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The roots of governance may be traced to an organization theory pioneered by Chester Barnard
and Herbert Simon. Instead of profit maximization for stockholders, Barnard argued that the
manager’s function was to motivate the contribution of everyone who holds resources needed to
carry on the business. Simon applied Barnard’s insights to government in his landmark
Administrative Behavior. He views an organizations — government or business — as being in
equilibrium when its managers succeed in balancing the contributions from, and the
inducements given to, its stakeholders. Given their knowledge for input-output relationships,
managers are keenly aware of the complementarity and substitutability of the resources held by
different stakeholders. Their essential task is to maintain a critical mass of the inputs which
will be necessary to assure the organization’s ability to deliver services. In this regard, what
makes financial management crucial is that it controls money — the currency for acquiring a
wide variety of other resources. The organizational role of the financial manager is to keep
the score of finance-related exchanges, advise management on the terms of those exchanges,
and monitor financial performance of all parties concerned.

Barnard and Simon focused on individual organizations. However, the solution of many
complex societal problems requires the co-operation of a network of public and private
institutions. For example, in the 1999 fiscal year, the federal government in the United States
spent only 5.2 per cent of its total expenditure itself in direct provision of goods and services;
over 70 per cent was spent through ‘indirect government’ or ‘third party government’. In such a
situation, to be effective, government has to empower others, rather than exercising direct
control. In addition to minding the government’s own finances, public financial managers keep
a watchful eye on the viability of the institutional network and its participants. Such an role is
not unlike that of an organization’s financial managers, who monitor its creditors and debtors
alike. This similarity has led me to name the governance model of public financial
management after Barnard and Simon.

Working through others provides government with more tools. Besides direct provision of
goods and services, government could enter into contracts with, or give grants to, business and
nonprofit organizations. It could provide loans, loan guarantees or insurance coverage. Even
less directly, it issues regulations to influence other’s behavior. Compared with taxation and
spending, these are more complex contractual arrangements. Grants, loans and guarantees
and insurance are financial transactions. Regulations may seem relatively inexpensive to
government (other than administrative costs), but they do impose compliance costs on the
regulated. In all these relationships, there exist a set of claims and obligations that bind the
government and its network partners. An important function of government financial
managers 1s to help structure contracts with network participants and monitor their contractual

performance.
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Some of the factors that enable a firm to benefit commercially from its
own technological lead can be strongly shaped by its management: for
example, the provision of complementary assets to exploit the lead.
Other factors can be influenced only slightly by the firm’s management,
and depend much more on the general nature of the technology, the
product market and the regime of intellectual property rights: for
example, the strength of patent protection.

Secrecy is considered an effective form of protection by industrial
managers, especially for process innovations. However, it is unlikely to
provide absolute protection, because some process characteristics can be
identified from an analysis of the final product, and because process
engineers are a professional community, who talk to each other and
move from one firm to another, so that information and knowledge
inevitably leak out.

Accumulated tacit knowledge can be long and difficult to imitate,
especially when it is closely integrated in specific firms and regions.
Examples include product design skills, ranging from those of Benetton
and similar Italian firms in clothing design, to those of Rolls-Royce in
aircraft engines.

Lead times and after-sales service are considered by practitioners as
major sources of protection against imitation, especially for product
mnovations. Taken together with a strong commitment to product
development, they can establish brand loyalty and credibility, accelerate
the feedback from customer use to product improvement, generate
learning curve cost advantages and therefore increase the costs of entry
for imitators.
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