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The economic role of governments is attracting more and more attention day by day. Many argue that, compared to bureaucratic centralized governments, decentralized governments would be more effective and more efficient in supplying services that help create and promote the competitive advantages of their local communities.
 In any case, increasing capacity and responsibility of decentralized government units turns out to be the first step that should contribute towards making the government more capable and efficient. 

The most recently established Croatian central government officials proclaim public administration reforms to be among their first priorities. In a way, this process will continue the line of major social and economic transformations that Croatia has been over during the past decade, including a program of democratization and decentralization of government functions started by the previous government.
 

The Croatian transitional effort cannot be seen just as an individual matter in a historically and geographically isolated space. Apart from being strongly marked by the process of political and economic transition from a more or less centrally planned system to a more market oriented one, the intended decentralization of the public sector is also a part of a broader, world wide, phenomenon of government decentralization going on around the world.

The shifts that will occur, both in the public and in the private sector, will have a long-lasting effect on the economy. 

Here, we will dispense with politics and confine to exploring economic, organizational and managerial issues arising from public sector decentralization in Croatia with the focus on costs and effectiveness of the maintaining a body of public administrators. We will assume that in studying government decentralization, a parallel can be traced to the process through which the private sector has gone under while decentralizing its management and operations during the second half of the XX century. So, after establishing the general settings for government decentralization, the paper provides a short historical account of the considered of some issues considered important in the evolution of the organization in the private enterprise sector. The paper concludes by drawing analogies and establishing expectations for the Croatian public sector. 

I. Global settings and the restructuring of governments

Globally, the tightening of competitive struggles between firms, regions, nations and continents has led into increased interests for the efficiency of the public sector. A major issue for increasing the economic competitiveness of local and regional communities would be related to the model of government organization and its capability for perceiving, building (developing) and maintaining the competitive potentials of the community it serves.  

The interest for the role and organization of the public sector has been revived in Europe, but also all around the world, for over a decade. Expectations on the ways in which the public sector delivers its services are being broadened and reformulated.
 And, along with proposals for reform, came the need to establish expectations for efficiency gains and attempts at formalizing targets so that improvement achieved can be monitored and managed. 
 

The involvement of the public sector into economic and business considerations derives from two divergent sets of facts: On one side, the government, and the public sector in general, use up resources that might otherwise have had alternative usages in the private sector. Also, the public sector comes by these resources through non-market mechanisms.
 On the other hand, the government performs services that contribute to the general efficiency of an economy. Many of these services would not be provided at all (or would be of lower quality) if not performed by governments. Such are the actions and investments in sustaining the production and preservation of resources such as education and natural resources, the efforts to build and maintain the legal frameworks, establishments and agencies for directing, monitoring and correcting spontaneous (possibly privately profitable but socially disruptive) market practices.

Economically, it is thus acceptable for governments to use up resources if their internal rate of efficiency is higher than that achievable by other sectors, and, if the overall efficiency is raised when resources are allocated through government.
 So, the question concerning government spending is not so much a question of government share but of efficient incurred by government spending.  A related question is how can alternative efficiencies be determined and/or measured. 

The measures of effectiveness applied to the private (business) sector are usually related to financial or market performance. In case of government spending, measures such as market share and profits do not apply. Therefore, what we do have as evaluation instruments are mainly intuitive reasoning by some form of analogy and international comparisons.

Another set of questions deals with the correlation between government efficiency and the chosen organizational model. For Croatia, the question is whether and how will the intended decentralization contribute to various aspects of internal efficiency. For, the same amount of capital can produce a higher or lower output depending on the mode of organization and on the applied technology. Economists call this effect of achieving the best possible economic usage of the available pool of resources efficiency. 

Efficiency is usually classified as external and internal efficiency. External efficiency arises from a better allocation of resources among economic units (sectors, industries and firms). Internal efficiency depends on achieving the best possible mix of resources inside an individual economic unit. 

Internal efficiency can be further divided into operational efficiency and governance efficiency. Operational (technical) efficiency derives from the adequate use of the available technology.
 The efficiency of the governance system designates the efficiency of the system of control. It relies primarily on the quality of information and on adequate motivation. Operational efficiency and governance efficiency are interrelated. Relevant information and motivation aligned to performance are the two ingredients needed for efficient decision making so that operational processes may run smoothly and so that the right changes may be introduced at the right moment. A comparatively higher operational efficiency (achieved, for example, because one firm possesses superior new technology), reflects on the productivity of resources and eventually higher profits that might be allocated to further developing the governance system (for example, by adding new professionals to the staff).

II. Defining government decentralization as an efficiency problem 

The problem of government decentralization is an example of a typical organizational phenomenon. We assume that theoretical concepts developed under organization theory are suitable for analyzing the problem of government decentralization. Decentralization will therefore be understood as a change of organizational model. Organization theory also poses that it is possible to achieve efficiency gains by changing organizational forms (organizational models, design or architecture and organizational routines). 

The problem encountered here is to define efficiency shifts likeable to occur if the government is decentralized. 

