, sugar industries, textiles and taxi-cab companies. U nder 
such cond itions , a p riva tized com pany is judged largely by the c rite r io n  o f  
p roductive  e ffic iency— is the com pany able to  keep supply costs as lo w  as 
possible? Ins igh ts fro m  principal-agent theory a ff irm  tha t p riva te  companies 
are like ly  to be m ore p roductive ly  e ffic ien t than pub lic  enterprises because 
private  managers can be held accountable to on ly  one objective tha t may l im it  
d iscretionary o r  oppo rtun is tic  behaviour by managers— p ro fita b ility . A  private  
com pany w ith  lo w  p ro fits  w ill also experience a declin ing  share price and be 
exposed to takeover threats fro m  com petitors. Furtherm ore , they may have 
large shareholders w ho  are like ly  to  be active m o n ito rs  o f  com pany 
perform ance; and managers’ pay in  a private  firm  may be tied to  perform ance, 
thus encouraging e ffic ien t decisions and w o rk  practices. E m p irica l studies that 
have com pared the tw o  types o f  enterprises seem to  suppo rt these theoretical 
insights (B row n  1998; Parker, 1998; V in in g  and Boardm an, 1992). H ow ever, 
the advantages that private  firm s  enjoy over pub lic  enterprises may be eroded i f  
equ ity ho ld ings are w ide ly  dispersed, large firm s can postpone o r  im m un ize  
themselves fro m  takeover bids, and pub lic  enterprises can be corpora tized  o r 
made to operate like  p riva te  firm s.

Besides, a large num ber o f  the enterprises that were priva tized in  the 1990s 
operate in  m o n o p o lis tic  o r quasi-m onopo lis tic  markets and produce goods and 
services that have strong im p lica tions fo r  w elfare— electric ity, 
te lecom m unications, w ater, post, railways and energy. In  deve lop ing  and 
trans ition  societies, in fras truc tu re  p riva tiza tion  accounted fo r  about 42 per cent 
o f  the p riva tiza tion  receipts between 1990 and 1996 (W orld  Bank, 1998b). 
P riva tiza tion  o f  u tilities  also gained m om en tum  in  European U n io n  countries 
du ring  the 1990s (Parker, 1998). In  dealing w ith  these types o f  enterprises, 
p u b lic  welfare may be negatively affected i f  governm ents are on ly  concerned 
about cost reduction  o r  p roductive  efficiency. Since m any o f  these enterprises 
are m onopo lies , the new  private  owners may raise prices substantia lly above 
the ir m arginal costs and reap m onopo ly  p ro fits . T h is  w ill a ffect consumers, 
especially p o o r social groups, w h ich  may be excluded fro m  the consum ption  o f  
basic goods and sendees. There fo re , w hen issues o f  a llocative e ffic iency, o r the 
se tting  o f  prices at m arginal cost levels, are considered die ow nersh ip  fo rm  is
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n o t s ign ifican t in  de term in ing  pub lic  welfare outcom es. In  o the r w ords, private  
fo rm s o f  ow nersh ip  are n o t inheren tly  superio r to  pub lic  ones.11

O ne way in  w h ich  governm ents have tried to overcom e the constra in ts o f  
m o n o p o ly  and defend pub lic  welfare in  p riva tiza tion  program m es is by 
unbund ling  the various com ponents o f  enterprises,12 stim ula te  co m pe tition  and 
establish regulations. Advances in  in fo rm a tio n  technologies— especially in  such 
areas as fibe r optics, cellu lar and satellite phones, long  distance phone calls and 
data transm ission— have gready increased co m p e titio n  in  the 
te lecom m unications sector. W here effective  regulations are in  place— such as in 
C hile  (W o rld  Bank, 1995; Betran and Sera, 1996) and N e w  Zealand (HaUigan,
1997)— it  has been show n tha t companies do n o t just make good  p ro fits  bu t 
tha t sendees to  consumers can also im prove . H ow ever, data on 
com petitiveness in  the g lobal te lecom m unications indus try  suggest tha t even in  
this increasingly com petitive  sector there is no  corre la tion  between ow nersh ip- 
type and econom ic perform ance. B ro w n  reports tha t in  1995, a lthough  the US 
telecom  industry , w h ich  is com plete ly p riva te ly  ow ned, charged the least fixed 
prices fo r  business custom ers g lobally, the state-owned te lecom m unictions 
com pany in  Iceland had the lowest prices fo r  call charges; and, even though  the 
U n ited  States scored best in  g lobal m u ltifa c to r p ro d u c tiv ity , the state-owned 
Swiss com pany led in  “ revenue per em ployee”  and “ revenue per line ”  (B row n,
1998). W here regulations are weak— as in  the P h ilipp ines te lecom m unictions 
industry— priva tiza tion  has led to  very high p ro fits  fo r  the new  owners b u t less 
ne tw o rk  expansion and p o o r services to  consum ers.13

Studies on  the experience o f  the U n ited  K in g d o m — a p ioneering  coun try  in 
p riva tiza tion— suggest questionable outcom es fo r  a num ber o f  p riva tized 
u tilities. Privatized enterprises have continued to en joy incum bency or 
m onopo lis tic  advantages— even after 12 years o f  p riva tiza tion , B ritish  Te lecom  
(В Т ) con tro lled  90 per cent o f  the revenue fro m  household  calls and 83 per
cent o f  the to ta l telecom  m arket in  1996; prices paid by consumers fo r  В Т  
sendees fe ll by on ly  1 per cent in  fo u r years com pared to  a d ro p  o f  20 per cent 
fo r  businesses; the C onsum er A ssocia tion in  B rita in  fo u n d  tha t fo r  a sample o f  
tickets i t  b o ugh t in  1996 to  test w hether the new  rail companies were charging 
fa ir prices, i t  pa id about 73 per cent m ore  than the real price, and that 
ind iv idua l tickets “ were overpriced by m ore  than £ 5 0 ”  (M eek, 1998:109);14 
unm etered w ater b ills  rose by 39 per cent between 1989 /90  and 1995 /96  in

11 A W orld B ank study by G alal et al. (1994) repo rts that in 11 o f  its 12 case studies, privatization  
p ro d u ced  on  average n e t w elfare gains fo r consum ers. B row n (1998) has recently  challenged the 
m ethodo logy  used for the study because o f  its subjective judgem ents in dealing w ith 
counterfactual argum ents. T h e  G alal study fails to  separa te  gains a ttribu ted  to  privatization  from  
gains d ue  to  o th e r  factors.
12 F o r  railways, fo r  instance, d ifferen t lines will be  allocated to  d iffe ren t com panies; fo r electricity, 
generation  will be  separated  from  distribution; fo r w ater, com petition  will be encouraged  by 
allow ing d ifferen t com panies to supply d ifferen t regions, etc.
13 In  the Philippines telecom  industry, fo r instance, rates o f  re tu rn  are estim ated  to  be 25.7 per 
cent.
14 T h e  new  U K  strategic rail au tho rity  an n ounced  th is year that th e  25 privatized  train  operato rs 
show ed  signs o f  im p ro v em en t in the fou r-m o n th  period  to  July 1997 com p ared  w ith  the sam e 
period  last year: m ore trains ran on  tim e and cancellations w ere few er; o f  the 77 ro u te  g roups in to  
w hich  the rail system  is divided, 41 reduced  cancellations, 18 increased  cancellations and 18 stayed 
the same. O n  punctuality , 40 rou te  g roups show ed im proved  perfo rm an ce  and 30 reco rded  a 
w orse p erfo rm ance (“Privatised  rail g roups show  im p ro v em en t” , F in a n c ia l T im e s , 16 
S ep tem ber 1999).
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E ngland and Wales; the on ly  v is ib le  gains in  the priva tized u tilities  were in  the 
gas sector where prices fe ll by 20 per cent, bu t this was though t to  be related to 
the sharp d rop  in  natural gas costs (Meek, 1998). T he  situa tion  in  many 
develop ing countries where regulatory regimes are weak suggests tha t the 
welfare effects o f  p riva tiza tion  in  m any u tilities  may be negative even though 
p riva tized  companies may be m aking p ro fits .

A  recent W o rld  Bank pub lica tion  on p riva tiza tion  in  A fr ic a  notes tha t “ in  n o t 
one coun try  w ith  a p riva tiza tion  program  has there been an e ffo r t to  develop a 
regu la tory fram ew ork  as an integral com ponent o f  tha t p rog ram  ...”  (W orld  
Bank, 1998d:5). A  study by M anuel Ange l Abdala  (1994:45) arrives at a s im ila r 
conclus ion  fo r  L a tin  A m erica  even though a few  countries have made progress 
in  establishing regulatory regimes: “ W idespread p riva tiza tion  has been 
encouraged all over the region. W ith  a few  exceptions, how ever, the transfer o f  
ow nersh ip  was hu rried  and pe rfo rm ed  under constra ints im posed by econom ic 
and p o litica l objectives that tended to ove rlook  the im portance o f  regulating 
priva te  m onopo lies” . In  B razil, the regulatory ins tim tions  w ere taken over o r 
“ co lon ized”  by the very interests they were designed to  con tro l. In  A rgentina, 
the priva tized pub lic  u tilities were so large and com m anded so m uch m arket 
c lou t that they were m ore p ow erfu l than the regulator}' bodies (M aira l, 1996). 
C hile  has been the exception— a regulatory fram ew ork was established before 
p riva tiza tion  and the close links between the regulators and the supervisory 
m in istries were severed, w h ich  has allowed the autonom ous regulatory 
com m issions to  develop arm s-length relations w ith  the priva tized  companies 
(Betran and Serra, 1996; W o rld  Bank, 1995).15

Unemployment effects of privatization
There are add itiona l social p rob lem s associated w ith  p riva tiza tion—  
unem ploym ent and inequality, e thn ic and regional imbalance, and loss o f  
na tiona l w ealth o f  a strategic nature to fo re ign  interests. P riva tiza tion  is o ften  
associated w ith  sho rt-te rm  re trenchm ent as new managers seek to  restructure 
w hat arc believed to be overly  bloated enterprises, m in im ize  costs and change 
the term s o f  em p loym ent fro m  perm anent tenure to one based on perform ance 
and p ro fita b ility . F o r instance, in  the celebrated case o f  N e w  Zealand, the state- 
ow ned Te lecom  C om pany laid o f f  30 per cent o f  its  w o rk fo rce  in  tw o  years 
be fo re  the com pany was sold to  the pub lic ; B ritish  Te lecom  lost 100,000 
w orkers between 1989 and 1994; and m ore than 150,000 w orkers  los t the ir jobs 
in  G hana’s to p  pub lic  enterprises between 1984 and 1991.

T he  unem ploym ent effects o f  p riva tiza tion  m ust be a cause fo r  concern in 
deve lop ing  countries, especially low -incom e countries and econom ies in  
trans ition , w h ich  are reputed to have very large p u b lic  sector em ploym ent 
outlays. In  1990, pub lic  enterprise em ploym ent accounted fo r  abou t 11 per 
cent o f  to ta l em ploym ent in  developing countries; the A fr ic a n  average, w h ich  
was the largest, was 22 per cent; and m ost people in  Eastern and Central 
E u rope  were em ployed in  pub lic  enterprises under com m unism . H ow ever, the 
persistence o f  m onopo lis tic  m arket structures even under p riva tiza tion  has 
made i t  possible fo r  governm ents and priva tized companies to  m in im ize  the 
incidence o f  re trenchm ent in  some cases. F o r instance, fears o f  massive 
re trenchm ent and salary decreases associated w ith  C hilean p riva tiza tion  in  the

1S T hese  exam ples are taken from  H u tc h  ful’s 1999 study fo r U N R ISD .
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f irs t h a lf o f  the 1980s, led m ost governm ents in  L a tin  A m erica  to  extract 
guarantees o f  jo b  stab ility  fro m  new  owners o f  p riva tized  companies du ring  the 
early years o f  asset transfers. Petrazzin i (1996) argues tha t com panies tended to  
respect these guarantees because they inherited  a m o n o p o ly  m arket and d id  no t 
have to  be com petitive  to  make p ro fits . W orke rs ’ m ilitancy may also check the 
pace and vo lum e o f  re trenchm ent as has been reported  in  the case o f  Ghana, 
w h ich  witnessed dec lin ing levels o f  re trenchm ent and w ide  d iffe ren tia ls  
between planned and actual retrenchm ents as the p riva tiza tion  program m e 
progressed (W orld  Bank, 1995). In  aggregate terms, how ever, the 42 largest 
state enterprises in  Ghana experienced a d rop  in  em p loym en t fro m  241,000 in  
1984 to 83,000 in  1991.

The  s ituation in  trans ition  economies is even m ore serious because o f  the 
strong links between social welfare benefits and em p loym en t— under 
com m unism , state-owned enterprises o ffe red  the ir employees paid vacation, 
sickness benefits, health services, subsidized rent and kindergartens, loans, 
re tirem ent assistance, supplem entary pension and subsidized food  and 
transpo rt (Standing, 1996). In  the absence o f  state p ro v is io n , re trenchm ent may 
resu lt in  loss n o t on ly  o f  incom e, b u t also o f  access to  social services. C ountries 
that have been concerned about the welfare effects o f  p riva tiza tio n  have tried 
to p ro tec t some o f  these benefits, even at huge costs to  the ir economies. The  
voucher scheme tha t m ost countries in  the reg ion have used to  facilitate 
p riva tiza tion  has ensured that managers and employees can resist outside 
pressures fo r  com pe tition  i f  they are determ ined to  do  so. Recent studies on 
p riva tiza tion  in  Russia co n firm  this po in t. Managers and employees, o r  insiders, 
ow ned 64.26 per cent o f  the to ta l shares in  314 sampled com panies in  1994 
a fte r p riva tiza tion . F ila tochev et al. (1999) re p o rt tha t expectations tha t insiders 
w o u ld  d ivest the ir shares to outside interests o r fo re ign corpora te  investors 
have been unfounded. B o th  managers and w orkers w ant to  keep the ir jobs and 
have co lluded to  restric t outside penetra tion o f  the firm s. In  1995 /96  the 
percentage o f  shares con tro lled  by insiders w ent dow n to  on ly  61.48. W here 
employees have sold the ir shares these have gone largely to  managers w ho  
w o rk  in  the companies— n o t to  outside in terests.16

Ethnicity and nationalism
Priva tiza tion  can also a ffect e thn ic relations and s tab ility  especially in  deeply 
d iv ided  m u lti-e th n ic  societies. T he  transfer o f  state assets to  the p riva te  sector 
th rough  m arket instrum ents o fte n  creates w inners and losers o f  a h igh ly  
lopsided nature. I f  the p riva tiza tion  outcom es are perceived to  re flec t s trong 
ethn ic o r racial biases, losers may seek to  obstruct the p rogram m e o r use the 
perceived losses as an excuse to stoke up e thn ic feelings in  the w id e r body 
p o litic . T he  early e ffo rts  at p riva tiza tion  in  N igeria  in  the late 1980s m et w ith  
strong critic ism s fro m  business groups and elites in  the n o rth  o f  the country, 
w ho  com pla ined tha t pub lic  auctions o f  federal assets th rough  the N igerian  
S tock Exchange w o u ld  result in a high num ber o f  the assets go ing  to  business 
groups and ind iv idua ls in  the south-west reg ion w ho  were believed to  have 
benefited fro m  the enterprise ind igen iza tion  program m es o f  the 1970s. 
N o rth e rn  state governm ents set up trus t funds to  buy up  some o f  the assets

16 C o n tras t the Russian experience w ith  that o f  H ungary  w here vouch er-m ed ia ted  privatization  
ultim ately led to  the fo rm ation  o f  co rpo ra te  m utual fund  banks and  h igher levels o f  outside 
partic ipation  in the privatized  com panies.
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divested by the federal governm ent, leading to the anomalous s itua tion  where 
p riva tiza tion  was occu rring  at the centre, whereas governm ents at the 
subnational level were increasing the ir stakes in  p u b lic  assets. T he  fears o f  
no rthe rn  businessmen were allayed w hen the chairm an o f  the largest no rthe rn  
state enterprise. N o rth e rn  N igerian  D eve lopm en t C orpo ra tion , was made 
d ire c to r o f  the federal p riva tiza tion  com m ission  and a scheme was devised to 
allocate some o f  the shares on  non -com pe titive  terms (O lukosh i, 1990).

