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ABSTRACT

Literature on the performance, caontrol, and management
of the central governrment non-departmental enterprises has been
surveyed, A model of the managerial and organizaticmal determimants
of enterprise performance ié developed and a numbar of testable

hypotheses have been generated,



MANAGERIAL AND ORGANIZATIONAL DETERMINANTS OF THE
PERFORMANCE OF INDIAN CORPORATE PUBLIE SECTOR ENTERPRISES

Pradip N, Khandualla
Indian Institute of Management ,\hmedabad

The purpose of this Paper is to survey published ampiricai material
on non-departmental public sector snterprises owned and controlled by the
Government of India, and to coms up with testabia hypotheses of ths managrial
ahd‘urganizational determinants of their performance. The paper is divided
into three parts, In the first, the corporate public sector in India is
briefly surveyed, In the second, problems in assessing public snterﬁrises and
alternative approaches to assessment are discussed, In the third, a model
of enterprise effectiveness is outlined and a nUmbef of hypotheses are stated,

along with their rationalos,
The following points are made in the paper:

1e The performance of the corporate public sector in India indicates
that though profitability and productivity still appear to be beloy that of

private sector Indian companies, both are dramatically improving,

2. There appear to be significant inter-industry and intra-industry
variations in the profitability of public sector enterprises, Ffpart

from non~avajlability of critical inputs, the gquality of relations with
the controlling authority and the guality of management and organization

ma y be crucial variables explaining thaese variations,

3. Although public sector enterprises are subject to multiple controls,
a Tecent tendency is to delegate operating autonomy to these enterprises while
subjecting their policies to ministerial control and their operations to public

gector-wide "guidelines",
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4, There is a limited but growing empirical literature on menagerial
and organizational aspects of public sector enterprises, The limited work
tentatively suggests the existence of both defence and growth needs in public
sector managers, 2 relatively weak performance and efficiency orientation,'

and ambivalent attitudes towards participative decision making,

S, There are severe problems in assessing the performance of public
sactor units for comparative purposes, notably, uarﬁing reasons for starting
units or nationelising them, their monopeoly power, externalitiss that do not
get reflected in conventional assessment measures, the difficult~to=-measure
casts of the multiple public policy objectives that public sector units are
supposed to further as well as the advantages public sector units enjoy, the
difficulty of establishing the operating goals of enterprises, the multiple

"natural® criteria of assessment, etc,

G, A number of assessment approaches are available, such as the costsw
benefits approach of welfare economics, the market structure-conduct-
performance approach of industrial organization, the organization theory
perspective, and the social audit approach., fll of these approachss suggest

that public sector enterprises need to be assessed on multiple criteria.

T, One approach for identifying high performence organizations is to
identify a few criteria pertinent to efficiency, public policy, and employee
welfare. Only those enterprises that do at least moderately well on these
criteria and outstandingly on at least one of these, either with respect to

- industry norms should the enterprise operate in a competitive industry, or
with respect to its own past performance if operst ing with a gréat deal of
moncpoly powser, may be considered high performance organizations,

8. The model of enterprise effectiveness utilized postulates that it is
the organizational and managerial response to a decision evoking context that
determines enterprise perFormanca,'and that effective or cﬁngruant rasponses
can be identified. A number of hypotheses of congruent respanses to each of a
wide variety of decision evoking contexts are developed, Some of the

problems of testing theso hypotheses are briefly discussed.



THE CORPORATE PUBLIC SECTOR IN INDIA

Antroduction

for the size of its ecconomy, India has a fairly massive public

sector. Total gross investment in the 140 odd central government corpora:
at present is about Rs,130 billion (2bout $16 billion at the current exchan
rate), and this is roughly half of all the corporate investment in the caul
Gross annual capital formation in the public corporate sector roughly equal
that in the priwnte corperate sector (Sri Ram, Sharma, Nair, 1976, pp.10-11

The public sector in India produces the bulk of ﬁhe country 'sstesl, petro-
| chemdcals, heavy mechinery, machine tools, glectricity gensrating sguipment,
earth moving equipment,-and a large number of equally or less sophisticated
products {9se Appendix 1). The public sector occupics a commanding
‘position in many of the technologically sophisticated Indian industries as
well as in a fow other areas such as ahipping and import-export tradd,
Currently it has over a million and a2 half employees, and its annual

turnover is approximately Rs,150 billion (@bout $ 20 b.).