Assumptions:

· Efficiency is multidimensional economic phenomenon (many services are performed by a same administrative body)
 

· Efficiency is path-dependant. 

· Efficiency may be established only in comparative relations.

· Efficiency can be modified through organizational design and managerial practices

The business literature has traditionally associated decentralization with less hierarchy and higher autonomy at lower managerial levels. Decentralization can also be accessed in relative terms implying that one system relies more heavily on vertical control (central authority) while another relies more on horizontal control (self-management and lateral adjustments between agents). 

Usually, centralization was considered to be economically more efficient when environments were steady and predictable. Then economies of standardizations, specialization, planning, scale, came into action further enforcing the centralized organizational model. Turbulent environments, on the other hand, called for more initiative and autonomy of individuals at the operational level. It was taken for granted those individuals in direct interactions with problems would be informed enough, or at least faster in providing responses to threats and opportunities. Compared to the intricate process of collecting and evaluating information by some specialized body, decisions by individuals would be quicker, would cost less and, in many cases, would even be more pertinent. 

Additional concerns  

On the theoretical level, the decentralization problem appears simple. At first sight, economists will assume governmental functions where hierarchy and scale economies are more intense should be centralized, while those where local expertise and flexibility are needed will be decentralized. 

However, some additional questions come to mind concerning not only the final result but also the process and the costs of change:

1. In Croatia, if we assume that every reorganization resulting from major shifts in government and governance systems combines centralizing some functions and decentralizing other (especially when territorial changes occur) we might be breaking up some standards, routines, bodies of knowledge and loosing efficiency faster than we are able to create new efficiencies (a reason for the so called "transition lag"), citizens might wonder is there a well defined program of change.

2. If efficiency is a moving target, a new question arises of whether we are capable of moving at the pace of comparative economies, and what obstacles to speed and effectiveness of change can most easily be surpassed,

3. To what point are the present decentralization processes in Croatia consistent with developments in the EU to which Croatia aspires? Would there be another period of readjustment once we enter the EU?

4. Up to what point should the system be modeled after EU plans at the sacrifice of present efficiency, and at the sacrifice of aspects of efficiency more valued by Croatian citizens. Time frame considerations, also lead to conclusions that some aspects of the emerging organization, for instance the choice of functions, personnel size and expertise, might be efficient only after joining the EU but temporarily be inefficient. 

5. How precise and predictable are scale economies? Should we, as a small country of four million people, expect to achieve an effective organizational and managerial structure in specific tasks? How do individual tasks add or subtract from aggregate efficiency levels, and how do individual tasks compete for limited resources? Would the problem of scale be even more aggravated by decentralization?

6. How to achieve complementarities and synergies leading to superior economic performance, what amount of resources should be dedicated to specific purposes, for example e-government, policy analysis and drafting, or to existing and new services?

7. Are available resources consistent with the new functions, especially in terms of personnel, can there be comparable specialization of knowledge and skills? 

8. How do rules and procedures contribute to increasing resource efficiency, and where rules block efficiency?

9. Up to what point is efficiency predictable and measurable, to what precision can we calculate some potential "marginal rate of return" for new resources being added or for resources being redistributed among functions?

10. How reliable are techniques to value non-material resources (knowledge, skill, personal networks) inherent in the present system? So that, rather than destroy them, we might successfully re-deploy them in the emerging organization.

III. Overview of organizational developments in the private sector during the second half of the XX century

In the business world the decentralization trend came about as a response to intensifying competitive pressure forcing firms to lower operational costs and managerial costs. The search for competitiveness also manifested itself first in the restructuring of firms, then of industries, and finally of the world economy. When technology and markets change, so do processes, and so do organizations. The attributes used to describe the directions of organizational change were: decentralization, delegation, empowerment... while the resulting organizational models were called organic, non-hierarchical, horizontal organizations, implying that central organizational authorities have restrained their powers.

Factors speaking for and against of decentralization in the real private sector were sensed and explored very early the business literature. The concept of decentralization became popular in the managerial literature already during the 1940's, while in the 1960's the advocates of decentralization represented the main stream of managerial-organizational thought. Most authors advocated employee involvement and self-control. In the literature, self-control was interpreted as a mean for increasing motivation and effort on the part of the individual employee and so increase individual productivity.
 Decentralization has also allowed favored entrepreneurial behavior at lower organizational levels.

Concerning operational efficiency, decentralization led to the redefinition of internal control mechanisms. Control systems once dependent on line structures and personalized control were now being depersonalized through the process of creating alternative governance structures, this time based primarily on formalized, mainly financial controls.
 

Formalized, standard controls also bear some risks. The risks appear through new possibilities of "fooling" formal controls. By simply by adjusting "the numbers", formal systems could be eluded for extended periods of time. Among the new terms were coined in the process of recognizing the intensifying problem of reliability of control measures, the most important for understanding the issues of governance costs are: "information economics", "incomplete information" and "opportunistic behavior".