G o h  and Sundram (1998) re p o rt that, in  Malaysia, the governm ent allocated 30 
per cent o f  the shares o f  all priva tized companies to  the B um ipu te ra , o r 
ind igenous Malay, whose m arginalization in  the econom y had con tribu ted  to 
the race rio ts  o f  1969. P rio r to  p riva tiza tion , the governm ent had tried  to 
p rom ote  M alay interests largely th rough  pub lic  sector jobs and scholarships 
w h ile  a llow ing  Chinese business groups to  dom inate the p riva te  sector. 
P riva tiza tion  w ith o u t quotas w o u ld  have fu rth e r strengthened Chinese 
dom inance o f  the econom y, p rovoked  hostilities fro m  the Malay, and racialized 
the debate on  re trenchm ent and restructuring  in  the new ly priva tized  
companies. A  s im ila r p rob lem  emerged in  Tanzania du ring  the debate on 
p riva tiza tion  in  the late 1980s and early 1990s. The  A frica n  elites w ho  dom inate 
the pub lic  sector com pla ined that the previous U jama o r socialist developm ent 
strategy had made i t  d if f ic u lt  fo r  A fricans  to set up  p riva te  businesses as the 
m in o rity  A sian business com m un ity  had done. In  the ir v iew , p riva tiza tion  
w ou ld , therefore, em pow er Asians at the expense o f  the A frica n  m a jo rity  
(B oo th , 1990). O ne  p ro m in e n t po litic ian  even tried  to m ob ilize  popu lar 
suppo rt and votes on  this p la tfo rm  as the po litica l system its e lf was being 
liberalized, leading to  strains between the tw o  com m unities. S im ilarly, the 
Kenyan governm ent opposed the p riva tiza tion  o f  maize m arketing in  the 1980s 
because o f  fears that the benefits w o u ld  largely accrue to  the A sian business 
com m un ity  (M kandaw ire , 1994; M osley, 1988). The  rap id  rate o f  acquis ition o f  
p u b lic  assets in  Southern A frica n  countries in  recent years by w h ite  South 
A fricans— especially in  M ozam bique and Zam bia— may p rovoke  a backlash 
and fu rth e r po ison  race relations in  tha t region.

C losely related to  the prob lem s o f  e thn ic ity  are developing coun try  concerns 
about the transfer o f  national assets o f  a strategic nature to  foreigners 
(M kandaw ire , 1994). W o rld  Bank (1998b) data suggest that fo re ign  investors 
accounted fo r  44 per cent (o r §69.782 b illio n ) o f  the revenue fro m  priva tiza tion  
between 1990 and 1996. M ore  than h a lf o f  this w en t to  L a tin  Am erica , 
fo llow ed  by the trans ition  countries o f  E urope and Centra l Asia. T he  least—  
about 0.8 per cent— w en t to  the M id d le  East and N o rth  A frica . South Asia and 
sub-Saharan A fr ic a  accounted fo r  slightly over 2 per cent each. T h e  fo re ign  
takeover o f  national assets may be seen as an inevitable outcom e o f  the process 
o f  g loba liza tion  o r the transnationalization o f  states in  the w o rld  econom y. I t  
may help the g row th  o f  stock markets in  deve lop ing countries, p rov ide  new 
sources o f  capital to  depressed economics and con tribu te  to the perfo rm ance 
o f  a iling  p u b lic  enterprises. H ow e \rer, a high p ro p o rtio n  o f  the fo re ign  capital 
that participates in  these enterprises is o f  the p o rtfo lio -  (n o t fo re ign  d irect 
investm ent-) type— w h ich  has proven  to  be h igh ly  vo la tile  and d isrup tive  o f  
national economies. Between 1990 and 1996, such investm ents accounted fo r  
about 38 per cent o f  fo re ign  pa rtic ipa tion  in  p riva tiza tion  transactions in  
deve lop ing countries; in  1996, th is was about 50 per cent. V ita l national 
in fras trucm re  and o the r key econom ic sectors, w h ich  citizens may regard as
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“ na tiona l indus tria l cham pions” , may be exposed to  serious crises i f  there is 
sudden flig h t o f  capital. Indeed, there was a sharp d rop  in  p o r t fo lio  investm ent 
in  priva tized enterprises in deve lop ing countries in  1995— fro m  $5,965 b illio n  
in  1994 to  $2,959 b illio n  in  1995— fo llo w in g  the M exican financia l crisis o f  that 
year.

V. Managerial Efficiency
R eform s dealing w ith  managerial e ffic iency focus largely on  the core, n o n 
enterprise, sector o f  the pub lic  service— central adm in istra tive , econom ic and 
social service m in is tries; the police; prisons; and local governm ent. Issues o f  
managerial e ffic iency have also emerged in  pub lic  enterprises that governm ents 
have been un w illin g  o r  unable to privatize. In  general, p riva tiza tio n  is believed 
to  be an inappropria te  ins trum en t o f  re fo rm  in  the core c iv il sendee sector. 
H ow ever, in  the last 10-15 years e ffo rts  have been made— especially in 
industria lized  countries tha t are wedded to neoliberal re fo rm — to  subject this 
core pub lic  sector to  m arket pressures o r restructuring . As prob lem s o f  
adm in istra tive  effic iency, accountab ility  and co rru p tio n  emerge o r  become 
entrenched in  m any countries, governm ents have sought to  re fo rm  the ir c iv il 
sendees in  o rde r to  be com petitive  in  the w o rld  m arket as w e ll as respond 
better to  pub lic  demands fo r im proved  sendees.

Some countries, such as those in  Scandinavia, have focused largely on  be tte r 
systems o f  evaluation, co rpora tiza tion  o f  pub lic  agencies and in tro d u c tio n  o f  
user charges (Lane, 1997). O thers, especially deve lop ing countries, have tried  to 
reduce the num ber o f  m in istries th rough  mergers and reorganizations. O th e r 
fo rm s o f  managerial re fo rm s include c la rifica tion  o f  the mandates o f  m in istries 
and top  o ffic ia ls  w ith  a v iew  to enhancing po licy  co -o rd in a tio n  and analysis, 
s trengthening cabinet offices, redefin ing  the re lations between p o litica l heads 
and bureaucrats, and in tro d u c in g  good budgetary and audit systems, as w e ll as 
com pute riza tion , to ensure e ffic ie n t managerial and p roduc tive  outcomes. 
H ere, the focus w ill be on the re fo rm s tha t seek to alter the behav iour o f  the 
pub lic  sendee along m arket o r quasi-m arket lines. These are discussed under 
three areas— decentralized management, perfo rm ance contracts and 
con trac ting -ou t o f  pub lic  services to the private  sector.

Decentralized management, perform ance contracts 
and contracting-out '7
Scholars in  pub lic  po licy  and developm ent adm in is tra tion  have categorized the 
use o f  m arke t p rincip les in  adm in istra tive res truc tu ring  as “ new  pub lic  
management”  (N P M ). T h is  is distinguished fro m  “ o ld  p u b lic  a d m in is tra tion ”  
(O P A ), in  w h ich  m in istries and departm ents are arranged h ierarch ica lly and 
supervised in  top -dow n , com m andist ways; employees are guaranteed fu ll-tim e  
em ploym ent; the c iv il service is run  as a single o rgan iza tion  in  w h ich  
bureaucrats can be transferred fro m  one m in is try  to  another; a standard system 
o f  rem uneration is established fo r  the entire pub lic  sendee; and employees are

17 T h is  section relies heavily on  the follow ing studies com m issioned  by U N R IS D  o n  public  sec to r 
refo rm  and crisis states: Larbi, 1999b; T herkildsen , 1999; H u tch fu l, 1999; C arlson , 1998; and 
N ickson, 1999.
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subject to  com m on rules and regulations, inc lud ing  matters re la ting to 
p rom odons  and discipline.

The rise of new public management
T he o ld  pub lic  adm in is tra tion  has been under attack since the 1970s in  the 
w ritings  o f  pub lic  choice theorists18 such as N iskanen, Buchanan and M ue lle r 
(Larb i, 1999b). T h e  attacks gained m om en tum  in  the 1980s and 1990s as 
neolibera l governm ents emerged in  key W estern countries and adjustm ent 
program m es became the dom inan t instrum ents fo r  res truc tu ring  crisis 
economies. P ub lic  choice theorists argue that the rewards system in  the pub lic  
sector is n o t oriented towards im p ro v in g  perfo rm ance and tha t there are no 
incentives fo r  po litic ians and bureaucrats to  co n tro l costs. There  is waste and 
overexpenditure , w ith  pub lic  managers focusing m ore  on  de livery o f  services 
than on p roduc tiv ity . N iskanen (1971; 1973) and D ow ns (1967), fo r  instance, 
contend that the absence o f  markets as a d isc ip linary fo rce  on the behav iour o f  
governm ent agencies encourages oversupply o f  pub lic  goods and services and 
large budgets.

Budget m axim iza tion  may lead to  “ rent-seeking” 19 behaviour on  the p a rt o f  
bureaucrats, po litic ians and the ir clients. Society (the princ ipa ls), on  whose 
beha lf po litic ians and bureaucrats (agents) are supposed to  govern, w o u ld  then 
be unable to h o ld  the la tte r accountable because o f  in su ffic ie n t in fo rm a tio n , the 
incom pleteness o f  the contracts o f  em ploym ent and the p rob lem s o f  
m o n ito r in g  behaviour. The  g ro w th  o f  bureaucracies requires ever-expanding 
hierarchical au tho rity  structures to produce results. T h is  may lead to 
bureaucratic fa ilure as u ltim ate ly  there are lim its  to  to p -d o w n  m ethods o f  
con tro l.

P ub lic  choice theorists contend tha t re lying on  m ethods o f  o ld  pub lic  
adm in is tra tion  cannot solve the prob lem s o f  bureaucracy. Instead, re fo rm ers 
should im p o rt p riva te  sector management techniques and practices in to  the 
pub lic  sector i f  citizens are to  get value fo r  the ir taxes and ho ld  po litic ians and 
bureaucrats accountable to  the pub lic  interest. Even though pub lic  choice ideas 
were at the fringes o f  the debate on  the re fo rm  o f  governm ent in  the 1970s, by 
the 1980s they had m oved to centre stage w ith  the advent o f  neolibera l 
governm ents in  the U n ited  K in g d o m  and the U n ited  States, and subsequently 
in  A ustra lia  and N e w  Zealand. In  the case o f  deve lop ing countries, despite 
acceptance o f  neolibera l adjustm ent policies in  the 1980s, new  pub lic  
management techniques were n o t pa rt o f  the ir package o f  econom ic re form s. 
H ow ever, in  the 1990s, the p rinc ipa l agency concerned w ith  ad justm ent and 
p u b lic  sector re fo rm s in  these countries— the W o rld  Bank— gradually, though 
sometim es am biguously, embraced new pub lic  management ideas in  its  policies. 
T h is  w il l  a ffect the character o f  pub lic  sector re fo rm s in  loan rec ip ien t 
countries.

18 Public cho ice theorists assum e that individuals m ake rational decisions based on  calculations o f  
self-interest. Public servants shou ld  no t, therefore, be expected  to  pursue a public in te rest that 
does n o t  co incide w ith  their ow n self-interests.
19 R ent-seeking includes, b u t is n o t  restricted  to , co rrup tion . A public official m ay seek re n t if  he 
o r  she skews th e  b udget in favour o f  activities— travel, fo r  instance— th a t enable h im /h e r  to 
m ake extra m oney.
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H u tc h fu l (1999) h igh lights po licy  debates w ith in  the Bank tha t have led to  the 
s h ift fro m  o ld  pub lic  adm in is tra tion  to  new  pub lic  m anagem ent in  Bank 
po licy— inc lud ing  sources o f  in te rna l opp o s itio n  to  the new ins titu tiona l 
perspective. The  sh ifts in  po licy  re fo rm s are said to  m ir ro r  those in  pow er 
relations w ith in  the Bank. T he  m ain actors in  p u b lic  sector re fo rm  were 
trad itiona lly  located in  the P ub lic  Sector M anagem ent D iv is io n  and the 
E conom ic  D eve lopm en t Ins titu te . The O pera tions E va lua tion  D epa rtm en t is 
reported  to  have gained strength in  p u b lic  management re fo rm  fo llo w in g  the 
change in  focus.20 In te rna tiona l management consultants, such as Lyb rand  and 
PricewaterhouseCoopers in  the U K , as w e ll as the P ub lic  A d m in is tra tio n  
Service in  the US, have become im p o rta n t m edium s fo r  expo rting  N P M  to 
deve lop ing countries.

A n  U N R IS D  D iscussion Paper (Larb i, 1999), fro m  w h ich  m uch  o f  the 
discussion in  this and subsequent sections is draw n, h igh ligh ts tw o  broad 
strands in  new  pub lic  management re fo rm s— managerial im p ro ve m e n t and 
organizational restructuring , and m arketization and co m p e titio n — b o th  o f  
w h ich  may sometim es overlap. In  contrast to  the o ld  p u b lic  adm in is tra tion  
m ode l o f  rig id , ru le -bound  bureaucracies, the new  p u b lic  management 
approach extols the v irtues o f  small and flex ib le  service de livery agencies, 
w h ich  w o u ld  be forced by m arket pressures to  be cost-sensitive, lean, user- 
responsive and outcom e-oriented. O rganizationa l survival under co m pe tition  
w o u ld  require fla tte r bureaucratic structures o r  layers and de vo lu tio n  o f  
au th o rity  to  managers. S ta ff w o u ld  be placed on perfo rm ance contracts and 
m any services w o u ld  be contracted out. T he  end resu lt w o u ld  be to  d im in ish  o r 
b lu r the d iv id in g  line between pub lic  and p riva te  sectors.

Agencification, organizational unbundling and quasi-markets
D ecentra lized management has five  m ain d im ensions— breaking up o f  
m o n o lith ic  bureaucracies in to  m u ltip le  autonom ous agencies; d e vo lu tio n  o f  
budgets and financial contro ls ; p ro m o tio n  o f  quasi-markets in  p u b lic  sector 
transactions; separation o f  p roduction  and p ro v is io n in g  func tions ; and 
developm ent o f  new  fo rm s o f  corporate  governance and board  o f  d irectors 
m odel fo r  the restructured pub lic  service.

