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PUBLIC SECTOR GOVERNANCE – PART 1
Relevant to Paper P1 from the December 2014 exam session
There is a new section of the Paper P1 Study Guide for exams from December 2014 onwards. It is on public sector governance and is included as a new addition under section A9. The purpose of this article is to introduce these topics and give some pointers as to what the important themes are in terms of teaching and learning.

There are four new sections (A9a, b, c and d) with each covering an important element of public sector governance. In this article, and a subsequent one, these themes will be covered in the order that they appear in the Study Guide. We will begin with considering the new section A9a:

a) Describe, compare and contrast public sector, private sector, charitable status and non-governmental (NGO and quasi-NGOs) forms of organisation, including purposes and objectives, performance, ownership and stakeholders (including lobby groups).

WHAT IS THE ‘PUBLIC SECTOR’?
In what economists call a ‘mixed economy’, there is a range of organisations. Some are business organisations and exist to make a profit; others are charitable or benevolent in their purpose, and another type is referred to as public sector. Not to be confused with ‘public companies’ (which describe the public availability of their shares), these are organisations that are, in some way, connected to, or deliver, public goods and services. This means that they help to, in some way, deliver goods and services that cannot be, or should not be, provided by ‘for profit’ businesses.

In most cases, public sector organisations are operated, at least in part, by the state. A state, not to be confused with a government, is a self-governing, autonomous region, often comprising a population with a common recent or ancient history. A state has four essential ‘organs’ without which it cannot fully operate: the executive (or government), the legislature, the judiciary and the secretariat (or administration). Because national constitutions vary, it is not possible to give general examples of how these ‘work’.

In the UK, by way of example, however, the head of state is the reigning monarch and the head of government is a different person (the prime minister). The head of government leads the executive, and the head of state is largely a ceremonial position, but in other countries, he or she also has a role in government. The legislature formulates and passes statute law, which the judiciary (the system of courts) interprets and enforces along with other non-statute laws called common laws. In a democracy, the legislature is largely elected and the judiciary is independent of government so that, if necessary, the judiciary can bring a legal case against the government or members of it.

The state’s secretariat or administration is by far the largest of the four ‘organs’ and is responsible for carrying out government policy and administering a large number of state functions. Again, the roles carried out by the secretariat depend upon the country’s constitution but these typically include education, health, local authority provision, central government, defence, foreign affairs, state pensions, tax collection and interior issues such as immigration, policing and prisons. For the most part, organisations such as these are funded by revenues from the state (mainly taxes) and they exist to deliver public services that cannot, or – in the opinion of the government – should not be provided by the private sector (the name given to businesses funded by private capital).

In most developed countries and in many developing countries, the public sector is very large. In the most developed countries, the state spends over 40% of the country’s domestic product and this figure is over 50% in some cases. In the UK, for example, the public sector accounts for around a quarter of all jobs. Accordingly, then, the public sector is very large and accounts for many different organisations delivering important services and employing, in many cases, thousands or even millions of people.


AGENCY IN THE PUBLIC SECTOR
One of the key concepts in corporate governance in the private sector is agency. This means that the people who manage a business do not own it, and in fact manage the business on behalf of their principals. It is said that management has an agency relationship with the principals in that they have a fiduciary duty to help the principals achieve the outcomes that they (the principals) seek. In a private or public incorporated business organisation, the principals are shareholders and, in most cases, shareholders seek to maximise the long-term value of their shares. This is usually achieved by profitable trading and having strategies in place to enable the company to compete effectively in its competitive environment.

It is slightly different for public sector organisations. Those employed in the public sector work just as hard as those in the private sector and have objectives that are just as clear (but are sometimes conflicting), but the principals are different. Whereas private and public companies have shareholders, public sector organisations carry out their important roles on behalf of those that fund the activity (mainly taxpayers) and those that use the services (perhaps pupils in a school, patients in a hospital, etc). Funders (ie taxpayers) and service users are sometimes the same people (for instance, taxpayers placing their children in state school) but sometimes they are not, and this can give rise to disagreements on how much is spent and on what particular provisions. Part of the nature of political debate is about how much state funding should be allocated to which public sector organisation and how the money should be spent.

