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Governance of the governing

Accountability and motivation at the top of public organizations

Abstract: Developments in the governance practic&K public organizations show how
ideas from the governance of listed companies hanslated into public sectors bodies,
government departments and the governance of peatiaitself. The use of independent,
non-executives directors in public bodies encapssithe tension in the private sector
between the service role of directors and how tieyrol the executives who manage the
business. This paper gives a preliminary examinaifcdhree public bodies, comparing how
reform of their governance mechanisms has afféeteslons in accountability and director
motivation. What is evident is that the change®ive greater emphasis on extrinsic goals,
potentially at the cost of the intrinsic ones ttlaaracterize public service motivation. These
tensions seem inevitable, and the challenge fordogao maintain a balance.
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Something had to be done

In May 2009 — in the depths of what we came totteIGreat Recession and after years
of obstruction from government and parliament —lady Telegraph newspaper in the UK
published a series of articles based on leakedndents concerning abuses of expense
claims by members of parliament from all the magjarties. The details were shocking, even
lurid: Mortgages on houses for MPs paid from thbligypurse, but then let out, to the MP’s
personal gain; a duck house — a duck mansionyreddlilt in the garden of an MP’s stately
home; pornographic movie rentals. Something hdzktdone.

In central government departments — after decaffiesled attempts to trim costs and in
the face of deficits ballooning because of bankobis — the trajectory of public spending
was clearly unsustainable. Procurement for defenparticular seemed out of control,
welfare budgets were climbing with the economiavglown, and — worryingly for the long
term — baby-boomers were heading into retirementrater- or unfunded pension plans.

Something had to be done.



In public sector bodies, those delivering servicethe public, the crisis was no less
acute. In health, for example, care for the eld&ted impossible projections of future
service requirements at a time when budgets need#getline in real, in per capita and
perhaps even in nominal terms. Something had tiohe.

Moreover, the climate of cuts made inevitable kydiemographics was exacerbated by
the sense among the public at large that some @edgle demonized bankers, yes, but also
those in power in parliament, at the top of goveenhdepartments and at the head of public
sectors bodies — were getting away with dayligbbeoy. A lack of accountability
threatened to de-motivate those working throughioeipublic service system. Something
had to be done.

It came in the form of importing an alien concepsystem of board-level governance
developed in the private sector and in particuarcbrporations listed on stock exchanges:
the independent, non-executive director. As we sa#, the idea did not translate directly —
translation is an imprecise mode of expressiontarm meaningful it needs to be as
sensitive to the receiving culture at least as nagh is faithful to the original. Whether it
improves performance through lower costs or grestariency has proved difficult to
assess, but it has had one benefit: A heightenesessf accountability and greater debate in
the boardrooms of public bodies. But at what coshbtivation of the members of public

boards?

Motivation and directors

“Serving on a [corporate] board is like taking opasition in public
service. Itis not (and should not be) a wealtlaicom opportunity but a
chance to play a role in the proper workings of marketplace” — Peter
Weinberg, partner at Perella Weinberg Partnersudidue investment
bank (Weinberg, 2006).

The quote from Peter Weinberg suggests that thevatioin of directors, even in the

corporate sector, may not be as self-serving asa&ped in theories based on rational



choice. Even if reasonably well remunerated, oetsiidectors of private sector
organizations could earn more in cash terms byioffeheir advice as consultants. For
many serving of public sectors boards, the sartre@és Moreover, in becoming directors —
the human face of the legal person — they incuatgraeputational risk and a higher threat
of personal litigation.

The quote also echoes the broader conceptualizatifopublic service motivation, such
as the “general, altruistic motivation to serveititerests of a community of people, a state,
a nation or humankind” (Rainey & Steinbauer, 19223) or the “beliefs, values and
attitudes that go beyond self- interest and orgdinal interest” (Vandenabeele, 2007, p.
547). Moreover, these are intrinsic motivationst the question remains whether, whether
can be crowded out by the extrinsic ones of medtingets, including those for profit,
imposed by outside authorities (Frey & Jegen, 20@1Grand, 2003).

While this paper focuses on the UK, its implicati@re wider. What we will see is in
some ways an extension of the concepts of new@uidnagement (NPM) that developed in
Britain in the 1980s (Ferlie, Ashburner, Fitzgera#dPettigrew, 1996). Much as the
corporate governance reforms in Britain (Cadbu®@2t Higgs, 2003; Walker, 2009) found
resonance in jurisdictions around the world (Agail& Cuervo-Cazurra, 2009), NPM has
influenced thinking elsewhere, though not alwaythwtrong acceptance (Christiansen,

1998; Kickert, 1997).

Four systems

To examine the governance of those involved in gowental activities, let’s review the
mechanisms used to hold public organizations towadc We start with a brief discussion of

private sector arrangements in the UK CorporateeB@nce Code before reviewing how



governance operates in three levels of the pubtitos. the health service, central

government departments in Whitehall, and then magraent itself.