Motivational-psychological considerations combined with information economics are to be found in agency theory. Organization theory defines every authority relation as an agency situation, or a situation where one person is given control over resources belonging to another person. 
 The economic effect of agency relations reflects itself in three forms of agency costs: monitoring costs, bonding costs and residual loss. All three types of costs are subtracted from the possible maximum efficiency, which might have been achieved by the original pool of resources. The higher the agency costs, the lower the efficiency of the system of governance.

Another contemporary line of theory dealing with incomplete information and opportunism is transactions costs theory. Transaction costs theory revealed how the problem monitoring the behavior of suppliers (and business partners in general) reflects on organizational structure, including the problem the choosing the most adequate modes of control. Transaction cost theory related opportunistic behavior to two new concepts, the concepts of asset specificity and the concept of institutional safeguards.

During the XX century, many industries, especially the technologically most intensive and most progressive ones, in terms of new and innovative products, have undergone through waves of concentration. Eventually, world-scale, dominant business systems rose to action in order to beat competitors in the race to acquire control over most valuable resources. The new organizational model that consequently appeared was a network of firms connected in partnerships of various levels of stability and formalization. The inside structures of those systems evolved through forms of networks of semi-dependent entities. Very often these networks consisted of a dominating firm and its satellites, giving the rise to the same problems once spotted in controlling semi-independent groups and business units inside a single firm. The issues of efficient control now became more aggravated for the fact that often there was no ownership authority links and coordinating the operations of formally distinct business units. Agency costs and transaction costs became relevant for shaping the economic structure of dominating firms while dependant firms wondered about lock-ins and strategic options for nesting in some world-scale value chain. 

The very central issue in achieving efficiently functioning enterprise networks relies on the problem of ensuring responsibility, or at least accountability, without being able to rely on traditional governance tools, and so extend the scope and speed the process of acquiring control. 

In an enterprise network, control tools still depend on financial controls as standard efficiency indicators. In case of contract relations, additional performance measures define quality, delivery times, responsiveness, etc. Through contracts, dominating firms also achieve less formal and less capital-intensive market mechanisms of control. The treat of being "substituted" by another supplier gives a decent degree of control to the dominating firm. The dominant firm is in the position to direct the behavior of the dependant firm even though there may be no direct hierarchic links, no ownership control, in fact, even no regular personal contact among the formally distinct business entities that compose the network.

One might wonder whether these "extended enterprises" present a temporary compromise, or will they become the dominant organizational pattern in the business world. For one consideration, the rather sudden growth of these business systems left no time, or better, no economically sustainable possibility to establish extricate hierarchies and procedures, especially if the pressures for maintaining the flexibility of operational chains is taken into account. 

Compared to the breakthrough in the sixties, the issues that predominated in designing organizations in the last decades were preoccupied mostly with inter-firm relations and only secondarily with the consequences on in-firm arrangements. There were other issues, such a shedding excess staff, attaining flat structures, restructuring along process lines, but always directed towards reducing costs, gaining competitive advantages and nesting inside a value-chain as the most cost-efficient supplier of products and services. Economically, the result of networking was a dynamically efficient business system, broader in size and more compatible with scale economies. Control systems for individual firms inside the network, for a firm technologically and strategically more compact, became easier to administer and more cost effective.

Still, during the eighties and nineties, with more enterprises joining the networks the issues of controlling behavior in the big network showed the tendency of becoming ever more complicated. In its size, defined by employed resources and manpower, and by the complexity of functions performed, the problems in enterprise networks compare to those expected to be encountered at decentralizing public administration. Enforcing desired behavior has become a dominant economic problem both for the business sector and for the public sector. 

In big, networked business systems, whit geographically dispersed and technological diverse, dominantly "self-controlled" business entities, the system of control became more complex (and so more expensive) for several reasons:

1. Additional standardized performance measures had to be developed to reduce the risks of contracting out,
  

2. Free riding and opportunistic behavior had more chance of passing unnoticed over longer periods of time once the system became more complex,

3. Switching costs (hold-up problems) had to be taken into consideration. Those are generally higher when associated with bringing in another associate business to the network compared to the cost of hiring new employees.

The same issues of effectiveness and costs of governance are to be evaluated when contemplating the economic consequences of public sector decentralization.

IV. Analogies and comments – Decentralized models of government organization and efficiency implications for Croatia

The system of public administration is presently becoming more aware of the possibilities of decentralization and de-bureaucratization. Two factors to be considered wile looking at the economic effects of decentralization are the costs of governance and the operational costs. Another set of problems relates to the relative share of resources used up public administration, and its comparative efficiency. Yet a third set of problems deals with the costs of changing the organizational model. With no intension to give a complete and final prediction on the overall effect of government decentralization on national competitiveness, the proceeding part of this paper will just note few observations.

A. Internal efficiency 

As some geographic areas sense the treat for its products of becoming obsolete in world markets, their governments came under more social pressure to start dealing more actively with national economic efficiency and with national competitive rankings.  

However, this manifestation of "competitive pressure" is supposed to be attenuated as we move from central government levels towards lower levels of government.
  In an theoretical line of reasoning, this would mean that once informal, market-like "measures" of efficiency dim, and they do since the market for government services is definitely less than perfect,
 a certain level of efficiency and reliability must be enforced by alternative (bureaucratic control mechanisms, namely by more standards and rules.