In general, however, public sector organisations emphasise different types of objectives to the private sector. Whereas private companies tend to seek to optimise their competitive positions, public sector organisations tend to be concerned with social purposes and delivering their services efficiently, effectively and with good value for money.

A common way of understanding the general objectives of public sector organisations is the three Es: economy, efficiency and effectiveness.

· Economy represents value for money and delivering the required service on budget, on time and within other resource constraints. It is common for public sector employees and their representatives to complain about underfunding but they have to deliver value to the taxpayers, as well as those working in them and those using the service.

· Efficiency is concerned with getting an acceptable return on the money and resources invested in a service. Efficiency is defined as work output divided by work input and it is all about getting as much out as possible from the amount put into a system. It follows that an efficient organisation delivers more for a given level of resource input than an inefficient one.

· Effectiveness describes the extent to which the organisation delivers what it is intended to deliver.


FORMS OF ORGANISATION
The entry in the Study Guide contrasts ‘public sector, private sector, charitable status and non-governmental (NGO and quasi-NGOs) forms of organisation’. The term ‘third sector' is sometimes used to refer to charitable and non-governmental organisations. The public and private sector are the first and second sectors, though the order of these – which is the first and which is the second – varies with who is writing. The third sector comprises organisations that do not exist primarily to make a profit nor to deliver a service on behalf of the state. Rather, they exist primarily to provide a set of benefits that cannot easily be provided by either profit-making businesses nor the public sector.

Organisations delivering international medical aid are a good example of non-governmental organisations (NGOs). Well-known NGOs such as Medicins sans Frontiers (‘doctors without borders’ in English) are large and well-structured organisations, delivering important medical aid in war zones and the like. Although supported by businesses and governments in their aims and activities, such NGOs are often mainly privately funded (eg by benevolent individuals) and do not operate under either a conventional business or public sector structure.

In such cases, NGOs and charities may have an executive and non-executive board, but these are subject to a higher board of trustees whose role it is to ensure that the NGO or charity operates in line with its stated purpose or terms of reference. In these cases, the agency relationship is between the NGO or charity, and its donors. When donors give to NGOs or charities, it is important for them to be reassured that their donation will be responsibly used for its intended purpose and the board of trustees help to ensure that this is what happens.

A question in the June 2011 Paper P1 exam gave an example of a poorly managed charity, the Horace Hoi Organisation (HHO), where one individual (Horace Hoi) misused funds donated to the charity for personal enrichment. An effective board of trustees could have helped to ensure that donated funds were used for their intended purposes (for HHO, it was to prevent animal suffering).

In some cases, NGOs can be funded by a government but remain semi-independent of the government in their activities. It might be, for example, that a government is seeking to provide a certain service (eg regional support of businesses) but wants to ensure, because of the importance of that service, that its delivery is free from – and seen to be free from – any political interference. If a government wants to be free from the accusation, for example, that a local business-support decision was based on political advantage for the governing party, it might give a publicly funded organisation effective autonomy in its decision making, even though it is helping to implement government policy.

These organisations are sometimes referred to as QuANGOs – quasi-autonomous non-governmental organisations. QuANGOs are sometimes accused of being unaccountable for their decisions because they only weakly report to the government (and the taxpayers) who fund their decisions. But that is partly the point of a QuANGO: it accounts to many principals including local stakeholders, central government and national taxpayers. QuANGOs can be politically awkward and, accordingly, their use in the public sector changes over time.

Public sector organisations themselves can take several forms. In each case, they are directly responsible for delivering part of a government’s policy and are, in most countries, under the control of the government. This means that they are under ‘political control’ in that people in government with a political agenda partly control their objectives and activities. In many countries, politics divides along a ‘left-right’ split while, in others, political divisions are more concerned with ethnicity, culture or religion. In some countries, for example, universities are funded mainly by governments, while, in others, they are mainly private institutions. It is similar with healthcare and schools – in some countries, these are under central government control and funding while, in others, they are privately funded and citizens must pay for services directly or through insurance.