Governing the corporation

Since 1992, Britain has operated a system of catp@overnance rooted in the UK
Corporate Governance Code, a voluntary set of gles for boards of listed companies.
The first version, the Cadbury Code, retained thditional UK unitary board, comprising
executives and outside, non-executive directorsitlyave the latter particular powers. And
it separated the role of chief executive from thaignan to prevent any one person having
“unfettered powers of decision” (Section 4.9, Cagbt992). Over the years, and in
particular in response to the US corporate govemmarnisis of the early 2000s and the
financial crisis of 2007-09, successive versionglgven greater weight to the
independence of these directors (Nordberg & McN@64.3), now recommending that at
least half the board is independent of managerntteaitthey control the main board
committees, and that the chairman is independehedime of appointment. Such
mechanisms are thought to prevent “groupthink” i§lal®72; Sundaramurthy & Lewis,
2003) and help non-executives engage in suppoyétehallenging ways with the
executives (Roberts, McNulty, & Stiles, 2005). mdoing, they create the cognitive conflict
thought to improve board and firm performance (Esr& Milliken, 1999).

Cadbury drew on ideas from the 1991 reforms iniKeNational Health Service. But
this extension and further articulation in the @rgie sector — later endorsed by the
Organisation for Economic Co-operation and Develepimthe World Bank and others —
institutionalized their logic and gave them legiicy worldwide. This external validation
made them politically more appealing at home a®datifor public sector reform. But these

non-executives have to work with complex motivasi@ssociated with their dual roles:



“service”, which involves helping the executivesdisolutions and identify scarce resources,

and “control”, monitoring the performance of exeees$ and applying sanctions.

Governing health

Britain’s National Health Service may look monoidlirom the outside, but it is a
complex system of public and private bodies, maBed “trusts”, subject to repeated reform
attempts over the years. After the Thatcher goventroame to power in 1979 and through
successive Conservative, Labour and coalition gowents, attempts to increase the
efficiency of service delivery have involved usimgrket mechanisms and governance
models from the private sector (Ferlie, AshburdeFjtzgerald, 1995; Moyes, Wood, &
Clemence, 2011; Veronesi & Keasey, 2010).

Early reforms involved bringing outsiders into th@ardroom of NHS bodies, in
particular the hospitals, for the purpose of prowgdguidance on commercial practice
(“service”) and to foster internal, non-clinicalatlenge (“control”) to NHS managers. Over
the years and explicitly modelled on a major refafithe UK code of corporate
governance, the role and number of these non-axeadlitectors has increased (NHS
Appointments Commission, 2003). These principlesevatill current a decade later. They
also split the roles of chairman and chief exe&jtand opened board meetings to the public,
except when directors discussed patient-confidkeissaes. Evidence suggests the non-
executives have had an impact on monitoring thewkees, the “control” function, while
attention to strategic issues, the “service” fumttifaltered (ICSA, 2011). In a sense,
therefore, these reforms seem to have focuseddingédxtrinsic motivations of targets and

budget, while potentially disrupting intrinsic ones



Gover ning gover nment

While such board arrangements spread tentativedyhter front-line public sector
bodies, government itself remained aloof. Withittenclusive election of May 2010 and
the fiscal crisis that emerged from the financabges crisis in 2007—-09, the coalition
government of Conservative and Liberal Democrdtdtie need to shake up the
management boards of central departments. To inegtair efficiency and accountability,
it accepted guidance from Lord Browne, a formeetbkecutive of the oil company BP,
and issued a code of “corporate governance” foegomnent departments (UK Government,
2011). Ministers replaced senior civil servantslaairs of these boards, which had the effect
of separating the role of chair and chief executivegarallel to the corporate sector. The
reform also introduced non-executive directorsringpan outside, independent voice into
discussions of process and operatibRslicy remains in the hands of ministers. These no
executives have their own club, a forum in whichytshare ideas, led a “Government Lead
NED” in the person of Lord Browne.

Gains came in advice on potential improvementaichasing (a “service” role), but
anecdotal evidence suggests top civil servantsitdéise changes, which made them easier to
replace but also had the potential to underminie ttom-partisanship (signs of a “control”
function), a sign that extrinsic motivating factongght be gaining more attention at the
expense of intrinsic ones. In the first year, #f@mms achieved little of their stated aims.
The second annual report of the Government Lead BlidBe of improvements but awarded

the system only five marks out of 10 (Browne, 2013)

Governing parliament

The job of parliament is to scrutinize governmdistgovernance arrangements differ

again from those of government and public orgarmonat The Chief Clerk of the House of

! As of June 2013, there were 67 such non-execdtieetors serving 17 government departments.