The  creation o f  executive agencies invo lves separation o f  strategic po licy 
m aking units (retained in  central m in istries) fro m  large operationa l 
departm ents, w h ich  are to be granted managerial autonom y. T h e  departm ents, 
o r agencies, w il l be required to  conduct businesses w ith  each o th e r and w ith  the 
central m in istries o r po licy units on  a contractual ra ther than an adm in istra tive  
basis. A genc ifica tion  demands devo lu tion  o f  budgets and financial con tro ls  to  
the new  autonom ous units. Budget centres o r  spending un its  may be created, 
g iv ing  managers increased co n tro l over budgets fo r  w h ich  they are held 
responsible th rough  adoption  o f  exp lic it perform ance targets. T h e  g ro w th  o f  
executive agencies in  countries where they have been adopted has led to  m a jo r 
changes in  the organization o f  governm ent. Agencies en joy considerable 
fle x ib ility  in  hum an resource a llocation in  exchange fo r  greater accountab ility

2,1 T h e  losers— w h o  have political science, public adm in istration  and  o th e r  non-econom ics 
backgrounds— highlight the need fo r reform s to  be  sensitive to  regional heterogeneity . T hey  call 
fo r greater u n derstand ing  o f  w eaknesses in th e  “ adm inistrative” and “ social”  in fras tru c tu re  o f  
developing countries.
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fo r  results. O ne add itiona l feature o f  these agencies is the ir adop tion  o f  
corporate fo rm s o f  governance o r  a board o f  d irectors m odel, w h ich  reduces 
the pow er o f  elected representatives and unions on management.

A  key feamre o f  agencification is the developm ent o f  quasi-markets in  pub lic  
sector transactions. B a rtle tt and Le G rand (1993) h ig h lig h t three feamres that 
d istinguish  such markets fro m  norm a l ones. In  quasi-markets n o n -p ro f it 
organizations com pete w ith  p ro fit-o rie n te d  ones fo r  p u b lic  contracts, 
consum er preferences are expressed th rough  a central purchasing agency o r a 
voucher scheme ra ther than cash, and instead o f  consumers opera ting  d irectly  
in  the m arket they may be represented by special agents. Quasi-m arkets require 
a clear separation o f  p roduction  and p rov is ion ing  functions o f  departm ents—  
the central po licy  units o r m in istries may be entrusted w ith  p ro v is io n in g  (o r 
paying fo r  the service) and the executive agencies w ith  p ro d u c tio n  (o r 
p ro v id in g  the service). A n  example is the re fo rm  o f  the U K  N a tiona l H ea lth  
Service where autonom ous hospita ls (called N H S  Trusts) produce services that 
are b o ugh t by the D is tr ic t H ealth A u th o ritie s  o r G P  fund  holders (doctors w ho  
are general p ractitioners) on beha lf o f  patients. U nder the educational re fo rm s 
in  the U n ited  K in g d o m , schools can o p t o u t o f  loca l au th o rity  co n tro l and 
apply fo r  grants fro m  the central governm ent; such grant-aided schools 
become sem i-independent p roviders and are free to  manage the ir resources as 
they deem f it; parents, operating th rough  a quasi-voucher scheme, become 
purchasers, as they can choose, under certain constraints, where they w o u ld  like  
to  educate the ir ch ild ren  (Le G rand  and Bartle tt, 1993).21

D ecentra lized management re fo rm s have been m ost e ffective ly  pursued in  
Austra lia , N e w  Zealand and d ie  U n ited  K in g d o m — w ith  the re fo rm s in  N e w  
Zealand generally regarded as the m ost revo lu tionary  and successful (H alligan, 
1997; Scott, 1996; O E C D , 1996). In  the U n ited  K in g d o m , i t  has been reported  
tha t the to ta l num ber o f  c iv il servants w o rk in g  in  executive agencies in  1995 
was about 66 per cent in  108 agencies and was expected to  reach 90 per cent o r 
m ore  at the tu rn  o f  the century (Larb i, 1999b). In  N e w  Zealand, w here the 
re fo rm s are believed to  be driven  by a strong com m itm en t to  transaction cost 
econom ics and princ ipa l-agent theory, e ffo rts  have been made to  separate 
activ ities that have a clear com m ercia l con ten t fro m  adm in is tra tive  ones, and to 
corpora tize  the fo rm e r in  a relentless search fo r  p ro fita b ility  in  the de livery o f  
sendees (H alligan, 1997).

In  com paring  A ustra lia  and N e w  Zealand’s re fo rm s, H a lligan  concludes that 
“ contractua lism  permeates the [N ew  Zealand] pub lic  sector and the reliance on 
m arket testing is extensive. C on tracting  o u t is w ell developed at the local level 
and extends to  welfare services” . T w o  innovative  in s titu tio n a l feamres o f  the 
N e w  Zealand m odel are the separation o f  po licy-m aking  ins titu tions  and 
processes fro m  sendee delivery leading to  the establishm ent o f  17 po licy  
m in is tries, 11 delivery departm ents and three m ixed p o licy /d e live ry  
departm ents, in  add ition  to the trad itiona l central agencies (the cabinet o ffice , 
the State Services C om m ission  and the Treasury); and the separation o f  the 
po litica l roles o f  m in isters fro m  the managerial roles o f  ch ie f executives o r

21 C arol P ro p p e r (1994) prov ides an interesting  case study o f  the developm en t and perfo rm an ce  
o f  quasi-m arkets in th e  US health  secto r w here  such m arkets have been  in opera tion  fo r m ore 
than  tw o  decades.
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perm anent secretaries, w ith  m in isters responsible fo r  outcom es and ch ie f 
executives fo r  ou tpu ts— “ the m in is te r selects the outcom es, and purchases the 
ou tputs  fro m  the ch ie f executive w ho  selects the in p u ts ”  (H alligan, 1997:24).

Studies by the O E C D  suggest that managerial re fo rm s gained prom inence  in 
m os t industria lized  countries du ring  the 1990s (O E C D , 1995). H ow ever, the 
con ten t and pace o f  the managerial re fo rm s in  continenta l E u rope  have varied 
considerably and the re fo rm s are de fin ite ly  less ideo log ica lly  d riven  than the 
B ritish  o r  N e w  Zealand ones (Ferlie et al., 1996; K icke rt, 1997; Lane, 1997). 
F o r instance, the Swedish re form s are s till concerned abou t issues o f  
dem ocratic accountab ility  and social responsib ility . T h e  D u tc h  re fo rm s are said 
to  have m oved in  the 1990s fro m  managerialism  to  concern fo r  w ha t K ic k e rt 
(1997) has called “ pub lic  governance” — w h ich  seeks to  im p ro ve  the steering 
powers o f  m in istries and parliam ent. A n d  the French are w ary about 
agencification, given the ir trad itiona l esprit de corps, o r  M andarin -type, closed 
system o f  centralized adm in istra tion.

In  the 1980s and early 1990s, decentralized management re fo rm s were rare in  
deve lop ing countries. I f  con tracting  o u t program m es were excluded, 
decentralized management re fo rm s were restricted largely to  the health sector 
and revenue generating m in istries, such as custom s and excise and in terna l 
revenue o r  tax offices. A u tonom ous  hospita ls w ith  independent hosp ita l 
management boards were established in  a num ber o f  countries, inc lud ing  
Botswana, Chile, Ghana, Sri Lanka and Venezuela (Larb i, 1998; M on toya - 
A gu ila r and Vaughan, 1990; Maganu, 1990). K ey aspects o f  these health 
re fo rm s were the perceived need to  im p ro ve  responsiveness to  users’ 
preferences by charging (user) fees and reducing the financia l and managerial 
burden o f  b ig hospitals on health m in istries, w h ich  retained respons ib ility  fo r  
policies. T he  use o f  quasi-markets was not, how ever, developed in  the health 
sectors o f  these countries. O n  the o the r hand, the creation o f  executive 
agencies in  revenue-generating departm ents was associated w ith  the tax 
re form s fo r  increased revenue p ilo ted  by the IM F  and supported  by  the W o rld  
Bank under structura l adjustm ent o r E S A F  program m es ( IM F , 1998b). The  tax 
o ffices o f  m any adjusting countries are now  autonom ous o f  na tional c iv il 
services, and enjoy d iffe re n t rules o f  em p loym ent as w ell as be tte r incentives 
tha t are linked  to perform ance. B o x  2 provides case studies on  the use o f  
executive agencies and consultants in  tax adm in is tra tion  re fo rm s in  N ige ria  and 
Peru.

In  recent years, how ever, developing countries, especially cris is-ridden and aid- 
dependent ones, have started to embrace m ore  extensive fo rm s o f  
decentralized management re fo rm s in  the ir res truc tu ring  program m es. B ilateral 
donors and m ultila te ra l agencies have been the m ain drivers fo r  these re form s 
(Therkildsen, 1999). Therk ildsen reviews some o f  these experiences in  
Tanzania, Uganda and Z im babw e in  a paper com m issioned by U N R IS D  on 
pub lic  sector re fo rm . Managerial re fo rm s, w h ich  come under the ru b r ic  o f  
“ O rgan iza tion  and E ffic iency  Reviews” , were in itia ted  in  Tanzania in  the m id - 
1990s. T he  aim  was to separate the core po licy-m aking  and regula tory functions 
o f  m in istries fro m  those dealing w ith  im p lem enta tion . Im p lem en ta tion  was to 
be handled by executive agencies o r local governm ents, n o t the m in istries. T he  
resu lt has been a 25 per cent reduction  in  the num ber o f  m in is te ria l
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Box 2: Executive agencies and consultants in tax reform s: 
Peru and Nigeria

SUNAT in  Peru p rov ides  a  s trik ing  exam ple  o f the  po ss ib ilit ie s  a n d  p ro b le m s  o f  
in troduc in g  N P M -type re fo rm s in  Latin A m erica . A b o u t o f hyperin fla tion  a n d  serious  
m a cro -e co n o m ic  m ism anagem ent ha d  re d u ce d  P eru 's tax ra tio  to 4 .9  p e r  c e n t o f GDP  
by  the firs t ha lf o f 1990. The 3 ,0 00  s ta ff m em bers  o f the  tax o ffice  were ba d ly  p a id  an d  
co rru p tio n  was rife  in  the organization. U nde r s trong  exte rna l pressure , the  inco m in g  
governm ent o f P res iden t A lbe rto  Fu jim ori in tro d u ce d  a ra d ica l re fo rm  in  the  tax 
adm in is tra tion  in  an e ffo rt to  co m p ly  w ith  harsh fisca l targets im p o se d  as a co n d itio n  fo r  
IM F  assis tance. A n e w  tax au thority  was cre a ted  in  m id -199 1 : SUNAT, w h ich  was 
in d e p e n d e n t o f the M in is try  o f E conom y an d  F inance a n d  a cco un ta b le  on ly  to  the 
pres idency. A top -c lass m anageria l team  was re c ru ited  on m e rit; the  b u lk  (2 ,034) o f  the 
3,025 s ta ff was d ism issed . R ecen t g radua tes se le c te d  on  the bas is  o f op en  com pe tition  
re p la ce d  them . A spe c ia lized  tra in ing  institu te  w as e s ta b lished  to  train the n e w  recru its . 
A ll s ta ff w ere  p la c e d  on  short-te rm  con tracts, su b je c t to  s ix-m onth ly  pe rfo rm ance  
evaluations, a n d  tw o  consecu tive  fa ilure ra tings le d  to  instan t d ism issa l. The n e w  SUNAT  
leadersh ip  s im p lifie d  the tax system , re d u c in g  the n u m b e r o f taxes from  60  to  9. A  s tric t 
“leve l p lay in g  fie ld "  was in tro d u ce d  in  the trea tm ent o f  taxpayers. As a result, the  tax 
ra tio  ro se  to 13 p e r  c e n t b y  1993. The financ ia l au tonom y o f SUNAT was guaran teed  b y  
a ru lin g  that e n a b le d  it  to  re ta in 2  p e r  c e n t o f tax p ro ce e d s  fo r its  ow n  p e rso n n e l a n d  
ca p ita l expend itu re  needs. B y 1992, s ta ff num bers  h a d  re tu rn ed  to  the 1990 fig u re  o f  
3,025, b u t the sta ff p ro file  h a d  cha n g e d  dram atically. Average m on th ly  sa laries h a d  risen  
from  $1 50  in  1990 to  $1 ,200  in  1993. A s trong  sense o f  esprit de corps de ve lo p e d  
am ong  SUNAT staff m em bers, w ho were soon re g a rd e d  as the  e lite  co rp s  w ith in  the 
service . H ow ever, the exte rna l IM F p ressu re  was re d u c e d  as the na tiona l tax e ffo rt a n d  
ove ra ll m a c ro -e co n o m ic  s itua tion  im proved. This le d  to a re turn o f the  trad itiona l 
fea tures o f the p u b lic  adm in is tra tion  in  SUNAT b y  1996. The go ve rnm en t repea ted ly  
ch a n g e d  the  he ad  o f SUNAT, lead ing  to  a loss in  m anageria l cohesion . P lans fo r a w ide r  
re form  o f the p u b lic  adm in is tra tion  w ere  a b ando ned  in  1997. As its  “m ys tiq u e " began  to 
w ear o ff a n d  in te rna l s ta ff con tro ls  were loosened , an uneven p lay in g  fie ld  re -em e rge d  
w ith in  SUNAT, w ith g ro w in g  ev idence  o f p o litica l favouritism  in  the trea tm en t o f  
taxpayers.

In  Lagos, a con su ltancy  a p p ro a ch  to  tax re form  was a d o p te d  b y  the state go ve rnm en t in 
the 1990s to  b o o s t its sh rink ing  revenues an d  enab le  pa ym ent o f salaries a n d  prov is ion  
o f services. C o lon e l M uham m ed Marwa, the m ilita ry  governor, h ire d  the services o f a 
priva te  “tax consu ltan t", A dekano la— a cha rte red  accountan t. The con su ltan t's  m andate  
co ve re d  a ll ca tegories  o f bus inesses a n d  organiza tions in  the state. The fo rm ula on  the  
basis  o f w h ich  he was re c ru ite d  was s im ple— in re turn fo r w hatever extra revenue he  
w as a b le  to  genera te  b e yo n d  the “pay-as-you-earn " (PAYE) tax revenue, he  w o u ld  be  
e n titled  to a 10 p e r  ce n t share, d e d u c tib le  at sou rce . To g ive  m u sc le  to  h is  activ ities, the  
state go ve rnm en t m a de  p o lic e  an d  so ld ie rs  ava ilable to  him . He  was a lso  g iven  
op era tio na l inde pen den ce , inc lud ing  com p le te  au tonom y from  the state tax a n d  revenue  
board. An e d ic t was p a sse d  b y  the governo r p ro v id in g  lega l co ve r fo r h is  activities. 
A dekano la  m o ved  sw iftly  to  carry  ou t h is  m andate, undertak ing  a cen sus  o f a ll 
businesses, reg is te re d  a n d  unreg iste red , a n d  tagg ing  them  w ith  p la s tic  revenue iden tity  
num bers. B usinesses w ere ca tegorized  fo r tax assessm ent. Private firm s tha t h a d  fa iled  
to  re m it the  PAYE revenues they h a d  c h e c k e d  o ff from  the ir em ployees o ve r the years  
w ere  a lso  ide n tifie d  a n d  p re se n te d  w ith  a  b ill. In  one spe c ta cu la r case, the h e a d  o ffices  
o f the U n ited  B ank  fo r A frica, one  o f the b ig g e s t bank ing  cong lom era tes  in  the  country, 
w ere  shu t d o w n  b y  a rm ed  pe rso n n e l on  the o rde rs  o f A dekano la  fo r fa iling  to  rem it 
ou ts tand ing  PAYE revenues. B y 1997, A dekano la  ha d  b ro u g h t m ore  than 1 b illio n  naira  
in to  the co ffe rs  o f the sta te  governm ent. H is services were sou gh t in  o th e r sta tes— 
Kaduna, Kano, Katsina, N ige r a n d  Ogun. However, he fa ce d  s tiff o p p o s itio n  from  
p o w e rfu l ind iv idua ls  a n d  organiza tions w ho  co m p la in e d  a b o u t h is  un fa ir assessm ent 
crite ria. O ffic ia ls o f the Lagos state tax o ffice , w hose  pow ers  he  h a d  usurped , s u p p o rte d  
the oppos ition , w h ich  a ccu se d  h im  o f b e in g  “unaccoun tab le ", “p o o rly  su p e rv ise d " a n d  
“ove rcom pensa ted". P ub lic  dem onstra tions an d  s trike  threats from  the  c iv il sen /ice  
un ion  fo rc e d  the fed e ra l m ilita ry governm ent to  ab roga te  the use o f  p riva te  tax 
consu ltan ts  by  sta te  governm ents. G overno r M arw a re sp o n d e d  to  th is  b y  a n n oun c ing  
the  in tegra tion  o f A dekanola  in to  the state tax a n d  revenue adm inistra tion.