LOBBYING AND LOBBY GROUPS
In a democratic society, one in which political priorities are publicly debated and governments change with the collective will of voters, a range of external interests seek to influence public policy. In some cases, external interests coalesce around a certain opinion and it seems appropriate, to some, to campaign to influence government policy in favour of their particular vested interest. When organised specifically to attempt to influence government policy or the drafting of legislation (statute law), such interests sometimes ‘lobby’ politicians to try to get them to vote in the legislature in favour of their particular interest. These ‘lobby groups’ may attempt to influence in favour or against a wide range of issues and, although their activities are legal, some argue that they are not always helpful because it is thought by some that those that are the best funded will be the most likely to be heard. This can act against the public interest and in favour of sectional interests and this is thought to not always be helpful to the democratic process.


STAKEHOLDERS IN THE PUBLIC SECTOR
Several questions in previous Paper P1 exams have examined the complexities of stakeholders for a private sector (ie business) organisation. Public sector organisations have, in many cases, an even more complex set of stakeholder relationships than some private sector businesses. Because most public sector activities are funded through taxation, public sector bodies have a complicated model of how they add value. For a private business, revenues all come from customers who have willingly engaged with the business and gained some utility for themselves in the form of benefit from goods or services.

With a government, however, taxation is mandatory and may be paid against the wishes of the taxpayer. Citizens of a country might disagree with the levels of taxation taken by a government, especially when a taxpayer sees most of his or her tax being spent on causes or services that mainly benefit others (and not themselves) and with which they may disagree.

Political theorists have long discussed the importance of a social contract between the government and the governed. In this arrangement, those who pay for and those who use public services must all feel that they are being fairly treated and not being over-exploited nor badly served. Because there are so many claims to balance, then, the stakeholder pressures on a government are often very difficult to understand.

Furthermore, the claims of some stakeholders are assessed differently by different people according to their particular political stance. This means that some stakeholder claims are recognised by some but not by others, and this can make for a very complex situation indeed when it comes to deciding which stakeholder claims to recognise and which to reduce in weight or ignore. Some stakeholders have a very weak voice, while others have no effective voice at all in order to express their claim. Part of the debate in politics is the extent to which these weaker stakeholders are represented and how their assumed needs are met.

Part 2 of this article will consider the other new topics introduced under section A9 of the Paper P1 Study Guide.
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PUBLIC SECTOR GOVERNANCE – PART 2
Relevant to Paper P1 from December 2014
In this, the second of two articles considering the new content in the Paper P1 Study Guide on public sector governance, the final three outcomes are discussed. These are all from Study Guide section A9.

b) Describe, compare and contrast the different types of public sector organisations at subnational, national and supranational level.
Public sector organisations – those involved in delivering state services that cannot always be effectively delivered by the private sector – can exist at several different levels. Perhaps we usually think of these at the national level. National government is usually based in the national capital city and is divided into central government departments (all examples of national-level public sector organisations). The names given to these departments vary by country but most governments have a treasury, an interior department, a foreign office, a defence department, a health service, education, social services, etc. In many cases, these departments are led by a political minister from the governing political party. This is important in democratic countries because the policies adopted by these departments affect many people and it is important that they are subject to political change if the electorate changes a government at an election (this being a part of the social contract between the government and the governed).

In addition, national government policy is configured and coordinated centrally to ensure that strategic policies are pursued and that departments work together to ensure this. The head of government (not to be confused with the head of state) is responsible for national government policy and in a democracy, he or she can be re-elected or defeated based on his or her performance in the role.

In terms of governance, national government departments are nominally headed by a minister from the governing political party. This means that he or she issues instructions on how the department should formulate and implement policy to help achieve the government’s overall strategic objectives. There is also, however, a substantial structure of permanent government employees (sometimes called ‘civil servants’ or similar) whose role it is to advise the minister and help him or her to implement policy in the relevant department.