The build-up of the public sector began about 1956 at the time
of the cammencement of the industrialisation~oriented Second Five Year P;an.
The Industrial Policy Resolution of 1956 adopted by the Indian Parliament
reserved an cntreprencurial role for the public sector in a number of bésic

and heavy industries, The rgsolution ddclared, "The adoptenof the Socialist

| pattern of society as the national objoctivec, as well as the need for
planned and repid development, require that all industries of basic and
stratogic importawe, or in the nature of public utility services, shouia be
in the public sector. Other industries which are essential and reguire
investment on a scale which only the stnte, in present 61rcumstanbes,
could provide, have also to be in the public sector. The state has,
therefore, to assume direct responsibility for the future development of
{ndustries over a wider area" (Ray, 1971). Later, during the regime of
Mrs, Gandhi (1965—1977), a commitment was made to secure commanding heights
of the economy through the expansion.of the public sector. As fAppendix 11
shows, gross investment in the public sceoctor has increased rapidly, and not
merely in industries of baéic ar strategic importance, Part of this risg is

of course, due to the three-fold rise in prices between 1960 and 1975, but
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even s0, since 1960 there probably has heen at least a five~fold increase

in constant rupees,

As instrument of state pélicy, public enterprises are alsoc expacfed
to strive to secure the objectives of the government, such as removal of
poverty, attainment of self-reliance, a more egalitarian distribution of
income, expansion of employment, balanced regional development, acceleration
of the rate of nmational production, prevention of concentration of econcmic
power, and technological self-sufficiency (B.P.E. and B.H.E.L., 1976, p,
xiii), Besides, they are expected to generate sizeable investible
surpluses, an objective that appears to be attained with increasing success
(Sri Ram et, al, 1976).

Pagf ¢ the Indian C te Public S

The performance of the Indian public sector indicates the following

characteristics:

1e Until recentiy, the profitability of the public sector as a whole

was dismal, The profit before taxation, as a percentage of employed

capital ranged from about —-1% to 3% between 1959-60 and 1974-75 (both years
inclusive) and averaged about 1/2%, By contrast, this percentage for large
public limited companies in the private sector varied from about 7% to 12%
and averaged about 9% (Sri Ram et, al., 1976, pp.26~27), Even when public
sector companies are compared with private sector companies in the same
industry (but not necessarily the same praduct‘lina), the picture is not much
brighter. Betweon 1966~67 and 1970-71, the average annual difference

.ih profitability (percentage gross profits to capitai employed) betuween
public sector and private sector comanies was —8% for mining, -37% for
pharmaceutical products, -13% for machinery, and —9% for petroleum, Out of
Bleven industries, only in trading, and to a much lesser extent in shipping,
wes the advantage with the public sector (Sri Ram et. al., 1976, pp. 40-41;
'gée-élso PPs 71=74), The profit porformance has been poor despite certain
_adyantagesrsnjnyed-by the public sector, sﬁch as prefaerential purchasing from

it by the. government, interest rates for loan capital substantially below
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market rates, considorable monopoly powcr, and preferential treatment

with respect to foreign exchange allocations, Against this ars disaduan—
tagaes stemming from long goestation periods, high charges on account of
depreciation, expenditure on townships otc, (Sri Ram ot al, 1976, ch, III},

Ze The major causes of low profitability haﬁe been identificd as idle
Capacity, managerial and other inefficiency, low prices due to competition,
subsidisation of the consumer by the government through low prices, initially
wrong investment decisions that resulted in the production of the wrong’
product mix, etc, (Ramamadham, 1974), Work on identifying the relative

weights of these causes appears to be embryonic (Rameswamy, 1972, ch.,2).

