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PUBLIC SECTOR REFORM: WHAT ROLE FOR THE CENTRE?

Government reforms, designed to improve the
delivery of public services, are now widespread.
The reform programmes include decentralisation,
diversification of delivery agencies and
development of new methods of control and
accountability. These developments raise
questions, however, about the roles of central-
government agencies — such as the cabinet office,
and the ministries of finance and public
administration - which remain the key drivers of
policy and the key sources of financial means and
organisational capabilities. It is too early to offer
definitive guidelines to ‘best practice’ in
government. The lessons from the reforms to date,
however, suggest that a more integrated ‘corporate
office’ may be required at the centre. It would
provide more coherent and more flexible political,
financial and organisational responses to a
changing environment, rather than acting simply
as a regulator or filter.

‘New’ public sector management

The objective of the ‘new’ approach to public
management is improved delivery of public
services. In essence, it seeks to replace traditional
management, based on the central regulation of
inputs and processes, by output management.
Although central regulation remains important, the
emphasis in public administration has shifted
radically towards managing what is done, rather
than how it is done. The key instruments include:

* management contracts between the centre and
specialised government agencies;

* service contracts between government agencies
and a diverse set of private sector delivery agents;
and

* new methods of management, control and
accountability.

To be successful, such a shift needs to touch on the
entire range of organisational and management
factors influencing the behaviour of public officials.
The necessary conditions include clarity of role and
purpose (for both organisations and individuals);
responsible and accountable leadership;

performance-focused management and control
systems; the availability of appropriate skills; and
alignment of the values of staff with the purposes
for which they are employed.

In an unreformed input-and-process-managed
public service system, policy wisdom is vested in
the design of the regulations and in the discretion
of those who carry them out. In a fully reformed
output-management system - and even more so in
an outcome-oriented system - policy becomes
much more an active and continuing responsibility
of the cabinet and its advisory agencies.

The emphasis in the initial stages of reform thus
tends to be on letting the operators, rather than the
centre, ‘row the boat’. The putative eventual role of
the centre, as the new regime evolves, is to steer
the boat. Traditional central government
arrangements, however, are poorly suited to this
role. Consequently, the rethink of the central
agencies’ role in New Zealand - and this may well
be true also of the United Kingdom - has
concentrated on building a new kind of advisory
capacity to support the heart of government, a
capacity not hitherto seen to be required.

The new operating environment

The logic for re-thinking the roles of central
government agencies is being driven also by
changes in the international and domestic
environments in which they operate. Two changes
have been particularly pertinent:

* the globalisation of commerce and
communication; and

* the increase in individual and corporate
knowledge through information technology.

Originally, government agencies were designed to
keep things constant within a domain in which they
had a clear monopoly. By contrast, governments
now need to react to a turbulent global
environment. With less sovereignty over their
traditional domain, the most successful nation-
states now are those with the capacity to adapt and
respond in a timely, coherent and constructive way
to shifting and unpredictable internal and external
pressures.

New information technologies offer individual and



corporate operators increased knowledge and
power. This allows them to react more
independently and in ways which central
government agencies sometimes may find
unpredictable, even unhelpful. As a result,
governments are having to develop more
interactive and less top-down relationships with
their citizens.

Learning from the private sector

In the private sector, among companies of all kinds,
the changing environment of the last few decades
has produced a revolution in thinking about
strategic control of dispersed service-delivery
agents, who now have (and require) a high degree
of operational autonomy. Two
elements of this private sector
revolution have specific rel-
evance to the reforms required
of central government
agencies.

The first element is the new
thinking about governance. Of
particular interest are the role,
composition and organisation
of the controlling board, its
relationship with the rest of the firm, and the
relationships of shareholders to the board and
other stakeholders. Many of the most successful
companies have sought to empower their
managers and workforces, thereby replacing the
traditional low-productivity ‘them and us’
psychology.

The corporate office, however, which supports the
board’s decision-making, has not withered away.
Instead, it has taken on increasingly demanding
and important roles: assessing the environment;
sensing the ‘mood music’; processing information;
and thinking strategically. The idea that the board'’s
decision-making should be
supported only by separate
and relatively uncoordinated
units, dealing - mainly in a
regulatory mode - with
finance, personnel and board
secretariat functions, would
not be acceptable in a large
modern firm. Yet it remains
characteristic of how cabinets
are supported, respectively, by
ministries of finance and
public administration and by the cabinet office.