The drawbacks of government decentralization lie in this very problem of attenuated exposure to the reactions (cross-evaluation, eventual discontent) by the consumers. Central national authorities are more scrutinized, if for no other reason then because the process of their election is more visible. It is monitored and discussed, both by the political opposition, the press and the regular citizens. On the opposite end, on the level of local authorities, transparency is more questionable.
 However, the advantage of local authorities, especially in small communities is their sense of belonging and tighter social strings with the community (contributing towards self-control and self-motivation), which might and might not make them more motivated to act as to contribute to the well being of their local community. The final effect is that individual performance may vary broadly, from person to person, especially since very few standard performance measures exist at the moment. 
Control costs- informed decision making and agency costs

Concerning the cost of maintaining a body of administrators, and considering their efficiency in administering information, the decentralized organizational model is believed to be capable of offering more accuracy in interpreting situations on the "field". Thus the accuracy of information available for decision making should be higher and decisions should be made faster. However, local administrations might be expected to have a better understanding of operational problems, only if there is enough personnel at the local level, with relevant professional training and with enough available (financial) resources to autonomously conceptualize problems and deliver solutions. 

Apart from efficiency problem in administering information, the role of local government units, and the role of the civil servant in general, is a genuine agency relationship. Same as higher level managers in business, in order to raise the performance of their LGUs, or even to expend their personal (individual) reach of control, local government administrators, as agency theory suggests, would be inclined to demand more resources than might be optimal for the society as a whole. 

The solution of the agency problem, at least the one suggested by textbooks,
 would be to design more elaborate motivation mechanisms that will enforce self-control. Practically, the problem is more complex. For Croatia, since formal controls are underdeveloped, and, since defining and enforcing control standards is costly, public administration are left with professional pride and personal power-status as the dominant modes of controlling opportunistic behavior. For future considerations, self-control based solely on salaries might be costly.
 In a more dispersed and personalized range of salaries, the total amount dedicated for salaries might rise, making public administration costlier, especially is the additional cost is not offset by improvements in productivity.

When non-monetary factors are taken into consideration, some might argue that, on the psychological or motivational level, the simple feeling of being able to make decisions to be achieved by decentralization, would act as a form of individual compensation. The logic behind is that the feeling of personal accomplishment to be provided by empowering local/lower level managers, might to some point, even compensate for the scarcity of financial resources (and small dispersion of salaries). 

Still, as and when more functions (decisions) are delegated to lower authorities, control costs are expected to rise as more people will be allowed more (entrepreneurial) discretion.

A good side of decentralization is that the lower the number of hierarchical levels, the lower the costs of salaries for purely hierarchical positions. A positive effect of flattening organizational structure is that the total number of line managers should be decreased, while the number of relatively autonomous professionals (better trained and better informed decision makers) should increase. The correlated effect would also be that with fewer tiers of managers, the range of salary dispersions should fall, thus decreasing the total amount paid in salaries. 

At the moment, considering government decentralization in Croatia, the conclusion is that government decentralization will, at least temporarily, demand additional costs. Part of those costs will go for employee compensation. Another part will go for devising more elaborate remuneration schemes able to differentiate salaries and benefits on individual and group performance. But, hopefully, more elaborate compensation packages, especially if based on performance, would also encourage professionalism and raise the quality of public management.

Process restructuring – improving cost-performance and transaction costs

In order to make a reform in the public administration sector successful, the costs of governance and the costs of transforming the system should be offset by gains in operational efficiency. 

More autonomy at local government levels might be an impulse for establishing new public-private partnerships. If a new market for public sector supporting services develops, at the rate that more commercially based services appear, they would face competition among themselves producing a favorable effect of market control.

As discussed earlier, more government decentralization should affect the role of public employees and allow them to act with more as entrepreneurs. For, we might define administrators either as decision takers (facilitators) or as performers of public services. In case we see officials in local governments as those responsible for supplying a service to society, and not as those concentrating authority over a specific range of employees (performing the task themselves), we create more space for rationalizing the processes by which public services are delivered. When we see public officers are those concentrating authority over a pool of financial resources, they might be motivated to increase the productivity of these resources if they have the authority to decide among various organizational arrangements. 

What we have at hand is the problem of "make or buy" decisions contemplated by transaction costs theory. 

In the real sector, the problem of transaction costs is explicitly evident when the restructuring of "business" processes is concerned. So, the issue is whether local governments should have entrepreneurial authorities. Should they be granted the rights to "lead autonomous business strategies" and form the "mix of businesses" that is most appropriate for the moment and the situation.
 A related question is how are these authorities to be regulated by laws and other institutions. Here we have in mind the need to discuss the intensity and form is regulation most desirable considering its implications for efficiency.
 

Streamlining processes efficiently and promptly when the opportunities arise, depends on constantly monitoring processes and on depersonalizing the issue of contracting out. When individuals and firms face a treat of competitors that may replace them in case of sub-standard performance, they will behave efficiently even in the absence of perfectly efficient control mechanisms. If we define managers in the public sectors primarily as facilitators of public and not performers, we might have a market control that can complement (or perhaps substitute) for formal administrative control through standard and constant measurements and reports.