In addition to national government, public sector organisations also exist at the supranational and subnational levels. Below national level (‘subnational’), some countries are organised or subdivided into regional authorities, variously called regional assemblies, states, cantons, departments, municipalities, local authorities or similar. Some selected powers are devolved down to these subnational bodies by national government in the belief that these selected powers are either best handled by local people or that service delivery to the regions will be more efficient or cost effective if done so. Typical powers devolved down to the subnational level include planning (such as roads and new housing permissions), utilities (such as energy and water), local schools, housing, support of vulnerable communities, rubbish collection, etc. In many countries, for example, children’s education is one of the tasks devolved to local authorities. This is because local authorities are usually in possession of the particular statistics and needs analyses that are necessary for effective planning of education services. So if a large new housing project is planned, it will be typically be the local authority that ensures that a school is located nearby for children in that area to attend. Similarly, local demographic trends and particular educational needs may be better understood by subnational authorities than by national government. In such cases, individual schools must report to the local authority on selected metrics, which might include budgetary compliance, teaching quality and exam results.

In many cases, subnational public sector organisations are led by elected representatives in a similar way to national governments. These are supported by permanent officials in a similar manner to civil servants in national governments.

Supranational bodies are a little more complicated. When national governments form supranational bodies, they do so for a shared purpose and they are often subject to significant pressures as a result. This is often because national governments do not agree with each other, as each one is subject to pressure from its own people to prefer one outcome to another in the supranational organisation. Many European countries, for example, are members of the European Union, with offices in Strasbourg and Brussels, whilst similar bodies exist elsewhere in the world. The United Nations (UN), based in New York, expresses the collective opinion of many countries in different parts of the world, on a range of international issues. The UN employs many thousands of people both at its headquarters in New York and around the world through its various agencies (eg in the World Health Organisation, in its refugee agency, environment programme, etc). Similarly, the World Trade Organisation (WTO, formerly the General Agreement on Tariffs and Trade) meets every few years (in ‘rounds’ named after the city they meet in) in order to help with reducing barriers to international trade in terms of reducing or removing tariffs (import taxes) and quotas (limits on imports of certain goods and services).

c) Assess and evaluate the strategic objectives, leadership and governance arrangements specific to public sector organisations as contrasted with private sector.
In the previous article in this series, the issues of the nature of public sector organisations and their stakeholders were raised and discussed. Because of their nature and the ways they are funded, there are major differences between public and private sector organisations.


STRATEGIC OBJECTIVES

While most private sector organisations are independent in that they are ‘stand alone’ companies answerable to their shareholders, most public sector organisations are part of a larger public sector structure. A defence force, such as an army, cannot act alone and as it sees fit. Rather, it is funded by government and is tightly controlled in what it is asked to do and how it achieves its aims. Likewise, a school in the public sector will rarely have the freedom to do as it likes in terms of what and how it teaches, who it appoints and where it locates itself. In each case, the public sector organisation is helping to achieve and implement a set of higher government policy objectives.

This is not to say that individual public sector organisations do not have strategic objectives, however. Each one must work out how it will achieve what it is asked to do but the autonomy given to individual organisations varies. The ‘three Es’ framework encountered in the previous article is of help in understanding this. Each public sector organisation must be strategically effective in that it must achieve the objectives established for it in carrying out government policy. Because they are funded by public money, they must also be efficient and make the most of whatever resources they are provided with. Finally, they must also be economical in that they must work within specified budget and deliver desired outputs within that budget. Accordingly, there is an emphasis on value for money and service delivery. When public sector organisations are occasionally criticised in the media, it is usually because they have either overspent, underperformed, or both.


GOVERNANCE ARRANGEMENTS

There is no single way in which public sector organisations are governed. Accountability is gained in part by having a system or reporting and oversight of one body over others. Because there is no market mechanism of monitoring performance (as there is with listed companies, for example), other ways must be found to ensure that organisations achieve the objectives and service delivery targets established for them.

In some cases, then, a head of service or a board of directors must report to an external body of oversight. The oversight body may be a board of governors, a council of reference, a board of trustees, an oversight board or similar. In each case, its role is to hold the management of the service to account for the delivery of the public service and to ensure that the organisation is run for the benefit of the service users. Because public sector organisations are not held to account by shareholders as with business companies, the oversight body is often put in place as a means of holding the management to account. In this respect, oversight bodies are acting in the interests of service funders (usually taxpayers) in making public sector organisations accountable.