The second element concerns new thinking about
control within the firm, exemplified in Robert
Simon’s model of management as the careful
operation of four ‘levers’ over staff behaviour.
These levers are: belief systems (values); boundary
systems (risks to be avoided); interactive control
systems (dealing with strategic uncertainties); and
diagnostic control systems (critical performance
variables.)

These elements of ‘best practice’ in private sector
governance and strategic management and control
have been developed in response to circumstances

the emphasis in public

radically towards managing
what is done, rather than

howv it is done

in many developing
countries, governments
are bedevilled by a critical and
incapacity which disables

the public sector

identical with those now being faced by
governments. This suggests that, by re-examining
their roles in the same light, reform-minded
governments might draw useful lessons for the
organisation and operation of cabinet, and of its
supporting agencies.

Are governments different?

The applicability of these lessons to public sector
management, however, is not unquestioned. It is
right, for example, that public sector governance
should be slower to change than private sector
management. The governance arrangements of
the nation-state should be more durable than those
of commercial organisations. The consequences of
company failure are serious;
state  failure is utterly
unconscionable.

administration has shifted

Furthermore, reforms that
argue for a  stronger
constituency for the collective
interest of government, both
within and in support of
cabinet, inevitably touch on
deeper issues, like the power
of the head of government
relative to other ministers. These may relate to
even deeper arrangements which successful
societies have developed over time to guard
against tyranny. Against such considerations, it can
be hard to make the reform logic stick. Other
developments, however, such as more open and
accountable government, may mean that prime
ministers can be stronger in cabinet without
constituting a threat to democracy.

Although it can be argued (on the above grounds)
that developed countries may be right to ‘hasten
slowly’ in examining these issues of central
governance and management, the same is much
less likely to apply to
developing countries. In many
developing countries,
governments are bedevilled
by deficiencies in the design
operation of their
governance and strategic
control arrangements at the

centre. This constitutes a
critical incapacity which
disables the public sector as a
whole. Perhaps the most

important symptom of this incapacity is the
widespread inability to maintain a responsible and
predictable budgetary policy.

Inherent in the problem is the fact that, in general,
the issues of inadequate governance and control
are not benefiting from any coherent consideration
in developing countries. Instead, the changes
made often merely copy aspects of former
developed-country models evolved for different
times and against different risks and which are now
being superseded. The fear must be that this will
further entrench the disadvantage of developing
countries as their developed counterparts adopt
dynamic enterprise-derived models at the heart of



government. On the other hand, until countries like
the United Kingdom or New Zealand can
demonstrate the benefits that their reform logic
should by now have taught
them, it is hard to see
developing countries making
an even greater leap.

Government, and how to think
about it and run it, is going
through an historic transition.
The operation of the cabinet
and the quality of the
arrangements which support
its decision-making are
crucial. There is need for debate on these issues
which is less fixated on specific devices and levers,
but which revisits the fundamentals:

reform-minded

useful lessons from
best practice in

the private sector

* how to keep governments safe and useful for
their people;

« how to direct and control
complex organisations in the
modern environment; and

governments might draw

« how to replicate best
practice where it is most
needed.

These concerns are common
to developed, transitional and
developing countries alike.

Alex Matheson
e-mail: amatheson@compuserve.com

Alex Matheson formerly ran a central agency policy unit
dealing with reform issues in New Zealand. He is currently
Special Adviser to the Commonwealth Secretariat.

HEALTH SERVICE FINANCING IN SUB-SAHARAN AFRICA: STRATEGIC
PUBLIC ROLES

Reforms intended to mobilise private resources
and improve efficiency in health services are being
contemplated or introduced in most countries in
Sub-Saharan Africa. Determining the appropriate
roles for, and balance between, public, private and
charitable activity is the key problem for African
health sector managers. In cases where the
government cannot afford to be the monopoly
provider, it still has important strategic roles to
ensure efficiency and equity in the sector as a
whole. Reforms without a clear consensus about
the future role of the state are unmapped and have
an unknown destination.