Source: Nickson (1999); Olukoshi (1999a)
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departm ents. A c tiv itie s  tha t are unsuited fo r  p riva tiza tion  o r  p ro v is io n in g  are 
planned to  be transferred to  47 agencies, w h ich  w o u ld  be concerned w ith  
delivery. T h e  governm ent’s re fo rm  program m e stated unam biguously tha t the 
aim  o f  the exercise was “ to  reduce the ro le  o f  the p u b lic  sector and make it  
e ffic ie n t” . The  B ritish  aid agency, the D epa rtm ent fo r  In te rna tiona l 
D eve lopm ent, provides substantial suppo rt fo r  the re form s.

A  s im ila r process is underway in  Uganda. T herk ildsen  (1999) h igh ligh ts three 
m a jo r restructu ring  exercises in  the 1990s. T h e  last exercise, w h ich  started in 
1998, deals w ith  “ results-oriented management”  and “ o u tp u t-o rien ted  
budgeting” . I t  seeks to  divest all service delivery func tions  fro m  the central 
governm ent. T h is  has necessitated a m a jo r res truc tu ring  o f  local governm ents 
and reorganization o f  central m inistries. O u t o f  a to ta l o f  22 m in is tries, 12 have 
lost about 50 per cent o f  the ir functions. I t  is antic ipated tha t at the end o f  the 
restructu ring  exercise there w ill be 17 m in istries, various com m issions and 
te rtia ry  ins titu tions , and 107 autonom ous and sem i-autonom ous agencies w ith  
self-accounts and powers to  hire and fire. Sendees tha t cannot be priva tized o r 
devolved to  local governm ents w ill be corporatized; and m in is tries w il l  on ly  be 
concerned w ith  po licy  m aking, co -o rd ina tion , national standard setting, 
m o n ito r in g  and suppo rt fo r  local governm ents. A  to ta l o f  54,000 c iv il servants 
are expected to  lose the ir jobs at the end o f  the exercise.

The  re fo rm s in  Z im babw e are n o t so sweeping. They have focused m a in ly  on  
dow nsiz ing  and organizational ra tiona lization. The  num ber o f  m in is tries has 
been reduced fro m  27 to  16. By 1993, pub lic  sector jobs had declined by  m ore 
than 10,000. The  h igh  cost o f  paying re trenchm ent benefits and resistance fro m  
c iv il servants and the ir unions called fo r  restra in t in  the res truc tu ring  
program m e. B u t the process o f  subcontracting and com m erc ia liza tion  o f  pub lic  
sector activities and jobs has continued— even though results have n o t been 
impressive.

In  m ost o f  La tin  Am erica, the in tro d u c tio n  o f  managerial re fo rm s has been 
piecemeal. T he  centra list trad ition  o f  caudillismo (po litica l bossism ) s till holds 
sway in  the pub lic  sectors o f  m ost countries. The  top  layer o f  the c iv il service is 
n o t professionalized as those w ho  serve in  those pos itions o fte n  lose o r  vacate 
the ir jobs w hen new adm in istra tions are established. As N ickso n  (1999) notes 
in  an U N R IS D -com m iss ioned  paper on pub lic  sector re fo rm  in  L a tin  Am erica, 
the system encourages a “ po rk-barre l po litica l cu ltu re ”  in  w h ich  pub lic  sector 
em ploym ent is n o t viewed as an “ in p u t required in  o rd e r to  p roduce outputs 
fo r  citizens in  the fo rm  o f  service p rov is ion . O n  the contrary, i t  is v iew ed as an 
o u tp u t in  its ow n righ t— a just reward fo r  favours rendered o r  to  be rendered” . 
P a tron -c lien t netw orks are deeply embedded in  the bureaucracy, rendering 
personnel systems weak and h igh ly fragmented. I t  is ins truc tive  to  note  that 
th is s itua tion  is n o t peculiar to  La tin  Am erica. I t  obta ins in  m any o the r 
deve lop ing regions, inc lud ing  in  A frica , w h ich  has a “ career-based”  c iv il service 
system inherited  fro m  its co lon ia l powers. N ickson  reports  that, in  La tin  
Am erica, on ly  C hile has a real c iv il service career system, a lthough frequent 
changes at the top  tend to  produce a truncated career path fo r  p u b lic  servants.

N ickso n  states that on ly  B razil has made serious attem pts to  in troduce  
managerial o r  N P M -typ e  re fo rm s in  its pub lic  sector. Fernando C ardoso’s 
governm ent launched an am bitious program m e o f  pub lic  adm in is tra tion
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re fo rm  w hen i t  to o k  o ffice  in  1995. The  head o f  the re fo rm , Carlos Bresser 
Peireira, was a leading exponent o f  B ritish-s ty le  N P M  re fo rm s befo re  his 
appo in tm ent. The  program m e had fo u r m ain com ponents. The  firs t was the 
separation o f  the core ins titu tions  o f  governm ent, w h ich  were charged w ith  the 
func tions  o f  strategic po licy  m aking, fro m  the rest o f  the bureaucracy. The  
second was the d iv is io n  o f  the operational m in istries in to  autonom ous 
executive agencies. The  th ird  was special activities— hospita ls, universities, 
museums and research centres— that w o u ld  operate th rough  social (pub lic  
non-state) organizations, such as n o t- fo r -p ro f it  foundations. A n d  the fo u rth  
was market-based activities tha t were slated fo r  p riva tiza tion . T he  ins titu tions  
in  the strategic core sector w o u ld  use management contracts and perform ance 
ind icators to  de fine and m o n ito r the w o rk  o f  the executive agencies and social 
organizations, as w e ll as p rov ide  the necessary resources fo r  them  to  carry ou t 
the ir tasks. Heads o f  executive agencies and social organizations w o u ld  enjoy 
financial independence as w e ll as the pow er to  h ire  and fire. T h e  governm ent 
expected tha t pub lic  sendee providers w ou ld  v iew  the c itizen as a c lien t rather 
than m erely a taxpayer.

H ow ever, in  practice very little  re fo rm  has been achieved. By 1999 o n ly  one 
executive agency, the N a tiona l In s titu te  o f  Measurements and Technica l 
N o rm s ; and tw o  social organizations, a federal broadcasting service and a 
labora to ry  in  the M in is try  o f  Science and Technology, had been established. 
There were plans to establish three o ther executive agencies, an a n ti-tru s t law 
supervisory agency and fo u r m ore social organizations— all dependent upon 
fund ing  fro m  the In  te r-A m erican D eve lopm en t Bank. T he  re fo rm s have been 
slow  because o f  resistance fro m  low er and m edium  level w orkers  o f  the 
bureaucracy, acting th rough  the ir pub lic  sector unions. T hey question the 
uncertainties associated w ith  the flex ib iliza tion  o f  em ploym ent, the e lim ina tion  
o f  tenured em ploym ent, and changes in  social security po licy, such as extension 
o f  the re tirem ent age and ty ing  o f  pension benefits to con tribu tions . There  has 
also been opp o s itio n  fro m  politic ians w ho  do n o t w ish  to  lose co n tro l over 
the ir pa tron -c lien t netw orks in  the a llocation o f  pub lic  sector jobs. A t  the 
federal level, a coa lition  o f  un ive rs ity  teachers and adm in istra tive  employees has 
developed, w h ich  has made i t  im possib le  to  im p lem en t the program m e on 
social organizations. T he  coa lition  sees the plan to  tu rn  hospita ls and 
universities in to  social organizations as another fo rm  o f  p riva tiza tion . T he  
governm ent has, thus, been unable to  change key aspects o f  the 1988 
co n s titu tio n  that w o u ld  have p rov ided  the legal basis fo r  the adm in istra tive 
re form s.

Performance contracts and contracting-out
A n  im p o rta n t feature o f  new pub lic  management re fo rm s is the developm ent 
o f  perfo rm ance contracts. A  perform ance con tract is a w ritte n  agreement 
between governm ent and pub lic  managers o r between governm ent and private  
managers o f  pub lic  assets in  w h ich  quantifiab le  targets are specified and 
perfo rm ance is measured against targets at the end o f  a pe riod  (Larb i, 1999b; 
W o rld  Bank, 1995). Perform ance contracts have been used extensively in  
pub lic  en teq irise re fo rm s as pa rt o f  e ffo rts  to  im prove  p ro d u c tiv ity  and service 
delivery. D u r in g  the 1980s, francophone A fr ic a  accounted fo r  an overw he lm ing 
num ber o f  these contracts in  A frica . A  W o rld  Bank (1995) study id e n tified  385 
perfo rm ance contracts in  28 countries— o f  w h ich  211 were in  Asia, 136 in

UNRISD O c c a s io n a l  P a p e r  N o .  3  — 2 9



3 0  —  P u b l i c  S e c t o r  R e s t r u c t u r i n g

A frica , 16 in  La tin  Am erica, 12 in  the M idd le  East and N o r th  A frica  and 10 in 
Central Europe. China is reported  to have w ell over 100,000 such contracts in  
its  state-owned enterprises.

D espite  the w e ll-know n  prob lem s22 associated w ith  perfo rm ance contracts in  
the state enterprise sector, there have been e ffo rts  to  p rom o te  them  in  the core 
p ub lic  sector its e lf as managerial re fo rm s take ro o t in  developed and 
develop ing countries. F o r instance, the expenditure p lann ing  process in  the 
U n ited  K in g d o m  invo lved  2,500 perform ance and o u tp u t measures in  1993. 
South A fr ic a ’s new pub lic  service regulations o f  1998 em ulated the N e w  
Zealand m odel by calling fo r  the establishm ent o f  pe rfo rm ance contracts 
between m inisters and the ir ch ie f executives and perfo rm ance management 
mechanisms fo r  all employees (Therkildsen, 1999). In  Tanzania, a 
“ perfo rm ance im provem en t com ponen t”  scheme w il l  constitu te  a central 
aspect o f  the managerial re fo rm s— m inistries are expected to  make annual 
plans w ith  budget ceilings and set clear targets, inc lu d in g  perfo rm ance 
indicators. In  Uganda, concrete and measurable perfo rm ance targets are to  be 
set fo r  all m in is tries, departm ents, units and o ffice rs  under its “ resu lts-oriented 
management”  scheme. A  perform ance management system, in v o lv in g  top  c iv il 
servants on ly, was in troduced  in  Z im babw e in  1994. M in is te rs  and the 
president’s o ffice  were to  review  the w o rk  plans o f  ch ie f executives, w h ich  were 
expected to specify ou tputs and targets. The  scheme was, how ever, abandoned 
in  1996 because o f  p rob lem s o f  im p lem entation.

Related to the issue o f  perform ance contracts is the p o licy  o f  con trac ting -ou t 
o f  pub lic  service p ro v is io n in g  to the private  sector. L ike  perform ance 
contracts, con trac ting -ou t also involves a legal agreement o r  a contract, b u t this 
is w ith  non-state actors w h o  w il l  undertake to  p rov ide  the service. C on trac ting - 
o u t is o ften  regarded as the m os t advanced fo rm  o f  m arketiza tion  in  managerial 
re fo rm s especially where p riva tiza tion  has been ru led  out. Because o f  its 
emphasis on m arket com pe tition , the W o rld  B ank (1995) rates i t  best in  its 
survey o f  three types o f  contracts in  developing and trans ition  econom ies, the 
others being perform ance contracts and regulatory contracts. C on trac ting -ou t 
polic ies are believed to  stim ulate com pe tition  on the supply side and o ffe r 
governm ents greater choice in  the p rov is ion  o f  pub lic  sendees. They can take 
several fo rm s— private  companies may be h ired  to manage, fo r  instance, solid 
waste disposal, hotels, hospita ls o r  w ater d is tr ib u tio n , w ith  the p u b lic  sector 
co n tro llin g  the enterprise and the sta ff; private  firm s may be g iven contracts to 
supply tem porary  s ta ff fo r  specific governm ent tasks; o r p riva te  firm s  o r  n o n 
governm ental organizations may be contracted to  manage, using the ir ow n 
sta ff, services that were previously p rov ided  by the state— such as health, 
education, hotels, airlines, a irports, sports stadiums, road cons truc tion  and 
security.

M un ic ipa l services in  a num ber o f  countries are n o w  being contracted o u t as 
pa rt o f  w ide r effic iency-enhancing pub lic  sector re fo rm s. T h is  has led to  an 
explosion o f  service-oriented non-governm enta l organizations— especially in  
countries where the private  sector is too  weak to  respond to  the new  reform s. 
Ghana, Uganda, Zam bia and Z im babw e are am ong the countries in  A frica

22 P rob lem s are the sam e as in the core public sector; they are review ed u n d e r  th e  follow ing 
subsection  on  institu tional and capacity issues.
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where these re fo rm s are being im plem ented w ith  some pa rtic ipa tion  fro m  the 
N G O  sector. B u t there are also cases o f  s trong p riva te  sector pa rtic ipa tion  in  
con trac ting -ou t schemes— the management o f  G hana’s urban w ater supply 
system; road maintenance in  B razil; non-c lin ica l health services in  Z im babw e; 
p o rt management in  Malaysia; p lantations in  Sri Lanka; a irpo rts  in  the 
P h ilipp ines; sugar companies in  Guyana and Kenya; and hotels in  Bulgaria and 
Egyp t, fo r  instance.