Typical (and general) roles of oversight bodies include the following, although their roles do vary substantially depending on jurisdiction and government policy. Firstly, they are there to comply with government rules on whichever public sector governance applies. So a school may have a board of governors in order to comply with the local authority or education department rules on school governance. A hospital’s management may, likewise report to a superordinate body possibly overseeing several other hospitals at the same time.

Second, it is their role to ensure the organisation is well-run and meets the performance targets established for it by higher levels of government. It may receive internal or external audit reports to help achieve this or make visits and other interventions to ensure that the organisation is performing to expectation. Third, the oversight body may be involved in budget negotiations and then in monitoring performance against budget and any number of other agreed financial measures in a similar way that a management accountant might in a conventional business.

Fourth, it is likely to be involved in making senior appointments to the public sector body and in monitoring the performance of management on an ongoing basis. In many cases, boards of governors in schools or universities, for example, have the power to remove a senior manager (perhaps a head teacher) if they believe he or she is underperforming and not delivering the quality of services required. Finally, they are sometimes required to report upwards, perhaps to local or central authorities, on the organisations they have oversight over.

There is an increasing move in some situations to run some public services along similar lines to private companies. This means they may have an executive board and also some non-executive membership on the board also.

d) Discuss and assess the nature of democratic control, political influence and policy implementation in public sector organisations including the contestable nature of public sector policy'
One of the curious and fascinating features about public sector organisations is that there is sometimes a debate about how they should be operated and even whether they should exist at all. Because, in many democratic countries, public policy is debated in the public arena, there is a public debate about how the state sector should be constituted. This includes debates over the size of the state and the role of its institutions.

In a democracy, political parties argue over the nature of public policy and they do so from a particular set of underlying assumptions. Some of these underlying assumptions influence the way they argue for particular outcomes and the way in which they guide a government when they achieve political power. It tends to be the case (with exceptions) that left-leaning governments prefer a larger state sector, with more state spending and more public sector employment, while right-leaning governments prefer more to be achieved in the private sector and less by government.

In addition, changing policy objectives mean that some public sector organisations are required to change over time, both in size and in what they are asked to do. As governments change, some public sector organisations grow in size and become more important, and others become small and less important.

The debate is often intense and enduring. In the case of health services, for example, some believe that health should always be entirely within the public sector and entirely funded by the taxpayer. This means that, for the service user (the patient), everything is free at the point of use. Others strongly believe that this is a misuse of public funds and that people should pay for health services in other ways, such as through an insurance or subscription scheme. Likewise with university education: some believe it should be paid for by the state and others believe that students should pay. In each case, debates are complicated. If there were easy and convincing answers, there would be less debate, but public opinion is split on most areas of public debate and this fuels political debate and, in turn, how public sector organisations are configured in line with particular political influences.

One of the ways in which some countries have restructured their economies in recent years, is through the process of privatisation. This means taking a service that was previously delivered through public sector organisations and then allowing it to be provided by private sector organisations. In some cases, the previous public sector monopoly supplier of a service is transferred into the private sector by making it into a public listed company so that people can buy shares in it. Those in favour of privatisation tend to argue that services can be delivered more efficiently in the private sector where management have a profit motive and competition. This, in turn, delivers better value to the customer.

This process is not without its critics, however. Opponents of privatisation sometimes argue that some strategic services, such as utilities, water, etc, are too important to be subject to the market forces of private enterprise. Others believe, perhaps from a position of personal ideology, that the state should control much more of the economy rather than less. So transport and airlines should also be under state control, perhaps.

Privatised businesses, once transferred from the state sector, are often subject to a great deal of internal change including changes in culture, structure, and governance. Some Paper P1 questions have used privatised businesses as a case study, focusing in particular on issues of changing governance. In any event, however, we can see that changes in opinion influence public sector organisations in many ways.

These changes to the Paper P1 Study Guide represent a broadening of the study of governance into a wider range of organisations than previously. The public sector shares some features of governance with the private sector in terms of the need for strategic leadership, clear thinking and effective strategy implementation. The governance arrangements often differ, however, and it is important to study these in preparation for future Paper P1 exams.
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