If some activities now performed by government employees are to be eliminated and transferred to contractors, either business services or NGO's (education, sports, culture) someone has to identify the opportunity and make the decision of closing down some jobs in one's own department because the outside contractor can perform the job better or at a lower cost. Besides from being an unpopular measure for the public manger to take (the decision on firing someone will not reflect on his salary, but will on his popularity as superior), there is the problem of examining possible future hold-up problems (dependencies on some contractors), and the problem of authority for strategic organizational rearrangements.

There is also the problem of capacity for searching for new "operational methods", or for new service providers. In order to do so, public officials must be first educated, then sensitize to the problems and finally aware of the market possibilities. Probably smaller constituencies, where there is less personnel, less possibility of employing well trained staff, of sending staff to seminars, but also, there is a smaller work load (lees attractive business to contractors), and dislocation problems (contractors firms or NGOs might not be present in the local market) will be more confined to preserving the "old" functioning models. It is a fact that in the business sector, professionally led BPRs seem to work better for bigger companies with strong emphasis on streamlining processes from the top (the top-down approach).

B. Some notes on the size of government - allocative efficiency 

Considering the available data it is not possible to argue for or against allocative efficiency. What can be done is to make some observations on the size of the Croatian government, comparing its share in the available national resources to the share of resources used up by governments in other countries.

An important consideration about the effects of governments displacing resources is that there is no proof that the public sector is making better or worse use of resources than would the private sector.
 So, in fact, in cross-country comparisons in levels of government involvement in the economy (table 1, table 2), we are making assumptions that, if certain countries, perceives as developed (or developing faster than others) had shown some pattern of government spending, other countries, not so developed, should try to adapt their patterns of spending and/or organization to achieve similar efficiencies.