Commons serves as both chief executive of the H8aesace and chair of its management
board. But the House Service does not have thamyrbbard of the other systems reviewed
here. Instead it reports to a Commission made WIRd under the chairmanship of the
Speaker of the House. This configuration has pasailh the two-tier boards of continental
European companies, where the chief executive £hamanagement board, made up
entirely of executives, which reports to an eryirebn-executive supervisory board, which is
legally responsible for the company’s affairs. Saofangements tend to emphasize
“control” over “service” (Bezemer, Peij, Maasseny&n Halder, 2012).

The UK Parliament’'s management board is differéhe Commission may have public
legitimacy as elected officials, but they are dsth customers of the House Service. And as
politicians they have the potential to undermireithpartiality of the House Service. These
conflicts of interest became most obvious in thegesses scandal, when the House Service
was seen to have failed to challenge elected mendf¢he Commons.

What emerged were new governance arrangementsdinglfirst one and then a
second non-executive on the management board ¢fdbhee of Commons and an
independent auditor of member spending (UK Parli@n013). The non-executives give a
business orientation to a management team largsiyated from the discipline of markets
(a “service” function). It remains to be seen tikeenat to which having non-executives
enhances the board’s “control” side. Anecdotal ena® suggests these still new changes in
the House Service have brought some greater engpbragixtrinsic motivations with

uncertain implications for the intrinsic ones.

Systems in comparison
These four systems differ in their particulars, thaty all involve certain core principles

— the need for independent judgement and the reedrbng knowledge of the organization



and, to a greater or lesser extent, the contexhioh the organization operates. The

governance arrangements in all four systems arensuized in Table 1.

Table 1 - Gover nance arrangements compared, private and public

Corporate
Governance Code

NHS

Whitehall

House of Commons

Board structure

Unitary

Unitary

Unitary

Two-tier
(management board,
reporting to
supervisory
Commission)

Chair, Chief
executive

Separate roles, chai
independent at time
of appointment

r Separate roles,
independent at time
of appointment

Secretary of State
replaced the chief
civil servant as chair

Chief exec chairs
management board;
reports to
Commission, headed
by Speaker

Non-executive At least half Equal numbers of | One, then several | One, then two non-
directors independent non- | executives and non-| non-executives on | executives on
executives; executives departmental management board;
independents contrq| management boardg; Commission
of key committees no policy role exclusively MPs
Scope Ultimate decision- | Ultimate decision- | Decision-making on| Decision-making

making body making body process, operations;| over operations by
policy reserved to | management board;
ministers Commission
responsible for
organization policy
Accountability Upwards, to Downwards to Upwards, from Management
shareholders, whose patients vs. upwards ministers to upwards to
primacy, however, ig to government; non-| government Commission, then

disputed

Motivation and accountability

executives
accountable
additionally to local
communities

downwards to voters

The central problem in corporate governance ligh@ntension between “service” and

“control” at board level. The control side finds lase in agency theory (Fama, 1980; Fama

& Jensen, 1983) and its contention that managees‘@gent”) will act in a self-interested

way, extracting personal value at the cost of owifire “principal”’). These assumptions run

counter to those of stewardship theory (Donaldsdda&is, 1991), a theoretical stance with

many echoes of public service motivation. Stewagpgteory suggests that most of the

time, most managers try to do a good job. In agéinegry motivation is extrinsic, in



stewardship theory intrinsic; agency theory vakdatontrol mechanisms, stewardship relies
on trust; agency theory assumes individualistiacag@gh; stewardship a collectivist
orientation (Davis, Schoorman, & Donaldson, 1997 corporate governance literature
suggests that attention to agency theory focuseersmanagement and non-executive
directors alike on extrinsic and often short-teargéts, while deemphasizing achievement of
the intrinsic satisfaction associated with decisiorade for the longer term and greater good
of the company.

But there is a problem: Agency and stewardship siave incompatible in practice as
well as theory. If stewardship theory applies ®wWork of managers, and the board that
assumes agency theory applies, the organizatianalthe risk of demotivating in particular
senior management and the professional staff. Betwnanagers act like agents, a board
that assumes stewardship is following a recipaligaster. For the public sector and in areas
where public service motivation is strong, impagtextrinsic targets risks crowding out
intrinsic motivations. Table 2 summarizes the tensiand motivations across the four

organizational forms examined here.