Institutional and capacity issues in m anagerial reforms
H o w  have managerial re fo rm s fared to date? Have they b rough t about changes 
in  the way governm ent bureaucracies operate? H ave markets developed 
su ffic ie n tly  enough to  change the way agencies do business in  the pub lic  
sector? Has e ffic iency im proved? Is the pub lic  be tte r served by these re form s? 
G iven  the relative ly sh o rt period  in  w h ich  countries have embraced m arket- 
focused managerial re fo rm s, em pirica l studies on  the subject are lim ite d  and 
good surveys are on ly  beginning to  emerge. M o s t o f  the good case studies on 
decentralized management and quasi-markets focus on  the U n ite d  K in g d o m  
and, to  some extent, N e w  Zealand experiences. D ata on  perfo rm ance contracts 
and con trac ting -ou t are m ore extensive, and some cover deve lop ing  countries. 
The  analysis tha t fo llow s w ill d raw  on developed coun try  data in  assessing the 
effects o f  new  p u b lic  management types o f  re fo rm s and w ill be supplem ented 
by insights fro m  studies on  develop ing countries to  illustra te  the strengths and 
weaknesses o f  managerial re fo rm s in  general. The  discussion w ill centre around 
issues o f  in s titu tio n a l change and capacity problem s.

I t  is w ide ly  believed tha t the managerial re fo rm s have radically changed the 
structure and behaviour o f  N e w  Zealand’s pub lic  sector, w h ich , as has been 
noted, is regarded as the w o rld  leader in  pub lic  sector re fo rm s— contractua lism  
is n o w  a fact o f  life  in  the bureaucracy, and the pub lic  sector measured m  terms 
o f  expenditure as a percentage o f  G D P  and pub lic  employees pe r to ta l 
em ploym ent outlays is am ong the lowest in  O E C D  countries. Indeed, the size 
o f  the pub lic  sector is believed to  have declined by 60 per cent du ring  the firs t 
10 years o f  re fo rm  (H alligan, 1997). Such changes are also reflected in  a sharp 
reduction  in  the num ber o f  un ion ized w orkers— m aking the coun try  one o f  the 
least un ion ized in  the industria lized  w orld . The  re fo rm s are also cred ited w ith  
im p roved  p roductive  effic iency, fa lling  prices fo r  u til ity  services, h igher ratings 
in  in te rna tiona l com petitiveness, stable m acro-econom ic ind ica tors and good 
G D P  g row th  rates in  the 1990s.

I t  is im p o rta n t to  contrast N e w  Zealand’s “ success s to ry”  w ith  the re fo rm s in  
the N etherlands, w h ich  have also produced rem arkable results b u t w ith o u t the 
fo rm e r’s dogm atic a ttachm ent to  market-based re form s. K icke rt (1997) reports 
that even though the N etherlands started o u t w ith  exp lic itly  m arket-focused 
managerial re fo rm s, the governm ent was forced to  change gear a fte r a 1994 
N a tiona l A u d it O ffic e  re p o rt that was h igh ly  critica l o f  agencification. T he  
re p o rt found  tha t the m ost elementary mechanisms fo r  supervision, inspection  
and m o n ito r in g  were absent in  m ore than h a lf o f  the agencies. I t  was 
particu la rly  critica l o f  the lack o f  financial in fo rm a tio n  fro m , and regu la tion o f, 
executive agencies. The  find ings o f  the repo rt became a basis fo r  b o th  C abinet 
and Parliam ent to  assert the need fo r  “ dem ocratic co n tro l”  and “ the prim acy o f  
p o lit ic s ”  in  p u b lic  sector re fo rm . T he  new focus on pub lic  governance, o r

U N RISD O c c a s io n a l  P a p e r  No. 3  —  31



3 2  —  P u b l i c  S e c t o r  R e s t r u c t u r in g

p ro p e r supervision and dem ocratic accountab ility  o f  re fo rm s, is buttressed by a 
fo rm  o f  po licy  concerta tion o r social pact w ith  un ions (S chm itte r and G ro te , 
1997), w h ich  has a llowed the coun try  to  re fo rm  its in s titu tio n s  w ith o u t m uch 
h o s tility  fro m  unions and the w ider pub lic . L a b o u r m arke t re fo rm s com bine 
f le x ib ility  w ith  generous welfare p ro tec tion  fo r  w orkers i f  th ings go w rong. T he  
N etherlands also boasts o f  stable m acro-econom ic ind ica tors, good  G D P  
grow th  figures, fa lling  unem ploym ent and im p ro ve d  in te rna tiona l 
com petitiveness. I t  has the additiona l advantage o f  n o t having created a d iv ided 
society in  the re fo rm  process, as some critics th in k  has happened in  N e w  
Zealand (Kelsey, 1995; H alligan, 1997).

T h e  U n ited  K in g d o m  has produced some o f  the best em pirica l studies on 
managerial re form s. T h is  may be related to  its longer h is to ry  o f  such re form s, 
s tarting fro m  the early 1980s and cu lm inating  in  the m a jo r 1988 Ibbs  report, 
Im p ro v in g  M a n a g em e n t in  G overn m ent: T h e  N e x t  S tep s. In  perhaps one 
o f  the m ost detailed research reports on  the subject, w h ich  focuses on the 
N a tiona l H ea lth  Service, Ferlie  et al. (1996) observe the fo llo w in g  changes in  
the U K  pub lic  sector:

•  Professionals, such as teachers and doctors, have los t some o f  the ir 
autonom y, as new p u b lic  sector managers im pose standards, 
program m es and rem unera tion23 on professions.

•  P ub lic  sector managers have gained the m ost and constitu te  the 
core constituency fo r  the reform s.

•  There  has been an increase in  the num ber o f  non-elected elite 
mem bers on  the new boards o f  d irectors;

•  U n ions have los t in fluence in  collective bargaining and w orkp lace 
representation.

• Problem s have emerged about how  to ensure that p u b lic  managers 
rem ain loca lly accountable as in  the o ld  system o f  adm in is tra tion .

Even though management costs are believed to  have gone dow n  in  the health 
sector, the opera tion  o f  quasi-markets has been im pe rfec t because o f  p rob lem s 
on bo th  the supply and demand sides: few  p o w e rfu l purchasers face few  
p o w e rfu l providers; in fo rm a tio n  is im perfect; and the choices o f  the u ltim ate  
purchasers, patients, have n o t been enhanced because o f  the ir lack o f  technical 
know ledge in  health issues and the pow er o f  fund  holders.

Research on the U K  experience also suggests that management devo lu tion  has 
n o t led to  substantial changes in  the bureaucracy’s pow er structure. There  is 
s till a high level o f  centralized co n tro l as m in isters and c iv il servants w ith in  the 
po licy  stream o f  the bureaucracy resist w ha t they see as a fragm enta tion  o f  the 
pub lic  service and d ilu tio n  o f  the ir trad itiona l dom inance. T he  Treasury, in  
particu lar, is reported  to have been re luctan t to  reduce centralized co n tro l over 
budgets (W alsh, 1995). I t  has also been reported  that concerns fo r  strategic 
capacity o r  the ab ility  o f  the governm ent to  d irec t the bureaucracy centra lly  also 
became im p o rta n t issues in  the N e w  Zealand re fo rm s in  the m id-1990s.

23 I t  is repo rted  th a t som e professionals are also becom ing  m anagers.
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F o r deve lop ing countries, a study by La rb i (1998) o f  G hana’s health sector 
reveals m ore com phcated prob lem s. D evo lved  un its  lack powers to  h ire  and 
fire  o r to manage the ir ow n budgets independently o f  central authority. 
C entra lization is linked  to the w ide r s tructura l adjustm ent p rogram m e itse lf, 
w h ich  demands s tr ic t fiscal co n tro l and centralized supervis ion to  conta in  
costs. T h e  resu lt is tha t G hana’s decentralized units in  the health sector “ tend 
to  have no incentive  to  econom ize on payro ll costs because any resu lting 
savings cannot be retained o r transferred to  o the r item s o f  expendim re”  (La rb i, 
1998:382). Studies on  Sri Lanka’s and Z im babw e ’s health sectors also p o in t to  
prob lem s o f  in s titu tio n a liz in g  managerial re form s. In  Z im babw e, the health 
sector s till operates w ith in  centralized c iv il service com m ission  regulations and 
treasury expendim re con tro ls  (Larb i, 1999b).

Capacity p rob lem s have emerged in  the decentralized management re fo rm s in 
b o th  developed and develop ing countries. D ecentra lized management requires 
good  m o n ito r in g , inspection  and in fo rm a tio n  systems, sound budgetary co n tro l 
systems, deve lopm ent o f  re liable perform ance ind icators and measurements, 
and capacity to  manage relations between central m in istries and the m u ltitude  
o f  decentralized agencies, inc lud ing  extraction o f  ha rm on iza tion  and 
accountab ility  fro m  the new  ins tim tions  (Larb i, 1999b; W alsh, 1995; N ickson , 
1999). W here these capacities are weak o r  non-existent— as in  deve lop ing 
countries— decentralized management may encourage arbitrariness and 
co rrup tion . G ross abuses have been iden tified  in  G hana’s decentralized 
management units (Larb i, 1999b; Ayee, 1994).24 The  perfo rm ance management 
system was d iscontinued in  Z im babw e because m in isters were w o rrie d  tha t top 
c iv il servants w o u ld  use i t  to  create “ personal em pires” , “ regional cliques”  and 
“ ethn ic enclaves”  (Therkildsen, 1999).

Studies have shown that managers can m anipulate in fo rm a tio n  on  perform ance 
management ind ica tors— targets may be set low ; and, especially in  the core 
pub lic  service, i t  is d iff ic u lt to  establish objective and m ean ing fu l quantifiab le  
ind ica tors fo r  w orkers and managers. G overnm ents can also fa il to  set clear 
objectives and p rio rities  o r, indeed, be fu lly  com m itted  to  the contracts. 
Patronage m ethods o f  em ploym ent in  the pub lic  sendee may act as im p o rta n t 
constra ints (Larb i, 1999; Ayee, 1994; W o rld  Bank, 1995; Shirley and Z u , 1997; 
M a llon , 1994). Serious capacity issues ranging fro m  non -com pe titive  markets to 
p rob lem s o f  patronage and p o o r regulator}7 and m o n ito r in g  in s titu tio n s  also 
a ffec t con trac ting -ou t policies.

VI. Capacity-Building Reforms
A ll  re fo rm s— fiscal, managerial and po litica l— face capacity prob lem s. Change 
is d is rup tive ; those w h o  stand to  bene fit may be weakly organized o r n o t

24 I t  has been  observ-ed by N igerian colleagues that a ttem pts by N igeria to  in tro d u c e  a variant o f  
m anagerial refo rm s in its 1988 civil service refo rm  program m e intensified co rru p tio n  in the civil 
service; u n d er the re fo rm s, heads o f  m inistries enjoyed eno rm o u s pow ers in the allocation  o f  
resources b u t th e  necessary regulations fo r  enhanced  perfo rm an ce  and accountability  w ere  no t 
instim ted . T h ese  w ere co m m en ts m ade b y j .  Ibrahim  and  A. F adahunsi on  a pap er by this au tho r, 
en titled  “N ew  D irec tions in S tate R eform ” , a t a S tockholm  conference o n  globalization, civil 
society and  dem ocratiza tion  in S ep tem ber 1998. T heir views arc echoed  in O lukosh i, 1999b.
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strategically located to  defend the re fo rm s; doubts may exist abou t the 
co m m itm e n t o f  re fo rm in g  governm ents; losers may fig h t back o r  w ith d ra w  
support; the re fo rm  program m es may be p o o rly  conceived; and in fras truc tu re  
may n o t be in  place to ensure sm ooth  trans ition  o r  success. T h e  capacity to 
manage change may be lim ite d  even in  countries w ith  the m os t advanced pub lic  
adm in is tra tion  systems. In  cases where re fo rm s are broad ly  accepted, o ld 
bureaucratic w o rk  m ethods and trad itiona l fo rm s o f  behav iour may s till 
in fluence those entrusted to  im p lem ent them . Capacity p rob lem s are, however, 
m ore  serious in  low -incom e cris is-ridden countries where state systems either 
are in  disarray o r  have suffered serious erosion fo llo w in g  lon g -ru n n in g  
recessions, g loba liza tion  pressures and p o o rly  th o u g h t-o u t s tructura l 
adjustm ent policies.

In  1998, 79 countries were classified as p o o r by the IM F  and qua lified  fo r  
concessional assistance under the o rgan iza tion ’s E S A F  fac ility . A b o u t 55 o f  
these countries fa ll under the U N D P ’s “ lo w  hum an deve lopm ent”  c lassification 
in  its H um an D eve lopm en t Index— they do ra ther p o o rly  in  a com posite  index 
tha t com bines G D P  per capita, longev ity  and education. F o rty -e igh t countries 
w ith  a to ta l popu la tion  o f  550 m illio n  account fo r  U N C T A D ’s least developed 
countries, w h ich  are given special focus in  the organ iza tion ’s w o rk  on  trade and 
developm ent. A b o u t tw o  th irds o f  these countries are in  A frica . A  W o rld  Bank 
(1997b) review  o f  pub lic  expenditure re fo rm s in  low -incom e  countries found  
tha t least developed, h igh ly  indebted and p rim a ry  co m m o d ity -p roduc ing  
countries had great d ifficu lties  m eeting expenditure  targets. K e y  features o f  
these countries are very lo w  G D P  per capita; p o o r g ro w th  records; h igh  levels 
o f  aid dependency; intense exposure to  exogenous shocks in  com m od ities  
markets; h igh debt and capital flig h t; weak fo rm a l state structures; entrenched 
and w idespread patronage netw orks; increasing in fo rm a liza tio n  o f  economies 
and societies; and collapsing incom es fo r  p u b lic  servants. A  m a jo rity  o f  these 
countries are m u lti-e thn ic  and currendy account fo r  m os t o f  the c iv il wars, 
collapsed states, refugees and displaced people in  the w o rld . M any o f  those d ia t 
have tried  to transit fro m  authoritarian to  dem ocratic ru le have faced very 
serious setbacks.

The  issue o f  stateness, o r state capacity, is thus centra l to  any re fo rm s o r 
deve lopm ent program m es tha t these countries seek to  advance. The 
in s titu tio n a l re fo rm s re lating to  p riva tiza tion , pe rfo rm ance contracts, 
decentralized management and con trac ting -ou t are so com plex and dem anding 
that i t  is d o u b tfu l w hether low -incom e cris is-ridden states w o u ld  be able to 
im p lem en t them  w ith o u t m a jo r im provem ents in  capacities. A s  m any scholars 
have po in ted  out, low -incom e crisis states face a d ilem m a— they are being 
asked to  undertake com plex in s titu tio n a l tasks at a tim e w hen the ir capacity to  
do  so is n o t on ly  lim ited , bu t also being underm ined by  program m es o f  
dow nsiz ing  (M kandaw ire, 1994; M kandaw ire  and Soludo, 1999; O lukosh i, 
1999b; H u tc h fu l, 1997; 1999).

Three issues are central to  the capacity p rob lem s o f  low -incom e countries—  
develop ing the necessary technical expertise tha t w il l  enable national 
bureaucrats to  fo rm ulate , im p lem ent and m o n ito r  pub lic  polic ies, pro jects and 
program m es independently; tackling the enorm ous p rob lem s o f  recurren t costs 
associated w ith  state expansion and econom ic crisis; and paying p u b lic  servants
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adequate rem unera tion  that can m otiva te  them  to  o ffe r good p u b lic  service and 
m in im ize  the ir cu rren t p ropens ity  to  “ m o o n lig h t” .