3. In recent years there has been a rising trend in profitability,

The percentage of gross return on capital employed has gone up from 5.1%

in 1971=3 successively to 5.2%, 8,4%, 7.6%, and 9.7% during 1973-4,

1974~5, 1975~6 and 1976-7 (Lok Udyog, March 1978, pp.63=67), The number

and percentage of profit-making public sector companies has been rising

(Sri Ram et al, 1976, p.30), During these years (i.e. 1972-73 to 1976=7)
internal resources generated have risen from R, 2,6 billion in 1972-3

to 7,2 billion in 1976-7 and net profit afﬁar tax has rissn from Rs,180 m,

to Rs.2.4 billion. Productivity, too, has been rising rapidly (Dholakia, 1978),

4, There are substantial inter-industry variations in public sector
profitability, For example, during the three years of 1972-3 to 1974-5,
the percantége of profits (before tax and intersst charges) to capital

employed averaged 18,6% for the public sector petroleum industry, 17.6%
for consultancy services, and 11,2% for medium and light enginearing; by
contrast, it averaged -3,3% for public sector minerals and metals, -1,2%

for consumer goods and 2,0% for steel (Sri Ram et al, 1976, p.34).

‘Sa There are substantial intra-industry variat ions in public sector
profitability, For example, in the public sector stesl industry during
'4974-5, the profit making units reported a net profit of Rs,482,4 millions
fwhils the loss making units reported a net loss of F5,116,5 millions; in the
iﬂﬁbiic sgctor heavy snginesring industry during 1972-3, the profit making
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units reported a net profit of R5,150.4 millions while tha loss making

units reported a net loss of fs,167,80 millions; and in the public sector
tonsumer qoods industry during 1974~5, the profit making units reported a net
profit of Rs,22,5 millions while the loss making units reportod a net loss

of R.39.40 millions (Sri Ram et al, 1976, pp. 36~37), As another example

of intra-industry variations in efficicney, the tonnes of steel produced

per employec in 1969~70 varicd from 45 at the gevernment's Durgapur steel
plant to 79 in its Bhilai steel plant (Sri Ram ot al, 1976, p. 77, Pa135).

6 There is very great inter-unit variation in the rate of increase in
efficiency in the public scctor, - Between 1967-68 and 1972=73 the net value
addea per employee (unadjusted for inflation) rose 98% in Hindustan Steel,
260% in Bharat Heavy Electricals, 329% in Heavy Electricals (India), 89%

in Hindustan Machinc Taols, and 103% in Indian 0il, while it rose by only
22% .in NEPA and by 23% 4in FACT and declined in Hindustan Antibiotics

(Sri Ram et al, 1976, pp.140-1),

- Point 1 above suggests that the form of ownership or tha relations
between owners (ar their agents) and management, may significantly affect
corporate performance in the public sector, Point 4 suggests that market
structure, possibly in combimation with constraints imposed by owners,
may significently affect corporate performance in the public sector,

Point 5 suggests that the structuce and procass of management may alsc
significantly influence corporate performance in the public sector,

Points 2, 3 and 6 above suggest that changes in owncr—management relations
and in management structure and processes mey significantly improve

-corporate performance in theo public sectop,

In sum, the Indian corporate public sector has indeed bwen a grouwth
point of the Indian economy during the past two decades, It-has'enablea the
astablishment or expansion in India of many industries that might not have
blossomed here due to their large scale, their SOphlSthath technology,
or.their inherent riskiness., It has enabled very substantial import
substitution and export growth (Upadhyaya, K,K., 1977, Kesary, 1977).
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e?ficiancy appears to have been low (one estimete puts the annual loss to

the economy on this account as betwsen Rs, 5000 million and Rs, 9000 million =
sae Sri Ram et al, p. 185), But it seems to be lmprou1ng, although at highly
,uneuen rates as between industries and as between units in the same industry,
As in Britain, where during the first decads after the post second world

war nationslisation, the rate of productivity increase was slow but picked

up in the next decade (Pryke, 1971, pp. 433-4), the public sector seems fast
‘to be closing the efficiency gap with the private sector. Though
productivity in the public manufacturipg sector as measured by the ratic