Table 2 - Gover nance tensions and motivations compar ed

Corporate NHS Whitehall House of Commons
Tensions Tension between Tension between Tension between With emphasis to
“service” and “clinical” expertise, | civil service date on “service”
“control” functions | managerial power; | independence, role of non-
non-executive local | political authority, executives, tension
politics business efficiency | between professional
and political
imperatives held at
bay
Motivations Extrinsic goals Extrinsic ones risk | Extrinsic budgetary | Extrinsic targets

dominate
governance reforms
but stewardship
approaches rely on
intrinsic ones

crowding out
intrinsic ones (care;
professional
prerogatives)

targets risk crowding
out intrinsic ones
(civil service
independence; good
of the country)

increasing, but
predominance of old
ways of working,
reinforced by
intrinsic

motivations, create
resistance to change



In the National Health Service under the Labouregomnents of 1997-2010 both risks
were palpable. In return for a large expansionuafgets, government demanded
accountability and set detailed performance targe¢emsured managers against them, who
then measured clinical staff against them as wétthough the reforms moved in part away
from market-based reforms on the Conservative gowent towards more central control,
budgetary control and targeting left in place matthe emphasis on external motivation
(Le Grand, 2002). The resulting culture of measuetnand control in the NHS led the
philosopher Baroness O’Neill, in the very publittisg of her Reith Lectures for the BBC,
to challenge whether the transparency createdrggtsa measurements and reporting served
the goal of accountability. “Real” accountabilighe said, comes between individuals, in the
context of repeated personal interaction (O'N200D2a, 2002b). The ability to account for
one’s actions is best tested in face-to-face ertessimot spreadsheets.

O’Neill's comments found unexpected resonanceeasthrt of the financial crisis in
2007, when Britain suffered its first run on a bamiB0O0 years, the failure of Northern Rock.
In an analysis of the botched rescue attempt bgthernment, its Financial Services
Authority and the Bank of England, Roberts (20Q@uas that too much transparency was a
bad thing. He says “intelligent accountability” uaes responsiveness both a) upwards and
externally, and b) laterally and internally. Thenfi@r he terms “individualizing”
accountability, because individuals take respohiboften publicly; the latter is
“socializing” accountability, that is, within theoardroom, among challenging but collegial
peers, a form that binds members of a board togéfuberts, 1991, 2001).

Could fostering that “socializing” accountabilite lan antidote from some of this
tensions in roles and an antidote to the effecisnadxtrinsic goals crowd out intrinsic
motivations? Non-executives on boards of both peieand public sector bodies tend to be

drawn from elites, and they meet only episodicagreover, they typically spend only part

10



of their effort on any one organization’s board anaks-fertilize their ideas as they move
from board to board. They are therefore, for sdweasons, likely to be able to resist the
effects of crowding out of intrinsic motivationsogtering the socializing type of
accountability may help them to hold at bay theti@ictions of agency and stewardship
theory and sustain broader, social and even ditruimsperatives in the face of pressure of
externally promoted performance targets. The pasehpublic service motivation among

directors of public sector organizations would sexety to enhance that ability.

Conclusions

This paper gives preliminary insights into govemr®arranges at private and public
bodies and how they seem to affect the balancg&tahsic and intrinsic motivations among
board members, an area that seems ripe for furtsearch. But changes at board level
matter only insofar as they translate into the ficas and motivations within the
organization. Three further issues thus arise,amirmg investigation. First, to what extent
do these changes in governance mechanisms aféentdhivation of senior executives and
top management teams? They take direction frorbdlaeds and draw upon the advice
(“service”) and respond to the monitoring (“contjddy non-executives. Second, how, if at
all, do such changes affect the character of pelirgice motivation among middle
managers and frontline staff? Third, how do noneatige directors, most brought in from
private sector occupations, respond to close emgagiewith the public sector and
underlying principles of public service motivation?

In the three public sector settings this paperdxasnined, mechanisms adopted from the
private sector have in effect been translated fooen setting to another (Czarniawska &

Joerges, 1996). The translation has not been ergurt because the contexts demand

11



otherwise, and in part because old institutionedregements and the incumbent culture of
these organizations resist change.

In the National Health Service, policy shifts anthisterial action have dictated almost
constant organizational change, yet the evidenggesis that clinicians still have
considerable sway. Even in the boardroom, therlag;executive directors defer to their
expertise. That expert power (French & Raven, 1@88)prevent diffusion of new practices
and thwart new structures and mechanisms. In Wdlitehe civil service has lost some of
its influence in recent boardroom changes, buethéence suggests that outsiders on the
board remain outside, and that the continuity mtediby civil servants, when coupled with
shifts in ministerial appointments, provides stié&pind even rigidity in the face of calls for
radical change. In the House Service — the patie@public sector puzzle most detached
from the public — the need for change is accepietithere, both staff and senior managers
are isolated from the pressure of markets. Thearaal accountability is to the elected
members of parliament they are meant to servicecantiol.

The board level problem in the public sector ig tifdbalancing conflicting aims. On the
one hand, boards must recognize the need to meghakimperatives that can run counter
to the motivations that led to the attraction agigmtion of key staff motivated by a desire to
serve a larger social purpose than budgetary &oget inscribe. On the other, they need to
foster that internal drive for altruism that resistarket-based approaches. Holding both in

mind is similar to, but also different from, balamgthe demands for service and control.
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