Table 1. Central government expenditures as percent of GDP

	COUNTRY
	1990
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001

	USA
	22.8
	24.1
	23.2
	22.7
	22.1
	21.8
	21.3
	20.7
	20.0
	19.5
	19.4
	19.5

	UK
	37.5
	40.0
	42.8
	42.4
	41.7
	41.0
	40.3
	37.8
	36.5
	35.9
	36.5
	NA

	AUSTRIA
	38.1
	38.5
	39.1
	41.2
	41.0
	41.9
	41.4
	38.9
	40.5
	40.3
	39.4
	NA

	BELGIUM
	47.9
	48.6
	49.4
	49.5
	48.5
	47.6
	46.9
	46.0
	45.7
	44.6
	43.8
	NA

	DENMARK
	39.0
	38.8
	40.1
	42.4
	42.8
	41.4
	39.9
	38.1
	37.6
	36.7
	35.4
	NA

	FRANCE
	41.8
	42.8
	44.3
	46.2
	46.2
	45.9
	46.3
	46.2
	47.8
	47.5
	46.7
	NA

	GERMANY
	29.5
	29.3
	33.1
	33.5
	33.7
	33.7
	33.8
	33.1
	32.7
	32.6
	29.7
	31.9

	ITALY
	47.4
	48.5
	51.5
	52.6
	49.5
	48.1
	48.8
	47.4
	43.6
	41.9
	38.8
	NA

	LUXEMBOURG
	38.8
	39.3
	42.5
	42.2
	41.2
	39.7
	39.6
	38.5
	38.9
	38.3
	36.0
	NA

	NETHERLANDS
	49.6
	50.2
	50.6
	51.1
	49.9
	48.5
	46.2
	45.9
	NA
	41.7
	40.0
	41.4

	NORWAY
	41.1
	41.6
	43.0
	41.9
	41.0
	38.6
	36.5
	34.8
	36.4
	35.4
	NA
	NA

	SWEDEN
	42.0
	42.3
	44.7
	49.3
	45.1
	46.0
	42.8
	40.8
	39.9
	37.9
	36.3
	NA

	SWITZERLAND
	NA
	23.3
	25.1
	26.6
	26.5
	26.6
	27.7
	27.9
	28.3
	27.7
	26.6
	NA

	FINLAND
	30.3
	36.9
	41.7
	44.4
	42.7
	41.2
	39.5
	34.5
	33.4
	38.3
	35.3
	NA

	GREECE
	53.0
	35.9
	28.7
	31.9
	34.2
	32.7
	32.4
	31.5
	30.7
	50.1
	48.8
	NA

	ICELAND
	31.7
	33.0
	33.3
	32.8
	32.5
	32.5
	32.2
	29.8
	30.0
	32.4
	31.8
	NA

	IRELAND
	37.7
	39.2
	39.6
	39.7
	39.2
	36.8
	34.7
	33.0
	NA
	NA
	NA
	NA

	PORTUGAL
	38.9
	41.8
	43.4
	44.7
	42.0
	41.9
	41.5
	40.5
	40.5
	42.0
	NA
	NA

	SPAIN
	33.8
	34.8
	36.0
	39.4
	38.2
	35.2
	34.5
	32.7
	34.3
	33.6
	32.7
	NA

	BULGARIA
	55.1
	40.2
	40.6
	44.8
	44.9
	41.0
	47.7
	32.9
	32.2
	34.1
	35.3
	34.4

	CZECH R. 
	NA
	NA
	NA
	37.6
	37.3
	36.2
	35.5
	35.2
	34.7
	35.3
	36.8
	38.2

	SLOVAK  R. 
	NA
	NA
	NA
	NA
	NA
	NA
	42.4
	40.9
	39.2
	38.0
	40.5
	39.1

	ESTONIA
	NA
	22.1
	23.0
	27.9
	32.1
	35.5
	33.8
	32.1
	32.8
	35.1
	31.3
	29.9

	LATVIA
	NA
	NA
	NA
	NA
	27.6
	32.5
	31.3
	31.5
	34.7
	35.5
	31.5
	29.1

	HUNGARY
	52.1
	53.9
	56.1
	56.9
	55.8
	51.2
	46.0
	46.0
	44.0
	43.4
	41.4
	41.5

	LITHUANIA
	NA
	28.9
	NA
	21.4
	25.4
	24.5
	25.0
	27.3
	29.9
	31.1
	27.8
	26.6

	CROATIA
	NA
	40.7
	39.8
	34.8
	40.2
	44.7
	44.8
	43.9
	45.8
	48.7
	48.0
	45.3

	SLOVENIA
	NA
	NA
	38.6
	40.2
	40.0
	39.9
	38.8
	39.7
	40.1
	40.5
	38.4
	38.9

	POLAND
	NA
	NA
	NA
	NA
	41.3
	40.4
	39.5
	39.3
	37.5
	35.3
	33.2
	35.1

	ROMANIA
	33.8
	35.4
	39.9
	31.5
	32.0
	31.8
	31.2
	31.5
	33.3
	35.1
	34.1
	30.4


EXTRACTED FROM www.unpan.org

ORIGINAL SOURCE: IMF/GFS, OCTOBER 2003 CD-ROM, except for figures in italics, which are from IMF, Supplement to the 2002 Government Finance Statistics Yearbook. The GDP data are from IMF/IFS, OCTOBER 2003 CD-ROM.
As can be seen in Table 1, central governments generally do control a rather important share of national resources. Also, there notable variations in the share of government spending, equally among the group of most developed countries, and of those less developed. However, Croatia does stand out from the list. During the year 2000, Croatia has had the largest shares of central government spending among the countries listed in Table 1. 

Table 1 also suggests that most countries do not appear to have reduced central government powers during the past decade. This fact leaves some doubt up to the point of decentralization really happening. It would be logical to assume that if (generally high) shares of GDP are controlled by central government, and if there is significant increase in total government spending, then the decentralization processes either does not exist, or it is declaratory and just of formal nature. Or, in a more optimistic version, we might assume that the prevalent high shares of central government spending reflect a time lag between decentralization intent and implementation.

For Europe, one of the logical explanations for why the shares of central government spending had not changed significantly might be that there are two opposite trends happening at the same time. On one side, there is the trend of centralizing government functions (defense, foreign affairs, common budgetary policies, common market rules, etc.). On the other hand, there is the need to decentralize authority in administrating regional economic resources on a vast historically and culturally diversified area. 

For Croatia, statistical data on central government expenditures definitely does not support the thesis that the general tendency over the past ten years was towards government decentralization. However, there is a Law on local self-government. There have been talks of government decentralization that would indicate there is attention being dedicated to the organization and functioning of local government authorities.
 

It is not only spending by government that seems to persist at high levels (table 1). Relative employment in the governmental and public sector (table 2), in generally all developed European countries, has not fallen, but risen during the nineties. 

Table 2. Government and Public Employment as a Percentage of Population

	Country
	Year
	Government
	Public Sector
	Year
	Government
	Public Sector

	Developed countries
	
	8.5
	9.1
	
	8.4
	11.6

	Austria
	1990
	5.7
	
	1996
	5.8
	

	Denmark
	1990
	12.5
	
	1997
	15.6
	17.9

	Finland
	1990
	10.8
	14.2
	1997
	10.2
	12.1

	France
	1990
	8.1
	
	1996
	7.5
	

	Germany
	
	
	
	1997
	6.3
	7.9

	Iceland
	1990
	7.2
	
	
	
	

	Ireland
	1990
	5.9
	7.8
	1996
	6.2
	7.7

	Italy
	1990
	6.4
	
	1995
	6.1
	

	Netherlands
	1990
	4.9
	
	1995
	4.6
	

	Norway
	1990
	13.7
	
	1995
	14.9
	18.2

	Spain
	1990
	4.3
	5.4
	1997
	5.0
	5.7

	Sweden
	1990
	14.9
	
	1995
	11.9
	

	United Kingdom
	1990
	7.6
	
	1997
	6.5
	

	Transition Economies
	
	8.1
	28.2
	
	6.1
	12.6

	Albania
	1993
	5.6
	11.6
	1997
	4.6
	7.2

	Croatia
	1990
	
	33.4
	1997
	
	12.1

	Czech Republic
	
	
	