Debates about the objectives and direction of
health sector reforms revolve around three main
issues:

* Are privately-financed health
systems more efficient than
publicly-financed ones?

public-sector failures in

* Which system is more
equitable? health care are more
* Does private finance

complement or substitute for
public finance?

empirical issue

As yet, there is little empirical
evidence on each of these issues.

Is privately-financed health care
more efficient?

The case for private financing of health care is that
fees at the point of service would improve provider
efficiency by creating incentives to use the lowest-

whether market or

costly is an unresolved

cost input combinations and by improving the
contract specification between provider and
consumer.

Health-care markets, however, are prone to
failures. The sources of failure include:

e crucial principal-agent problems due to
informational asymmetries and lumpy
consumption;

» uncontested local monopolies, especially in rural
areas;

» externalities in the case of infectious-disease
control, environmental and preventive services,
and other merit-good provision; and

 adverse selection, moral hazard and free-riding in
health insurance.

The consequences may be
supplier-induced demand,
particularly  when phar-
maceuticals as well as services
are sold for pecuniary gain;
and the under-provision or
under-consumption of ser-
vices with spill-over or social
benefits.

These inefficiencies provide
one rationale for public
financing. Public financing may also spread health
risks and costs over a larger population, and at
lower administrative costs, than private insurance
schemes. Publicly-financed services, however, are
also prone to provider inefficiencies and to over-
consumption due to free-riding. The fact that both
African and Asian consumers increasingly are
turning to private providers may be evidence that
the inefficiencies in public provision are significant
and increasing, and that publicly-financed services



are perceived to be of poor quality. Whether (and in
what circumstances) market or public sector
failures are more costly is an unresolved empirical
issue.

User fees and equity

Equity arguments provide a second rationale for
public (or collective, or charitable) involvement in
health service financing. User
fees ration the demand for
health services. This rationing
may be desirable, for example,
if it protects tertiary services
from being swamped by
demands for primary care; but
unwanted if it erects barriers
to access to services which
make a difference to life and
health, particularly for the poor. The evidence on
whether fees reduce demand unduly at low levels
of income is complicated by the effects of quality.
Some studies purport to show that user charges
associated with higher-quality services do not
diminish aggregate demand. They may omit to
demonstrate, however, that cost forces poor
people out of local health markets if they are
replaced by patients with higher incomes who
might otherwise have searched for quality
elsewhere.

Although shorter queuing times for non-urgent
attention, choice of medical attendant and the
quality of "hotel' hospital services may be justified
on the basis of ability to pay, many believe that this
is not an acceptable criterion for access to quality
health services. It is not necessarily inequitable,
however, if people who pay more for health care
derive more benefits from it. The only
unambiguous inequity arises when poor people
subsidise health care for rich people. This
accusation has been levelled
at publicly-financed health
systems, but the few studies
undertaken of tax and benefit
incidence have failed to
demonstrate this outcome
conclusively. On the other
hand, the extent to which city
hospitals absorb public
resources is hard to justify on
either efficiency or equity grounds, and this
constitutes a major problem in Africa.

Cost-sharing

Cost-sharing is an attempt to resolve this dilemma
by internalising private health-market failures
within publicly- or collectively-managed health-
care arrangements. Three issues require
clarification, however:

» Does cost-sharing effectively augment health-
care resources?

* Does it improve resource allocation?

» Are there any other significant effects?

problems with user
charges in state-financed .
systems lie mainly at the

public-private boundaries

countries with insufficient
resources to maintain their
infrastructures face key

strategic choices

Although there is evidence that some local facilities
can recover a significant share of their non-staff
costs from user charges, the total contribution to
the sector generally is less than 10 per cent.
Moreover it is not clear that the revenue from user
charges actually allows a re-allocation of resources
within the sector as a whole; for example, between
rural and urban, or between curative and
preventive services.

The main problems with user
charges  within a pre-
dominantly state-financed
health system appear to lie at
boundaries  between
public and private activities.
Although research evidence is

sparse, there is much
anecdotal evidence of
resource leakages. Thus,
underpaid public-hospital

doctors see private patients while neglecting
publicly-financed duties; and medical personnel
sell pharmaceuticals for use outside the health
service. A central issue is the disparity in wage
rates between public and private sectors. Low
public sector wages undermine professional ethics
and provide incentives for doctors and nurses to
seek additional sources of income from private
practice or the illicit sale of medical supplies.
Health staff are being asked to operate for part of
the time within ‘rules of the game' defined by trust
and without pecuniary benefit for an individual
treatment; and for part of the time they are allowed
to act as economic agents.