Building technical capacity
T he  deve lopm ent o f  technical capacity is tied to  issues o f  tra in ing  and 
re tra in ing , and the fund ing  o f  universities and p u b lic  adm in is tra tion  instim tes. 
D u rin g  the 1980s, the te rtia ry  ins titu tions  o f  crisis states experienced p ro fo u n d  
crisis as salaries slumped, facilities fo r  teaching and research became scarce, 
in frastructures were le ft unrepaired and teachers le ft in  droves to jo in  the 
p riva te  sector o r tap in to  overseas opportun ities . The  p rob lem  was 
com pounded by the re fo rm  policies o f  leading financia l agencies in vo lved  in  
ad justm ent and in s titu tio n a l re fo rm . These placed less a tten tion  on  universities 
in  low -incom e  countries, w h ich  were believed to  be inequitab le  and to  o ffe r 
lo w  rates o f  re tu rn , and w h ich  subordinated the needs o f  education in  general 
to  the requirem ents o f  m arket-orien ted  adjustm ent based on the m isguided 
b e lie f tha t ad justm ent w o u ld  be tem porary.

A  case in  p o in t was the W o rld  B ank ’s (1988) po licy  docum ent E d u c a tio n  in  
Sub -S aharan  A frica. A n  independent Bank review  fo u n d  tha t Bank strategies 
“ seldom  a ttem pt to l in k  and integrate educational and nationa l deve lopm ent 
plans; i t  a lm ost seems, at times, tha t they run  parallel, b u t independent tracks”  
(W o rld  Bank, 1994:45). I t  was very critica l o f  the tendency to  make “ across- 
the-board  recom m endations w ith o u t adequate country-specific  ju s tifica tio n ”  
(W o rld  Bank, 1994:46), such as “ the near universal recom m endation  to 
reallocate w ith in  the education budget fro m  higher to  p rim a ry  education and 
the strong tendency (in 13 o f  the 19 projects reviewed) to recom m end 
increased user charges”  (W o rld  Bank, 1994:46). The  re p o rt concluded that 
“ such recom m endations are un like ly  always to be correct”  (W o rld  Bank, 
1994:46).25 Bank suppo rt fo r  h igher education in  A fr ic a  plunged dram atica lly in  
the 1980s even though  i t  rose in  the rest o f  the develop ing w o rld . In  the pe riod  
1969-1979 h igher education lend ing  to  A fr ic a  was $0.93 per capita— higher 
than tha t fo r  the rest o f  the w o rld  at $0.78; b u t in  1980-1987, the pe riod  w hen 
ad justm ent policies were being pushed relentlessly, lend ing  to  A fr ic a  dropped 
to  $0.51 per capita whereas tha t fo r  the rest o f  the w o rld  rose to  $0.86 per 
capita (W orld  Bank, 1994:annex table 7). T he  fa ll in  lend ing  is even m ore 
p ronounced  fo r  universities— fro m  $0.38 per capita in  1969-1979 to  $0.10 in  
1980-1987.

A d ju s tm e n t encouraged heavy reliance on expatriate technical staff. T h is  was 
basically fo r  tw o  reasons— the program m es were in itia lly  very unpopu la r

25 T h is evaluation  rep o rt also fo u n d  th a t th e  B ank’s recom m endations in T anzania and  Z aire  to 
increase the b u rd en  o f  education  costs bo rne  by p aren ts and local com m unities d id n o t  take in to  
acco u n t the fact tha t paren ts w ere already con tribu ting  large shares (m ore than  60 p e r  cen t in 
Z aire  and  30 to  35 p e r  cen t in T anzania, and that children w ere being  w ithd raw n  from  school 
because o f  these costs. T h e  equity argum en t against funding universities w as also q uestioned  on  
the follow ing g ro u n d s— there are  large differentials in unit costs am ong  the th ree  tiers o f  
education  “ n o t only because o f  d ifferences in s tu d en t subsidies b u t also because o f  d ifferences in 
s tuden t-teacher ratios and  teacher salaries, w hich  arise from  differentials in educational goals, 
teacher qualifications, and  labor m arket conditions, plus the relative absence o f  econom ies o f  
scale at the tertiary level”  (W orld Bank, 1994:53). T h e  inequity arg u m en t w ould  be com pelling  if  
d ifferen t social g roups had unequal access to  h igher education , b u t th e  Bank does n o t prov ide 
ev idence in this area. A large n u m b er o f  graduates, p robably  the m ajority, still com e from  hum ble 
b ackgrounds in m o st countries.
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am ong large segments o f  the professional classes and fund ing  agencies wanted 
governm ents to act qu ick ly  to  conta in  dom estic resistance, alter the state’s ro le  
in  the econom y and stim ulate markets. The  heavy reliance on expatriates to 
fo rm ula te , w rite  and m o n ito r adjustm ent program m es in  cris is-ridden countries 
underm ined na tiona l ow nersh ip  o f  such program m es and fu rth e r weakened 
state capacities. T h e  W o rld  Bank has estimated tha t abou t 100,000 resident 
fo re ign advisors were em ployed in  the pub lic  sectors o f  A fr ic a  in  the 1980s at a 
yearly cost o f  m ore than $4 b illio n — representing rough ly  35 per cent o ffic ia l 
developm ent assistance to  the reg ion (Jaycox, 1993).26 T h is  figure does n o t 
inc lude the exponentia l g row th  o f  sho rt-te rm  fo re ign  consultants em ployed by 
m u ltila te ra l agencies and o ther donors to  undertake sho rt v is its  to  countries 
im p lem en ting  adjustm ent and o ther related program m es. In  a w e ll-pub lic ized  
speech in  1993, the fo rm e r vice president o f  the W o rld  B ank ’s A fr ic a  Region, 
E dw ard  Jaycox, denounced expatriate technical assistance as “ a systematic 
destructive force, w h ich  is underm in ing  the developm ent o f  capacity in  A fr ic a ”  
(jaycox, 1993). A  s im ila r assessment o f  technical assistance was made in  the 
same year by U N D P  in  an in fluen tia l and h igh ly  critica l pub lica tion  
R eth in k in g  T e c h n ic a l C o -o p era tio n  (U N D P , 1993).

As an a lternative po licy, the W o rld  Bank and U N D P  sought in  the 1990s to 
reduce the ir dependence on resident technical experts and “ pro jectize”  c iv il 
sendee re fo rm ; they also suggested com pensatory schemes fo r  top  level c iv il 
servants as w e ll as suppo rt fo r  tra in ing  and equipm ent. H ow ever, despite 
e ffo rts  to rec tify  the dependency p rob lem  in  the fie ld  o f  technical capacity, the 
new  emphasis on  national ow nership and local capacity b u ild in g  and u tiliza tio n  
has n o t yielded m uch o u tp u t because o f  the continued need fo r  qu ick  results in  
adjustm ent program m es. There is m uch discussion abou t rebu ild ing  A frica n  
universities and institu tes and using national researchers and consultants in  
externally funded developm ent program m es, b u t n o t m uch in  the w ay o f  
com prehensive strategies and actions. T he  Bank and o the r b ila tera l and 
m ultila te ra l donors seem to have taken a sho rtcu t by launching  the A frica n  
Capacity B u ild ing  Founda tion  based in  Harare. T he  A C B F  provides grants to 
autonom ous and sem i-autonom ous po licy-o rien ted  research centres as w e ll as 
to  governm ent po licy  units geared towards im p ro v in g  the analytical skills o f  
nationals— many o f  w h o m  may be called upon  to  assist governm ents in  the 
fo rm u la tio n  and m o n ito r in g  o f  pub lic  policies.

B y  1998, the A C B F  had supported 36 pro jects in  29 in s titu tio n s  in  20 
countries. A m o n g  the ins titu tions  supported were 6 tra in ing  pro jects and 17 
po licy  units. H ow ever, the funds at the disposal o f  the A C B F  to  carry o u t its 
w o rk  are meagre, w h ich  should underscore the p o in t tha t po licy  should  be 
orien ted  towards v igorous ly  rev iv ing  na tiona l universities and pub lic  
adm in is tra tion  institu tes— o f  a pro jected incom e o f  $103.67 m illio n  over a five- 
year pe riod  on ly  $56,363 m illio n  had been received by O c to b e r 1998. 
P a rtic ipa tion  o f  p u b lic  sector o ffic ia ls  in  the A C B F  seminars is reported  to

26 T h e  U N D P  pu ts the figure a t 40,000 in its rep o rt R e th in k in g  T e c h n ic a l C o-opera tion  
(U N D P , 1993). A n  in d ep en d en t IM F -sponso red  review  o f  E S A F  by B otchw ey, C ollier, G u n n in g  
and  H am ada (IM F, 1998c) singled o u t the issue o f  p ro g ram m e ow nersh ip  as o ne  o f  the m o st 
im p o rtan t p rob lem s th a t w o rk  against F un d  prog ram m es in low -incom e countries. D o n o r  
representatives are rep o rted  to  have said they saw  ow nersh ip  as “accep tance by th e  rec ip ien t 
coun try  o f  w hat d o nors w an t”  and that “ ow nersh ip  exists w hen  they d o  w h a t w e w an t th em  to 
d o  voluntarily” (IM F, 1998c:37).
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have increased fro m  3,524 in  1997 to  6,648 in  1998. H ow ever, the governm ent 
po licy  units and autonom ous institu tes funded by the Founda tion  have been 
fo u n d  to  be ine ffec tive  and some ins titu tions  s till re ly excessively on  external 
resource persons fo r  the ir w o rk  (A C B F , 1998). The  Founda tion  its e lf is w h o lly  
d ono r-funded  and m aintains very close ins titu tiona l ties w ith  the W o rld  Bank.

M anaging recurrent costs
C losely linked  to  the issue o f  technical capacity is the p rob lem  tha t has arisen in  
m ost crisis states about recurren t costs. The  po licy  re fo rm s o f  the 1980s d id  
n o t focus on  this issue as the m ain concern was w ith  m acro-econom ic stability. 
As budgets dried up o r  g o t squeezed by stab iliza tion program m es the physical 
damage on in fras truc tu re  became glaring— roads and p u b lic  u tilities  were in  
disrepair; schools lacked teachers, books, pens o r  o the r supplies; salaries were 
unpaid  o r delayed; vehicles fo r  health and agricu ltura l extension were w ith o u t 
fuel o r spare parts; and governm ent offices were w ith o u t paper, typew riters and 
pho tocop ie rs , etc. Carlson (1999) reports that, in  the transpo rt sector, i t  has 
been estimated tha t p o t-ho led  roads in  Zam bia raised vehicle opera ting  costs 
by 17 per cent, and in  Kenya a sho rtfa ll o f  $40 m illio n  in  road maintenance 
expenditures in  1993 increased vehicle operating costs by $140 m illio n .

Fore ign  aid program m es can com plicate the prob lem s o f  recurren t costs 
especially in  cris is-ridden states that are aid-dependent. Fore ign aid o ften  
invo lves developm ent o f  new  physical and social in frastructu re , w h ich  can 
generate high levels o f  recurrent fund ing  requirem ents fo r  the aid rec ip ien t 
governm ent. I t  has been estimated tha t annual recurren t costs in  p o o r 
countries can be up to 70 per cent o f  the in itia l investm ent. M o s t donors have 
failed to  recognize the p rob lem . They insist tha t governm ents pay counte rpart 
and recurren t costs even w hen adequate measures have n o t been taken to 
facilita te th is at the incep tion  o f  pro jects, and recipients have dem onstrated a 
p o o r record o f  com pliance. In  o rder n o t to  harm  the surv iva l o f  the pro jects, 
donors are fo rced to  set up parallel structures in the bureaucracy— such as 
suppo rting  local salaries, creating special p ro jec t management un its  and 
p ro v id in g  equ ipm ent as w e ll as o ther facilities necessary fo r  the fu n c tio n in g  o f  
the ir pro jects. T h is  may d is to rt the incentive structures o f  local bureaucracies.27 
Saasa and Carlson (1996) dem onstrate this p rob lem  in  a case study o f  Z am b ia ’s 
E ducationa l Materials P ro ject (Z E M P ). Z E M P  was largely run  by a g roup  o f  
fo re ign experts as an enclave w ith in  Zam bia ’s educational system. The 
governm ent failed to m ob ilize  the necessary resources to  ensure fu ll 
pa rtic ipa tion  in  the p ro ject— local s ta ff were p o o rly  paid, lacked transpo rt 
facilities and opted instead to  a llow  the fore ign experts to  run  the show  even 
w hen i t  was clear to them  that this was unsustainable.

T h e  W o rld  B ank ’s P ublic  Investm ent Program m e (P IP ), w h ich  aims to  p ro tec t 
h igh p r io r ity  developm ent expenditures fro m  spending cuts, has tried  to 
resolve this p rob lem , bu t the rig id  p ro  fo rm a calculations on rates o f  re tu rn  
tha t i t  has tried  to im pose o f  loan recipients have been a serious constra int. 
U nder PIPs m in istries are urged to  develop fo rw a rd  budgets tha t w o u ld  re flect

27 A n additional p rob lem  o f  foreign aid in low -incom e countries is its tendency  to  increase the 
w ork load  o f  scarce bureaucrats. T h e  P residen t o f  the W orld  Bank, Jam es W olfenson , recently 
sta ted  th a t T anzan ia  p repares ab o u t 2,400 progress rep o rts  quarterly  every year fo r all its d o n o r 
p artners (F in a n c ia l T im e s , 30 Sep tem ber 1999).
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accurate costs o f  pro jects, inc lud ing  operating and m aintenance costs. A s  Berg 
(1999) states in  his review  o f  th is scheme, there are conceptual and practical 
p rob lem s in  its im p lem enta tion . A t  the conceptual level, i t  is d if f ic u lt  to  make 
assum ptions about s ta ffing  levels, salaries and p ro d u c tiv ity , as w e ll as levels and 
types o f  m aintenance— inc lud ing  w hether capital replacem ent costs should  be 
estimated. M in is tries thus sometimes re tu rn  the p ro  fo rm a  fo rm s w ith  many 
b lank o r uncom pleted spaces.

The  W o rld  Bank’s ow n review  o f  PIPs (1998c) suggests tha t p o o r countries do 
n o t have the capacity to  make d ie  detailed calculations required under the 
B ank ’s fo rm a t. T he  end resu lt has been that recurren t costs have n o t been 
given su ffic ien t a tten tion  by m inistries and m os t estimates are biased and low. 
A t  the practical level, PIPs encourage the developm ent o f  a tw o -track  budget 
system— m inistries p ile projects that have high recurren t costs in  the P IP , n o t 
in  the regular budget, as a way o f  accum ulating d o n o r funds even though 
estimates o f  these costs and ways o f  financing  them  may n o t have been 
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problem s in  d iffe re n t ways— fro m  across-the-board pay increases to 
conso lida tion  o f  rem uneration, jo b  evaluation, p ro m o tio n  o f  perfo rm ance- 
related pay and pay decompression.