	1997
	7.3
	11.3

	Estonia
	1990
	14.1
	38.5
	1996
	10.5
	16.3

	Hungary
	1992
	7.8
	
	1997
	7.5
	9.5

	Latvia
	1997
	14.5
	
	
	
	

	Poland
	1990
	6.3
	23.4
	1996
	6.3
	13.8

	Romania
	1990
	0.4
	34.1
	1996
	0.6
	16.9

	Slovenia
	
	
	
	1997
	
	13.5


Source: extracted from www,unpan,org 

Source: Government and public sector employment data are from ILO, Survey on public sector employment statistics, October 1998, except for Australia, Austria, France, Italy, Luxembourg, Netherlands, Sweden and the United Kingdom, where the source is OECD, Population estimates are those of United Nations DESA, Statistics Division,
If we assume that the government and public sectors as sectors are using these resources productively, the same high shares of resources can be used with higher or lower technical efficiency. It might be expected that the faster a certain administration is at reallocating resources, including spotting new opportunities of establishing more efficient organizational frameworks for the public administration employees, its potential contribution to national efficiency. Usually the public administration is not perceived by the citizens as being very dynamic, or inclined to change.
 At the same time, it is probable that the system able to detect more efficient uses of resources, and, the system that is faster at be transferring resources to the new, more productive (more socially beneficial purpose), will be the system with higher overall dynamic efficiency.  Promptness in perceiving more favorable alternative uses of resources should be addressed as an issue of authority for displacing resources and of capacity for spotting right opportunities and conducting the change. 

V. Conclusion

The process of reshaping public sector management is happening at a time when the business world itself is undergoing a restructuring. Half a century of post WW II stability, as well as technological developments during the last decades of the XX century, led to economic globalization and interconnectedness of firms and industries across national borders and continents. The process was paralleled by the decentralization in the administration of economic resources, which, in turn, was expected to have contributed towards increasing the role of local administrators of public goods. 

It is expected that, as the economic role of the government increases, local administrations will be required to improve its capabilities for actively contributing to economic development and higher standards of living in its local community. 

Issues relevant to the efficiency of public sector organizational development (restructuring) can be clarified by applying concepts usually employed in valuing the efficiency of enterprises in a market economy. Providing there is awareness of some important differences between the public and the private sector (for example the relatively un-competitive setting, and the explicit legal and geographical restriction in reach of authority), the shifts in the organization of governments can be analyzed under the same assumptions that generally apply to firms. These are:

1. Government unit represents the general production system model transforming inputs into outputs, 

2. The government is part of the national economy "rendering" economically valuable services but also "competing" for resources with the private sector, 

3. Also for governments, relative efficiency depends on the employed technologies (including organizational forms and procedures) and on strategic fit, or prompt adjustment to the institutional setting in which the system operates. 

When speaking of local governments as administrators of public resources, a distinction must be made between the roles of managers (executive decision makers) and the role of traditional resource administrators (supervisors - a transmission device of the central government and direct performers of clerical tasks). 

If public officials are treated as professional managers and entrepreneurs, they might be in a better position to induce some market discipline (cost control) into the process of performing services traditionally related to the public sector. In the administrator-entrepreneur philosophy, administrators are being efficient when they can identify specific circumstances that will allow them to, under a set of limited resources, establish a best mix of businesses and appropriate mix of control mechanisms for each business entity they contact to.

Total efficiency, that is the cost of both, the control system (administrators), as that of the operational system (direct costs of the functions or services being performed), is likely to rise to the extent that the operational part is exposed to some form of market control. In the case of Croatia, even though evidence and academic research may be scarce, comparisons with other countries do allow us to establish some predictions on the extents, pace, costs and effects to be expected from government decentralization. The costs of the governance system are likely to rise, at least temporarily. Both operational efficiency and governance efficiency will depend on public managers becoming sensitized to new technologies and to new managerial and organizational concepts. 

This brings us to the a third set of costs, that is the costs incurred to build capacity. Those are primarily the costs designated to transforming the labor force (selecting and training professions, severance payments to surplus personnel), defining new standards (professional classification, performance measures, compensation schemes, defining frameworks for outside contract arrangements, etc,) and to technologically update information systems (e-government). Costs of capacity building would represent a relatively high share of resources controlled by the government. Meaning that those resources will be subtracted from the total pool of resources available for government services directly enjoyed by citizens and the business community. It is also one of the least transparent investments to be made by governments. Society would not necessarily immediately perceive the benefits, which implies another cost, that of informing the broader public on the tradeoffs between gains and costs of government restructuring
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� Some see government decentralization as a development strategy able to achieve distinct economic gains.  See for example:  Dialogues on Effective Decentralization and Strengthening of Local Authorities, Report of the Executive Director, UN HSP/GC/19/7 See also: D. Farnham et al.: New Public Managers in Europe, Macmillan Business, 1996;  "Urban Governance – The Role of Government" � HYPERLINK "http://www.iula.org" ��www.iula.org�. 