Defining the reform agenda

There appear to be four main groups of countries
requiring rather different reform strategies:

i. The low, efficient public
spenders with growing
economies, who may, at least
in the short-run, need to do
least to shift the financing
burden from public to private
sources;

ii. The average public
spenders with good health
outcomes, who face a future fiscal constraint that
will impede further publicly-financed expansion
and who therefore need to plan for a strategic - but
not monopoly - role in a pluralistic system;

iii. The low spenders with poor health outcomes,
where additional expenditure, both public and
private, may be required.

iv. The high public spenders who nonetheless are
unable to finance the government sector
adequately.

The fourth group poses the greatest challenges.
Typically, they are countries where the health
infrastructure and staff were expanded during the
1960s and 1970s to a point where they can no
longer be utilised effectively. Health gains are



being eroded because wage rates are too low to
give providers incentives to deliver high-quality
services. Management controls are becoming
increasingly ineffective, and resources are spread
too thinly to allow the provision of adequate
supplies and maintenance.

Strategic choices

In each of the four cases, a consensus as to the
future role of the state is a precondition for
successful reforms. The role adopted by the state
will depend partly on technical issues. These
include the level of income (poverty and financing
issues); the distribution of income (equity issues);
epidemiological patterns of disease and the state
of the health environment (externality issues); and,
more generally, the likely relative costs of market
and public sector failures. The state’s role will also
depend on the nature and strength of the social
contract between government and taxpayers, and
on the willingness and capabilities of local
government and communities to be involved in
health-service management.

Governments that cannot
afford to maintain or to utilise
fully their health infra-
structures, have an important
strategic choice to make. They
may continue to rely on
external aid financing, and
run the risk of changes in
donor policy. In that case, they
would be advised to develop long-term strategies
to deal with aid fluctuations. Alternatively, they
may relinquish attempts to be monopoly health
service suppliers and focus on providing key
services and areas of influence of maximum social
benefit.

Most African governments need to find ways of
achieving their efficiency and equity objectives
without being monopoly financiers of health care.
In some cases, the government sector may need to
be decreased in size to balance financing
requirements with means. A smaller, better-paid,
better-managed and better-motivated public sector
may be able to achieve more than a large, poorly-
motivated sector that attempts unsuccessfully to
do everything. But a more selective role may be
just as demanding.

Health markets require regulation by government,
professional bodies or by communities acting on
behalf of consumers. Such supervision has been
seriously neglected in most African countries. The
introduction of local health-management
arrangements is thus an important innovation.
There is little evidence yet, however, about the
capability of local communities in supervising
health service efficiency - public or private - and in
ensuring an equitable allocation of resources. In
the absence of a strong regulatory capability, the
state may need to finance enough high-quality
units to provide an effective benchmark against
which the private sector must compete.

Where the sector is too large to finance or manage

the implications for donor
policy might be an almost The
complete reversal of

current roles

properly, governments might choose to
concentrate on subsidising services for the poor
and on regulation. Several options exist:

» Contracting the private sector to provide services
that might otherwise be under-supplied.

» Engaging charitable organisations to finance and
provide services.

* Reducing the size of the sector by leasing
hospitals and clinics to private or charitable
organisations with contracts to provide specific
services.

« Selling potentially profitable units in whole or in
part - for example, city hospitals, which absorb a
disproportionately large share of the public health
budget. Again, the sale might involve contractual
obligations to provide (say) teaching services or
free-at-point-of-service access to poor patients on
referral.

Unfortunately, the capacity required to manage
and supervise such contracts
effectively is frequently under-
estimated.

implication for donor
policy in these circumstances
might be an almost complete
reversal of current roles. At the
moment, donors usually act as
financiers of last resort for
primary and rural health
services, which have the greatest externalities and
the most benefit for the poor. But this is where
domestic public financing has the clearest rationale
and is likely to have the most durable role. A better
financing strategy implies that governments accept
more responsibility for low-income and preventive
health-care services, with donors assisting in
developing local strategic and contract
management and regulatory capabilities, and in
preparing potentially profitable tertiary units for
privatisation.