T he  m ove fro m  opaque to  consolidated systems o f  rem unera tion  invo lves 
calculation o f  real m arket values fo r  such benefits as housing, transport, health 
and education grants and adding them  to the nom ina l wage to  arrive at a 
consolidated package fo r  employees. O ne exercise in  th is d irec tion  in  Uganda 
transfo rm ed a previous com pression ra tio  between the highest and lowest paid 
s ta ff o f  1:6.8 to  1:100. The  policies o f  lin k in g  pay to  responsib ilities and to 
perfo rm ance are som ewhat s im ilar to  the managerial re fo rm s considered in  
previous sections. E xcep t fo r  Malaysia, where such schemes are believed to  be 
fu lly  operational, n o t m any countries have embraced perform ance-re la ted pay 
re fo rm s in  the ir core pub lic  sector. T he  prob lem s are s im ila r to  those discussed 
under managerial re fo rm s— capacity deficiencies, p rob lem s o f  fairness, 
nepo tism  and d ifficu ltie s  in  quan tify ing  the real perfo rm ance o f  c iv il servants. 
I t  is reported  that, even in  Malaysia, the c iv il service un ion  and some senior 
o ffic ia ls  are very hostile  to  the scheme (M cC ourt, 1999).

Pay decom pression has been a central po licy  o f  governm ents and d ono r 
agencies. P ursu it o f  re la tive ly egalitarian pay policies at independence in  some 
countries and the econom ic crisis o f  the 1970s and 1980s led to  a massive 
com pression o f  wages between c iv il servants at the top  and at the b o tto m  o f  
the scale in  m ost crisis states. In  Zam bia, fo r  instance, there was a d is tinc t 
process o f  wage com pression in  the 1970s and 1980s— fro m  17:1 to  3.7:1. 
H ow ever, there has been a trend in  the 1980s towards a p o licy  o f  
decom pression in  m any countries. In  Ghana, fo r  instance, the ra tio  changed 
fro m  2.2:1 in  1984 to  10:1 in  1991; and in  1993, the governm ent o f  Tanzania 
pursued a po licy  o f  ra ising the com pression ra tio  fro m  5.74:1 to  12:1 (M cC ourt, 
1999).

The  W o rld  B ank and o the r agencies have tried to lin k  the po licy  o f  wage 
decom pression to re trenchm ent in  o rder to  encourage governm ents to  pay 
liv in g  wages to  the small num ber o f  pub lic  employees w h o  w il l  rem ain in  the 
service, as w e ll as o ffe r attractive salaries to  senior o ffic ia ls . T h is  po licy  has o n ly  
been v igo rous ly  pursued in  a few  countries— B o liv ia , Uganda and, to  some 
extent, Ghana in  the 1980s, fo r  instance. In  these countries, governm ents have 
made a strong co m m itm e n t to  get ou t o f  the lo w  w age -co rrup tion -low  m orale- 
lo w  perform ance trap tha t has bedevilled the ir pub lic  servtices. They have done 
this by carry ing o u t massive retrenchm ents. O th e r countries have been 
am biva lent in  pursu ing this po licy  because o f  the prob lem s o f  unem ploym ent 
and severance costs, as w e ll as resistance fro m  po ten tia lly  a ffected groups. 
G overnm ents  that o p t fo r  massive re trenchm ent o f  employees are faced w ith  
ve ry  large com pensation packages, w h ich  they m ust o ffe r to  s ta ff to  obta in  
com pliance. I t  has been estimated tha t redundancy benefits accounted fo r  no 
less than 2 per cent o f  governm ent expenditure du ring  the firs t five  years o f  
G hana’s vo lun ta ry  re tirem ent scheme. There is also a m anpow er subs titu tion  
p rob lem  even w hen s ta ff have agreed to re tire  fro m  the service— they get re
em ployed as consultants. M cC o u rt (1999) has observed this deve lopm ent in  
Malaysia, South A fr ic a  and Sri Lanka.
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Even in  countries tha t have made big strides in  resto ring  liv in g  wages in  the ir 
pub lic  services, the p rob lem  o f  paying com petitive  wages that w il l  re ta in o r 
attract the best s ta ff remains. I t  is in teresting to  note  that one o f  the attributes 
o f  countries, such as those in  East Asia, tha t are reputed to  have strong, 
developm ental states has been paym ent o f  com petitive  salaries to  th e ir pub lic  
servants to  enable them  to supervise the process o f  indus tria liza tion  and 
developm ent. In  Singapore, fo r  instance, top  c iv il servants en joy even superior 
salaries to  the ir counterparts in  the private  sector. Salaries are s till m uch too  
lo w  in  m ost cris is-ridden and adjusting countries and hard ly  com pare w ith  w hat 
they were in  real terms in  the early 1970s. A n  add itiona l p ro b le m  is tha t the 
wage share o f  recurren t expenditures has increased s ign ifican tly  in  many 
countries. T h is  is found  to have been the case in  seven o u t o f  e ight countries in  
East and Southern A frica  examined in  an U N R IS D -sp o n so re d  study on  pub lic  
sector re fo rm  (Therkildsen, 1999). Such increases may, o f  course, a ffect 
resources fo r  o the r sendee delivery inputs. Thus, low -incom e  countries face 
tw o  serious prob lem s in  pay and recurren t costs re fo rm s— wages are too  
outrageously lo w  to  m otiva te  staff, and even where increases have occurred 
they have n o t been enough to meet basic liv in g  costs; yet the increases that 
have occurred seem to  have been at the expense o f  o the r v ita l recurren t inputs. 
H o w  to im prove  pub lic  sector pay and the quan tity  o f  o th e r inputs tha t are 
essential fo r  e ffic ien t sendee delivery is a challenge tha t crisis states need 
constantly to  c o n fro n t in  the ir re fo rm  programmes.

VII. Conclusions and Suggestions
T h is  paper has p rov ided  a survey o f  the com plex p u b lic  sector re fo rm s that 
governm ents and m ultila te ra l agencies have tried  to  pursue in  the 1990s, the 
prob lem s such re fo rm s have encountered in  various countries and regions, as 
w e ll as the ir social and ins titu tiona l effects. There are trem endous g lobal 
pressures to  change the character and functions o f  states. N eo libe ra l re fo rm ers 
have attacked the state’s post-w ar nationalistic, h ierarchical, red is tr ibu tive , 
deve lopm enta list and in te rven tion is t character. They seek to  trans fo rm  the 
state in to  a m arket-oriented, liberalized, lean, managerial, decentralized and 
cus tom er-friend ly  ins titu tion . Some countries have made m uch progress in  this 
trans fo rm a tion  b u t the m a jo rity  o f  states, especially those in  deve lop ing 
countries, have prob lem s im p lem enting  the re fo rm s because o f  capacity and 
in s titu tio n a l constraints. There is a w ide gap between re fo rm  v is ions and 
realities, declarations and operations, and theory and practice. I t  is true that 
m ost countries have im plem ented at least some aspects o f  the re fo rm s du ring  
the 1990s, bu t in  m any cases results have n o t been positive . T he  biggest e ffo rts  
in  re fo rm s have been in  dow nsiz ing  and fiscal stability.

There is evidence that the sizes o f  central governm ents measured in  terms o f  
governm ent expenditure  as a percentage o f  G D P  and p u b lic  employees per 
to ta l em ploym ent outlays have show n signs o f  shrinkage in  the late 1990s in  
some regions despite the ir stable, in  some cases g row ing , levels in  the 1980s, 
and that fiscal imbalances are less than they were fo r  m ost re fo rm  governm ents 
in  the late 1990s. I t  is n o t clear, how ever, w hether this trend  w ill be sustained in  
m ost countries. Low -incom e, h igh ly  indebted and p rim a ry  com m od ity - 
p roduc ing  countries have had d ifficu ltie s  m ain ta in ing  stable fiscal balances.
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There are also welfare, em ploym ent, e thn ic and o the r social factors associated 
w ith  dow nsiz ing  and m arketization, w h ich  are like ly  to  a ffect the susta inability 
o f  the re form s. Managerial re fo rm s have been m ore p ro m in e n t in  O E C D  
countries, especially countries such as Austra lia , N e w  Zealand and the U n ited  
K in g d o m , w h ich  have embraced neoliberal m arket ideologies. H ow ever, 
decentralized form s o f  management have n o t weakened the central roles o f  
governm ent.

T he  gradual, though sometimes ambiguous, acceptance by the W o rld  Bank o f  
new  p u b lic  management re fo rm s and the ro le  o f  b ila tera l donors  w ith  
experience o f  such re form s in  the ir ow n countries have led to  the e xpo rt o f  
managerial re fo rm s in  low -incom e societies. W hether these re fo rm s w ill be 
e ffective  in  m aking c iv il servants deliver good sendees to  d ie  p u b lic  is open to 
question because o f  the weak ins titu tions  and capacities o f  crisis states. 
C apacity-bu ild ing  re fo rm s tha t w o u ld  im prove  the pay and technical skills o f  
pub lic  servants as w e ll as facilita te p rope r management o f  recurren t costs—  
though extrem ely im p o rta n t and a p recond ition  fo r  serious re fo rm  and 
deve lopm ent— have n o t received the sustained a tten tion  tha t they deserve.

T he  rem ainder o f  the paper provides suggestions about h o w  to  ensure that 
re fo rm s are socially accountable and sensitive to  po litica l realities in  deve lop ing 
countries.

Public sector reforms need sound political pacts or 
coalitions
Sustainable re fo rm s require the fo rm a tion  o f  pacts am ong the m a jo r interests 
and actors o f  society. The  adjustm ent lite ra ture has show n that i t  is possible fo r  
com m itted  governm ents to  carry o u t m a jo r re fo rm s w ith o u t the fu ll consent o f  
the populace, as has happened in  C hile under P inochet, B rita in  under Thatcher, 
Ghana under Rawlings, and to  some extent Poland in  its trans ition  to  a m arket 
econom y. W ha t M arch  and O lsen (1989) call “ persistent po litica l w il l”  may, 
indeed, b rin g  radical change even in  h igh ly  con flic tua l societies where 
re form ers do n o t enjoy the necessary support fo r  change. H ow ever, M arch and 
O lsen also note in  the ir rich  survey o f  in s titu tiona l re fo rm s tha t the 
adm in is tra tion  o f  shock therapy is o ften  the easy part; its susta inability  cannot 
be taken fo r  granted. R eform ers always have prob lem s co n tro llin g  o r 
in fluenc ing  the com plex ins titu tions  and practices that w il l  emerge fro m  the 
re form s. Indeed, b o ld  po licy  re fo rm s by US presidents, fo r  instance, are 
regularly defeated o r  aborted, irrespective o f  the level o f  co m m itm e n t show n in  
early phases o f  the re fo rm  process.

As Therk ildsen (1999) also notes, pub lic  sector re fo rm s may appear technical, 
b u t they are always “ h igh ly  po litica l and con flic tua l”  as they “ go to  the heart o f  
w ho  governs” . T h e ir actual im p lem enta tion  is always strong ly  in fluenced  by 
local agendas. I t  is, thus, im p o rta n t to  bu ild  the necessary p o litica l suppo rt base 
i f  re fo rm s are to  stand any chance o f  being ins titu tiona lized  in  the long run. 
T he  vast m a jo rity  o f  countries that are im p lem en ting  pub lic  sector re fo rm s are 
also g rapp ling  w ith  com plex program m es o f  dem ocratization, w h ich  seek to  lay 
g round  rules fo r  the way the ir societies are governed. There  are ou tstand ing  
issues o f  governance that have n o t been resolved satisfactorily  in  the vast 
m a jo rity  o f  low -incom e crisis societies, w h ich  raise serious questions about
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the ir capacities to  im p lem en t far-reaching re fo rm s in  the ir state sectors. These 
outstand ing  governance prob lem s relate to  the organization o f  free and fa ir 
elections to ensure that elected representatives re flec t the w il l  o f  the people; the 
p ro tec tion  o f  basic c iv il and po litica l rights tha t w ill enable the pub lic  to  ho ld  
representatives accountable to the pub lic  interest; the w illingness to accept the 
p rinc ip le  o f  a lternation o f  pow er and ensure tha t opponents play by the rules 
and do n o t resort to  unconstitu tiona l m ethods in  the struggle fo r  pow er and in  
responding to  pub lic  polic ies; and the creation o f  e ffective  p u b lic  channels 
th rough w h ich  c iv il servants and po litic ians can be pressured by society to  
deliver good pub lic  services.

I t  is ins truc tive  to note tha t i t  has been d iff ic u lt fo r  single parties in  established 
industria l democracies to  com m and m a jo rity  support e ither in  term s o f  popu la r 
votes o r  parliam entary seats. M o s t successful re fo rm s in  con tinen ta l E u rope  in  
particu la r have been based on leading parties govern ing  in  alliance w ith  o ther 
parties and constructing  broad social suppo rt systems fo r  the ir policies. 
P o litica l data fo r  em erging democracies in  La tin  A m erica  and Eastern E urope 
also suggest tha t m ost leading parties in  governm ent do  n o t have w o rk in g  
parliam entary m ajorities— governm ent has been possib le on ly  by pursu ing  a 
po licy  o f  concerta tion o r  coa lition  am ong m u ltip le  parties o r  ru lin g  by 
presidentia l decree, w h ich  carries high risks, as m any L a tin  A m erican 
governm ents are believed to  have done in  the 1990s (O ’D o n n e ll, 1994). 
Parliam entary data fo r  1997, w h ich  measure the percentage share o f  seats held 
by parties o the r than the largest party, reveal d ie  fo llo w in g — 59.8 per cent fo r 
W estern democracies; 56.7 per cent fo r  Eastern and C entra l E u rope ; 56.9 per 
cent fo r  L a tin  Am erica ; 34.8 per cent fo r  A frica ; and 46.3 per cent fo r  South 
and East Asia (Bangura, 1998). The  lo w  figures fo r  A fr ic a  and Asia m ay give 
the im pression tha t ru lin g  parties in  those regions have s trong  mandates to 
govern. T h is  is n o t the case, how ever, especially in  A fr ic a  where a large num ber 
o f  incum bents have denied opponents fa ir access to  the rules o f  po litica l 
com petition .

Radical in s titu tio n a l re fo rm s have been possible in  N e w  Zealand and the 
U n ited  K in g d o m  because o f  the ir firs t-past-the -post e lectoral rules, w h ich  may 
give governm ents overw he lm ing m ajorities even w hen they do  n o t en joy even 
h a lf the popu la r votes. H ow ever, even in  these cases, there are s till dangers o f  a 
backlash w hen re fo rm  governm ents lose elections. In  the case o f  the B ritish  tax 
system, S te inm o (1994) has dem onstrated how  the a lte rna tion  o f  pow er 
between the Labou r and C onservative parties, w h ich  in  the past held 
d iam etrica lly opposed views on many issues o f  pub lic  po licy , has d is to rted  the 
evo lu tion  o f  tax po licy  in  the U n ited  K ingdom . T he  tax system changes “ faster, 
m ore frequently, and m ore radically”  than any o the r tax system in  the 
industria lized w o rld , resu lting  in  w hat the au tho r has described as a “ pa tte rn  o f  
fiscal incoherence” . In  the U n ited  States, on  the o the r hand, i t  has been shown 
tha t even w hen presidents enjoy a landslide v ic to ry , radical re fo rm  may s till be 
d iff ic u lt to  pursue. T h is  is because o f  the strong p lu ra lis t character o f  the 
po litica l system, im p ly ing  constant negotiations between the P resident and 
Congress, and the active roles o f  w ell entrenched vested interests in  in fluenc ing  
pub lic  policy.