�The first phase of decentralization started in November 2000 with a change in the Constitution that now explicitly states the right of citizens to have local self-government and distributes some governmental functions of local self-government units. In 2000 a project-analysis  run by the Croatian Legal Center started in order to prepare for further legal reforms that will favor decentralization.  I. Perko Šeparović (2001): Reforma hrvatske javne uprave: perspektiva decentralizacije, p. 4-5.


� The trend is visible among professionals and academics who expressed growing interest for web-sites, journals, conferences, discussions... Also, a number of new schools and graduate programs are being developed and offered around the world.


� Different philosophies about the role of civil servants in the modern state, such as the traditional British model, the German or the French model, reflect national history. See J. Barlow et al: Comparing Public Managers, in New Public Managers in Europe, p. 22-23.  


� The difference in the organizational behavior between the public and the private sector result from the fact that governments have preferential access to resources. Also, the performance of the public sector has a tradition of being evaluated primarily by non-economic criteria.


� The point being made is that, if the government sector controls a higher share of the nations resources, especially since the governments share is always somehow protected by the legal system, the government will be, by preferential access to these resources, disabling other sectors of the economy from using them.


� Organizational change correlates with technological change. Technological change, as a change in the ways functions are performed, will affect the structure of inputs, processes and outputs, changing the conversion rate between inputs and outputs, i.e. changing the productivity of resources, both material and human.


� Functional specialization and/or isolation of processes is generally not possible, especially at local government levels and smaller constituencies.


� Often one gets the idea that politicians and The Parliament are using popular phrases without understanding the context.


� Perko-Šeparović (2001, p. 6) comments that the trend of gradually increasing the number of local government units, which consequently very much vary in size (from very small to rather big in terms of population), goes against European practice. Instead of facilitating decentralization, it contributes towards forming self-insufficient units, bond to remain dependant on central government. 


� The dominant "neoclassical" managerial literature of the time dealt mostly with motivational factors, leadership stiles and other dominantly psychological and sociological issues. 


� Formalized controls result in lower direct human involvement in control processes, which reduces some of the negative aspects of personal control such as ambiguity. Standard, depersonalized controls are also less labor intensive. The presently popular TQM systems can also be interpreted as a formalized form of control (less financial though) adjusted to manage a process based organization that often extends across enterprise boundaries.


� Whenever the individual making the decision, or undertaking an action does not himself bear all, either positive of negative, consequences of his actions, there will be space for opportunistic behavior.  Traditionally, agency theory was used to explain conflicts of interests between professional managers and shareholders in public companies.


� The problems of standardized performance measures (accounting measures, for instance) and shirking had already been detected inside firms. With enterprise networking, the problem just grew more complex. 


�So, we might accept that governments are, at least to some mild extent, exposed to some «disciplinary action» enforced by the market mechanism. As citizens perceive their public administration to be falling behind the standards in other countries (less responsive to public needs, more corrupted, more expensive...), they might eventually act by overthrowing the present administration in the next elections.


�In general, no other entities are offering the same services, so "consumers" cannot make immediate comparisons.


� Croatia, for example, is characterized by many very small local government units, of little significance on the national level, and of very strong influence locally. Giving low fluctuation rates (virtually no lay-offs) and scarce pool of younger, professionally trained personnel (especially in rural areas) employees in LGU tend to form a stable, closed personal union. The risk incurred by giving more authority and funds to local levels, there is risk that an even larger share of national resources will be used for "private" benefits, rather than for "common interest".


� Scandals in the press and the fact that Parliament has been discussing, years in a row, the problem of conflict of interests and not being able to pass a law yet, definitely adds to the notion that society does not trust either politicians or public servants.


�In the EU salaries (precisely, compensation of employees), at 21% of government spending and 10% of GDP, is the second largest element in government spending. (Eurostat, theme 2-4/2004) See also Šošić (2001) for comments on Croatian government reforms and the level and compression rate for public employee salaries.


�Only that type of authority would then mean real decentralization. The administrator might then choose who should perform the service, establish performance standards and eventually substitute the service provider (own employee or professional service provider) that under-performs. 


� Local governments do have constrains in choosing their range of activities since their functions and responsibilities are defined by law. The process of public contracting in Croatia is also, already, legally defined. However, there is not enough research or discussions on whether and how laws might keep local authorities from making the processes of delivering services more efficient through making hem more flexible. A rare example of an analytical study treating (local) government authority was produced in 2001 by the Urban Institute of Zagreb, an agency financed by the USAID.


� Employee displacement and layoffs occur much more often in the more dynamic business sector. Organizational structures and employee positions in the units of local are still "for life", unless the employee himself does not have other ambitions.


� At this stage, no effort has been made to establish the comparative efficiencies of governments neither has there been an attempt to measure some sort of marginal rate of return by assets consumed by or administered by government administrations, let alone at the local level.


� The Law on local self-government dates from 1992, but after the year 2000 new initiatives were undertaken and laws passed to ensure more autonomy and responsibilities to local government units. For legal framework development see T. Antić (2003, p.6).


� The World Bank loan for structural adjustment of US$ 100million has probably been the strongest factor that encouraged the wave of interest that could be felt the last year or two.   
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