Conclusions

Public finance for health-care services remains
necessary to create synergies between activities
financed from different sources, and to limit
failures in private health markets. Finance from
public, private and charitable sources, however, is
required - in different proportions, depending on
circumstances - to bridge the gap between health
needs and costs in many African countries. Much
more empirical evidence is needed on the welfare
gains or losses associated with the move from
public to private health financing. Nonetheless, in
many African countries, it is already clear that
distortions exist at the boundaries between public
and private sectors, not least as a consequence of
disparities between private sector and public
sector wages for health workers.

Reform of health financing needs to be informed
by a clear view of the future role of government.
The reform debate has been side-tracked, however,



by vain hopes that cost-sharing will generate
enough resources to meet financing deficits. Cost-
sharing, as presently practised, is also potentially
counterproductive, especially  where the
boundaries between public and private activity are
not clearly defined and supervised.

Supervision and regulation are essential for
efficient and equitable health outcomes, but have
been neglected in Africa. Devolution of
responsibility for managing health services may
help, but only if local communities have the
necessary managerial capabilities.

Countries with insufficient resources to utilise or
maintain their existing infrastructures face the
greatest challenges. Their governments may need
to revise their roles fundamentally, by
concentrating on financing services for the poor

and on regulating the whole sector, while
supervising and managing contracts with private
and charitable organisations. The lack of capacity
to undertake these tasks poses challenges for
foreign aid policies.

Roger Hay
e-mail: roger.hay@opml.co.uk

Based on research by Roger Hay and Mark George for the
Food Studies Group at Queen Elizabeth House, University
of Oxford, with financial support from the United
Kingdom Overseas Development Administration.

CAPACITY-BUILDING IN AFRICA:

FAD OR FOCUS FOR CHANGE?

‘Capacity-building’ is now widely espoused as a
new focus for development assistance. Despite the
importance of its objectives, however, the concept
of capacity-building runs several significant risks
as a rubric for organising aid and its supportive
infrastructure. First, its scope can appear so all-
embracing as to lack utility. Second, it can amount
to a re-branding of external assistance without a
change in the services being offered. Third,
because of its appeal, it risks becoming
bureaucratised and subverted by vested interests.
More positively, however, capacity-building draws
attention to some long-standing and important
principles of development assistance that too often
have been overlooked.

What is unique about ‘capacity-
building’?

In practice, almost all the multifarious factors
impinging on the development failures of African
countries have been labelled a ‘lack of capacity’.
This creates a fundamental difficulty in that, taken
together, the factors described as ‘incapacity’ can
encompass the entire domain
of development. It also
renders largely illusory the
apparent neatness and focus
provided by repeated use of
the ‘capacity’ concept.

a capacity-building

intervention is one that

makes clear what is excluded. The only thing
capacity-building appears to exclude is
development assistance, in kind or in money, that
does not aim - over time - to help local people to do
things themselves without external assistance. A
capacity-building intervention is thus one that, in
some way, makes a positive impact on local skills,
attitudes and institutions. But this appears to be no
different, in essence, from the rationales for
‘sustainable development’, ‘teaching people to
fish’, local empowerment and self-sufficiency that
have dominated aid thinking ever since it was
recognised that the Marshall Plan approach would
not work in developing countries.

How then can the case for capacity-building be
distinguished from the wider reaction to the bad
press received by international assistance as a
result of the perceived failure of developmental
policy prescriptions which relied on economic and
fiscal restructuring? A more positive view is that
capacity-building re-emphasises two important
principles:

1. That what is being done by external donors
should not only be project-focused, but should take
account of the impact of the activity on the wider
complexities of the society in question. It is an
argument against a ‘blinkered’ approach to project
and sectoral development.

2. That donors should design
their interventions with
reference to what other donors

Consequently, the problem is Makes a positive impact on 2 doing.

unlikely to be resolved by
specifying different aspects of
capacity and then setting up
central and local
infrastructures for ‘building’
these identifiable attributes, or for emulating what
other countries have done to build them.