M any developing countries, especially cris is-ridden states, are carry ing ou t 
in s titu tio n a l re fo rm s fo r  w h ich  they do  n o t enjoy a popu la r mandate. In  m ost
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cases, the d rive  fo r  re fo rm  is m ore external than in te rna l as governm ents are 
fo rced to m eet cond itions set by donors fo r  loan disbursements. G iven  the 
fractured nature o f  the po litica l systems o f  m any o f  these countries and the ir 
am biguous o r  contentious mandates, i t  should n o t be surp ris ing  w h y  the 
co m m itm e n t to  fu ll re fo rm  is o fte n  weak o r  even lacking. A s  N ickso n  (1999) 
has persuasively argued, N P M -typ e  managerial re fo rm s w il l  be d if f ic u lt  to  
im p lem en t in  countries tha t have n o t firm ly  established a pro fessiona l c iv il 
service. A  shared professional cu lture  and com m on ethical standards are 
necessary fo r  the fle x ib ility  and deconcentrated adm in istra tive  strucm res 
advocated by the managerial reform s.

In tro d u c in g  market-based managerial re fo rm s w ith o u t a p ro fessiona lly  
developed service risks fu rth e r fragm entation o f  the state systems o f  low - 
incom e countries and encouraging the g ro w th  o f  c o rru p tio n  and unchecked 
interests o f  p o w e rfu l groups w ith  superior access to  the state. In  o the r w ords, i t  
is d if f ic u lt  to  m ove fro m  “ o ld  pub lic  adm in is tra tion ”  (O P A ) to  “ new  pub lic  
management”  (N P M ) w hen countries are s till g rapp ling  w ith  the tasks o f  
constructing  the “ classic”  system o f  o ld  pub lic  adm in istra tion . O n ly  those 
countries tha t have established a professiona l c iv il service— the foundations o f  
O P A — may be in  a pos ition  to m ove towards N P M . O P A  provides the 
foundations upon  w h ich  countries may be able to bu ild  N P M . G overnm ents  
and m u ltila te ra l agencies should also be sensitive to  the p o in t made above that 
m ost m odern  dem ocratic systems do n o t grant m a jo rity  pow ers to  single 
parties to  govern  alone. R eform s based on na rrow  mandates are o fte n  d iff ic u lt 
to  sustain. H ow eve r tim e-consum ing and d iff ic u lt they are to  p rom ote , 
dialogue and p o litica l coa litions o r  pacts are essential elements o f  m odern 
statecraft. They facilita te the establishm ent o f  sound and durable adm in is tra tive  
systems.

Reforms need to reaffirm the missions o f states
R efo rm  governm ents and agencies should  also try  to  understand and support 
some o f  the enduring m issions o f  states. In  the quest to  solve ch ron ic  fiscal 
crises and o the r ills  like  co rru p tio n , weak accountab ility  and p o o r service 
delivery, there has been a tendency by re form ers to  ignore o r  underp lay the 
v ita l m issions accorded to states in  the post-w ar o r post-independence periods. 
T w o  m yths need to  be exposed. F irs t, the so-called re vo lu tio n  in  managerial 
re fo rm s o r new  pub lic  management is grounded in  the b e lie f tha t g loba liza tion  
and m arket co m pe tition  w ill p roduce a standardized state system, w h ich  every 
coun try  that wants to  partic ipate  p roductive ly  in  the g lobal econom y w il l  have 
to  embrace. T he  g lobal convergence o f  pub lic  adm in is tra tion  systems is a 
strong message that comes th rough in  the h igh ly  in flu e n tia l b o o k  by O sborne  
and Gaebler (1992), R ein v en tin g  G overn m ent: H o w  the E n trep ren eu r ia l 
Spirit is  T r a n sfo r m in g  th e P u b lic  Sector.

I t  is d if f ic u lt  to  see how  this dream o f  g lobal convergence can be realized in  the 
fie ld  o f  in s titu tio n a l developm ent w hen countries s till d iffe r  in  term s o f  how  
they practice capita lism  and the benefits and costs they derive fro m  it. E ven  the 
practice o f  so-called “ o ld  pub lic  adm in is tra tion ”  in  its W eberian ideal fo rm  n o t 
on ly  presented prob lem s fo r  countries w ith  strong pub lic  adm in is tra tion  
systems, b u t also had s ign ifican t variations in  its app lica tion  in  low -incom e 
countries w here issues o f  patronage and in fo rm a lity  were w e ll entrenched.
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Im pos ing  a standard set o f  re fo rm s in  countries w ith  d iffe re n t in s titu tio n a l 
trad itions because o f  an assumed global im pera tive  may create em pty 
managerial shells o u t o f  cu rren t p o o rly  p e rfo rm in g  adm in is tra tive  systems. T o  
satisfy donors, governm ents may procla im  they are im p lem en ting  re fo rm s 
when, in  fact, n o th in g  substantive is really happening as far as 
ins titu tiona liza tion  is concerned. O ld  practices may con tinue  and the state may 
appear m issionless and directionless.

T he  second m yth  tha t needs to  be exposed is the so-called search fo r  the r ig h t 
size o f  the state. Countries d iffe r so m uch in  h is to ry , social preferences and 
developm ental goals that there can never be a r ig h t state size. E ffo r ts  to  lo o k  
fo r  one— as im p lie d  in  the standard expenditure reduction  polic ies o f  some 
m ultila te ra l agencies— are fruitless and diversionary. Three  argum ents have 
been advanced fo r  a small state in  a com petitive  g lobal econom y:

• State expansion crow ds o u t p riva te  investm ents.

•  State g ro w th  requires high taxes, w h ich  w ill underm ine incentives 
and p ro d u c tiv ity  and force ind iv iduals to  evade taxes o r  ex it h igh ly  
taxed countries.

•  P o o r countries do n o t have the m oney to  suppo rt b ig  states and 
should  learn to  cut the ir coat according to  the ir size, o r  in  W o rld  
Bank parlance tone dow n the ir am bitions and m atch the state’s role 
to its capabilities o r  resources (W o rld  Bank, 1997a).28

Private investm ents and price stab ility  may su ffe r i f  states indu lge in  high levels 
o f  overexpenditure  and b o rro w  heavily in  dom estic m arkets to  finance defic its, 
b u t the extent to  w h ich  this can actually harm  econom ies is debatable; 
fu rthe rm ore , i t  has been show n tha t state expenditures can also facilita te  o r 
c row d-in  p riva te  investm ents especially under m arket environm ents  that are 
uncerta in to private  investors. I t  is quite possible tha t in  industria lized  
countries, such as those in  Scandinavia, where tax rates are really h igh, there 
may be a need to  stabilize pub lic  expenditures and low e r m arg ina l tax rates to 
stim ulate com petitiveness, b u t th is should n o t be seen as a general ru le  tha t 
should  apply to  all countries.

M any countries in  the developing w o rld  have lo w  corpora te  and incom e tax 
rates and opportun ities  fo r  o the r types o f  taxes— especially land taxes in  
countries w ith  h igh ly  unequal land d is tr ib u tio n  systems— rem ain untapped. 
States in  m any o f  deve lop ing countries lack the te rrito ria l and social reach o f  
the ir advanced counterparts. M any o f  them  are hard ly  ove rb lo w n  even though 
they have been less than careful in  the way they have spent p u b lic  funds. T h e ir 
lim ite d  social and te rrito ria l reach may explain w hy sim ple social and po litica l 
con flic ts  o ften  become unmanageable and threaten the state system itse lf. I t  is, 
o f  course, true tha t states should learn to  balance the ir am bitions w ith  the ir 
capabilities to  avoid the problem s o f  recurrent expenditure costs, fiscal crises 
and failed projects. B u t there is no  hard and fast ru le about h o w  this should  be

28 D esp ite  the B ank’s critical stand o n  som e aspects o f  new  public m an agem en t and  increasing 
recognition  o f  capacity issues, its ap p roach  to  refo rm  is still m anagerial as it does n o t pay 
sufficient a tten tion  to  the goals, aspirations o r  m issions o f  sta tes in its “ role-capability” thesis for 
reshaping  th e  state in a changing w orld.
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done in  a g loba l econom y tha t can reward some countries and at the same tim e 
harshly punish others th rough  com m od ity  p rice fluctua tions, h igh  deb t burdens 
and capital fligh t. I t  has repeatedly been shown that even w hen countries make 
progress in  ge tting  the ir dom estic m acro-econom ic “ fundam entals”  righ t, 
exogenous factors— such as terms o f  trade shocks, changes in  weather 
cond itions and capital flig h t— may w reak havoc on pub lic  finances.

W h ile  cost issues should be central to  discussions o f  state endeavours, re fo rm  
polic ies should  also strong ly focus on  the kinds o f  p rob lem s d iffe re n t state 
systems have tried to  solve in  the post-w ar pe riod— nationa l in tegra tion  o r 
na tion b u ild ing  in  m u lti-e thn ic  societies, such as in  A frica ; rap id  
industria liza tion  in  deve lop ing countries, w ith  the East A s ian  countries 
p ro v id in g  appropria te  state-led ins titu tiona l m odels fo r  this purpose; social 
equ ity in  fo rm e r Soviet countries; and w ealth red is tr ibu tion  and w elfare in  
W estern E urope. These are in  line  w ith  the curren t ideas on deve lopm ent that 
have questioned the ‘W ash in g to n  Consensus”  o f  deregulated m arkets and a 
m in im a l state. G o re  (fo rth co m in g ) has sum m arized them  as “ strategic 
in teg ra tion ”  o f  national economies in to  the g lobal econom y, w ith  
developm ents in  national p ro d u c tio n  capabilities serving as a basis fo r  trade 
libera liza tion ; the com b ina tion  o f  m acro-econom ic po licy  and “ p roductive  
deve lopm ent po licy ” , w ith  the la tter focusing on technology and financial 
polic ies, hum an resource and in frastructu re  developm ent, and industria l 
o rganization and com pe tition  po licy; a “ pragm atic deve lopm ent state” ; and a 
g ro w th  strategy that has d is tribu tiona l dimensions.

C ostly  mistakes were made in  the past in  d iffe re n t countries in  the p u rsu it o f  
some o f  these goals, b u t the goals themselves rem ain impeccable. They are at 
the heart o f  the aspirations o f  broad masses o f  people to  create developm ental, 
hum anistic and harm onious societies. Im p o rta n t though some o f  the ir 
p rescrip tions are, i t  is hard to  see how  the new  m arket-based in s titu tio n a l 
re fo rm s w ill lead to  the realization o f  the social and developm ental goals 
ou tlined  above in  a very large num ber o f  countries. The  fa ilure to  pay su ffic ien t 
a tten tion  to  these goals in  the last decade and a h a lf o f  m arket re fo rm s may 
largely explain the h igh  incidence o f  failed states, c iv il wars, p o litica l vio lence 
and stagnant deve lopm ent in  large parts o f  the w o rld  today.

Reforms need robust systems of public accountability
F o r re fo rm s to  be ins titu tiona lized  and serve the pub lic  good, they m ust also 
a llow  fo r  e ffective  pressures to  be b rough t to  bear on  pub lic  managers in  
service delivery. A gen t-p rinc ipa l theorists assume tha t by em phasizing the ro le 
o f  markets in  service delivery, the re form s themselves w il l  em pow er users o f  
sendees w h o  w il l  pun ish bad p roviders and reward good ones by spending the ir 
m oney o r p u b lic  vouchers as they deem fit. The  accountab ility-y ie ld ing  powers 
o f  new  pub lic  management have, however, been seriously questioned by a host 
o f  authors (see Ferlie  et al., 1996, fo r  a review). Quasi-m arkets are im perfect, 
app lica tion  o f  re fo rm s is uneven, and p ow erfu l in terest groups o r  ind iv idua ls 
may collude w ith  managers to reap ren t o r  o ffe r lo w  qua lity  and reduced 
services. T h is  has led to  calls, inc lud ing  am ong ind iv idua ls tha t suppo rt N P M , 
fo r  m ore  e xp lic it accountab ility-focused re fo rm  policies. These polic ies include 
the C itizens’ C harter in  the U n ited  K in g d o m , w h ich  is being copied by South 
A fr ic a  and Z im babw e (Therkildsen, 1999); creation o r s trengthening o f  pub lic
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com pla in ts com m issions, such as O m budsm en in  M alaw i, S outh A frica , 
Tanzania, Zam bia and Z im babw e; and service de livery o r user surveys, w h ich  
are being im p lem ented in  B o liv ia , Ind ia , M a li, N icaragua, Tanzania and Uganda, 
fo r  instance.

C itizens’ Charters seek to  ensure that citizens are consulted and o ffe red  
adequate in fo rm a tio n  about the quan tity  and qua lity  o f  p u b lic  services to  enable 
them  to  make ra tiona l decisions about w hether to  su p p o rt such services o r 
demand changes in  policies. U nder the O m budsm an system, w h ich  predates 
new  pub lic  management in  many countries, governm ents establish an 
independent au tho rity  tha t w il l  receive and fo rw a rd  com pla in ts fro m  the pub lic  
to  governm ents and the legislature. Service delivery o r  user surveys are a recent 
developm ent. The  US-based in te rna tiona l N G O , C IE T -In te rn a tio n a l, whose 
goal is to  bu ild  com m un ity  voice in  deve lopm ent p lanning , has p rom o ted  
service delivery instrum ents in  several countries in  A frica , Asia  and La tin  
A m erica  where, w ith  governm ent support, i t  conducts surveys on  h ow  
consumers o r  citizens feel about a range o f  services p rov ided  by loca l and 
central governm ents. Results are disseminated am ong c iv ic  groups and the 
p r in t media and given to  governm ents fo r  action. T he  expectation is that 
governm ents w il l  im prove  upon  the ir perfo rm ance based on the survey 
find ings. The  m ost advanced application o f  this in s tru m e n t o f  accountab ility  is 
the P ublic A ffa irs  Centre ’s R eport Card, p ioneered in  the Ind ian  cities o f  
Ahm edabad, Bangalore, Calcutta, Madras and Prune (Paul and Sekhar, 1997), 
w h ich  solic its citizens views about how  satisfied they are w ith  services such as 
telephones, electric ity, water, health, postal service, pub lic  transport, the police, 
p u b lic  banks and food  d is tr ib u tio n  systems. T he  extent to  w h ich  re p o rt cards 
o r survey find ings have in fluenced governm ent polic ies is unclear.

C itizens’ Charters, O m budsm en and service de livery surveys are im p o rta n t 
instrum ents o f  accountab ility  and e ffo rts  should be made to  im p ro ve  the ir 
perform ance. H ow ever, re fo rm s that focus on  pub lic  accountab ility  should 
strong ly include the se lf-organization o f  citizens to  in fluence p u b lic  polic ies and 
im prove  the delivery o f  governm ent services. I f  citizens do  n o t act on 
in fo rm a tio n , ind iv idua lly  and collective ly, pub lic  services are un like ly  to  
im prove  especially in  societies where p u b lic  servants believe they are do ing  
society a favour by being p u t in  charge o f  sendees. C o llective  and ind iv idua l 
actions fo r  pub lic  accountab ility  entail deepening and defending the c iv il rights 
o f  citizens; p ro m o tin g  a free press and an independent jud ic ia ry; as w e ll as 
im p ro v in g  the organizational capacities o f  groups tha t act on  beha lf o f  citizens 
in  b ring ing  pressure to  bear on  governm ent o ffic ia ls . I t  also means that 
parliam entary parties that have emerged in  dem ocratic transitions are 
transform ed fro m  the ir cu rren t character o f  being narrow , e litis t, electoral 
bodies to organizations that re flect, and can act on, b road social interests in  
pursu ing pub lic  policies.
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