The test of the utility of a concept is whether it

local skills, attitudes and

institutions

Stated thus, capacity-building
is more than a mere re-
branding of aid activities.
Instead, it seeks to build a
constituency to mobilise
attention and resources towards limiting "bad’ aid.



A route to successful aid

management?
Many development strategies, fostered by
international agencies, have not succeeded

because they failed to recognise three facts,
namely that:

 societies are very different from each other, so
that what works in one place might not work in
another;

» societies are very complex, so that the people,
systems and processes presenting themselves
may not be as they seem - indeed, they may be at
cross-purposes with the donor’s approach; and

 in practice, donor agencies, or their agents and
employees, may have goals and incentives
different from those that they formally espouse.
bedevil

These same risks capacity-building

Regrettably, there is no simple answer to the
question of why development assistance is hard,
complex and frustrating. Whatever its bureaucratic
attractions, however, behaving as if there is an
easy answer is counter-productive. The good
things about the capacity-building movement are
that it reinforces the need to think holistically about
development, it emphasises the need for donor co-
ordination, and it pays more attention to training
and to local organisations. Insofar as it fosters the
illusion that there is a coherent set of problems
which can be managed by a set of ‘building’
committees and units, however, the capacity-
building approach is doomed to bureaucratisation,
subversion and failure. In that case, it will run the
risk of being replaced by yet another development
‘fad’ in a few years time.

Making aid work better

In short, capacity-building emphasises some of the

AN F | oldest lessons of development assistance - in
|n|t-|a-t|_ves. or example, particular, that donors should
activities directed at capacity-building not focus on investment
developing skills, streng- projects when the
thening policy capability, . .

L. . e L H preconditions for their success
giving voice to civil society reinforces the need to do not exist: and that each
and promoting local donor’s interventions should

‘ownership’ of development
programmes could work in
one place, yet be unsuccessful
in another. This raises the
question whether successful
capacity-building represents a “missing link’ in the
aid agenda.

Development is a complex process, touching on
deep issues of human behaviour: it involves
working with, and changing, the underlying
dynamics of a given society. To be successful, it
must be driven by an internal leadership that is
willing and able to leverage internal and external
resources. It must also appeal sufficiently strongly
to a set of deep and shared societal values. Those
involved in the process need to be prepared to face
the uncertainties, discomforts and even - in the
case of some vested interests - dispossessions,
that inevitably accompany significant social
change. Those fostering change, therefore, must
understand and deal with the real sources of
power in a society.

Since the nature and determinants of behaviour
differ from nation to nation, it is far from clear that
calling a complex set of problems “incapacity’, and
then setting up a hierarchy of organisational
structures to ‘build’ it, gets to the heart of the
problem. The expectation that these units
suddenly will be vested with insight and altruism,
simply because they operate under the label of
“capacity-building’” and give renewed emphasis to
skills and organisational development, clearly is
unrealistic. What new analytical models and
intervention modes does the capability-building
agenda offer that will ensure that the new
mechanisms of development assistance will prove
more effective than the multitude of other local co-
ordination devices set up at the instigation of aid
donors over the years?

think holistically about

development

take account of the actions of
other donors. To these ends,
there may be a few rules of
thumb that can be applied:

1. Gain as complete an understanding of the
society as possible before intervening in it.

2. Avoid perverse incentives for both donor and
recipient officials.

3. Make the connections between local decisions
and local consequences transparent.

4. Use external influence to discourage
governance systems that support tyranny in any
form.

5. Make the most of opportunities and incentives
for the empowerment of as wide a variety of
enterprising community-, commerce- and nation-
building individuals and institutions as possible.

Alex Matheson
e-mail: amatheson@compuserve.com

Alex Matheson formerly ran a central agency policy unit
dealing with reform issues in New Zealand. He is
currently Special Adviser to the Commonwealth
Secretariat.



What's on at OPI

During the 1999-2000 academic year, Oxford Policy Institute is holding three separate series of public
meetings. The first, on Re-thinking Approaches to Government Reforms was held in October-December
1999. The second, on the Management of International Aid, and the third on Health Sector Reforms,
will be held in January-March and April-June 2000, respectively. For further details contact OPI.
Material from some of these meetings will appear in future issues of OPI Issues Notes, or as OPI Policy
Briefs.
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