., of real net product to real net stock of capital at constant prices is still
only about half of that in the private manufacturing sector (Dholakia, 1978,
Appendix Table 1), the rate of productivity increase of the public
manufacturing sector seems to have far outstripped that in the private
manufacturing sector - one estimete puts it at 4,33% per annum versus ohly
D.1B%Iper annum for the private manufacturing sector (Dholakia, 1978, Table 3),
Besides, the rate seems to be picking up. Between 1960-1 and 1968-9, the
average annual rate of productivity imp;ouement in real terms was around
3.5%; from 1968-9 to 1975-6 it averaged asbout 8.5% in real terms (Dholakia,
1978, Table 1).

The rapid improvement in the performance of the Indian corporate
public sector in recent years does not seem to be expiainabla in terms of
changes in market structure towards either greater ﬁonopoly pouwar or a more
competitive structure in the industries served by public sector units. The
major explanations are likely to lie in two complementary devslopmentsy
greatar operating autonomy for these. units, and a more professional management
of these units, In the next section, changes in the control of public
sector units are briefly surveyed, and in ths section after that are reported

findings of researchers on public enterprise management,

Control of Public Sector in India

Since very large public funds are invested in the corpofata public
sgctor in India, it obviously would be subjected to a fairly elaborats

strycture of control, Public sector units ars internall; audited as well as
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Subjmﬂzﬁtn a statutory audit under the Indian Companies Act., In addition,

like any other government institution, they are subject to audit by

the Comptroller and Auditor General and the reporting of the raesults

of the audit to parliament. The units are allocated to different ministries,
and report to the relevant minister through his secretariat, The heads of these
units are appointed by the ministep concerned, commonly, however from amongst

a short list prepared by the Public Enterprise Selection Board of the

Bureau of Public Enterprises (Thomas, 1977). The units are subject to a
multituds of government rules, regulations, and guidelines concerning pay,
promotion, jab security, recruitment, etc. although within limits the units

mey freme their own personnel and other policies (BeP.E. and B.H.E.L., 1976).,
They are also subject to close parliamentary scrutiny (Rajan, 1976), The
parliament's committee on Public Undertakings performs the watchdog role and
BVery year takes up a few undertakings far intensive examination, The
Estimates Committec and the Public Accounts Committee also monitor -

the performance of public sector units (Dholakia and Khurana, 1976}, As

one indication of the control exercised by the parliament, in the budget
session of 1969, 256 guestions out of 11832 asked in the parliament pertained
to public enterprises (Mallya, 1971, pp. 128-129), The most freguent guestions
were on loss, waste, and irregularitios, on production, and staff matters. The
most infrequent guestions were on agreements for projects, product caostsg,

delays in projects, export, expansion af projects, and idle capacity,

The need far public accountability of the enterprises and also
simultaneously for their functioning autonomy seem to pose a significant
policy dilemma. The firpst argues for detailed control by organs of the
govarnments the second for substantial operating decentralisation, As a
tonsequence there zppears to have been a potent struggle between a secretariat
or bureaucratic mode of running organizations epitomized by a procedural and
mechanistic orientation, and a busincss or managerial mode of running
organizations characterised by professional managament, flexibility,
improvisation, quick action, and results orientation, Previously, the units
tended to be headed by members of the secretariat who, if deputed to a unit,
could revert bBack to the secretariat, Llater, thoy were asked to choose

between the secretariat and a career as managers of public sector units,
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The units have also been drawing fairly commonly from executive talent

in the private sector, An innovation a fow years ago has been to draw

the ministerial secretary in charge of a public sector unit or units from
the rarks of its or their executives, that is, to bring the industrial culture
ta the secrotariat, This, however, hes yet to become common practice., There
appears to be some tendency to demarcate more clearly the respective
responsibilities and roles of the government and the management of publ ic
sector unitss control of broad policies and priorities is to remain with the
governmentsy the impleméntation of these policies and day-to-day operations,
with the management of the enterprise, The latter would, however, remain
responsible to the government and the parliament for performance, and the

exocut ion of the policies and priorities of the government (Dutt, 1973).

. In sum, the tendency appeaTs to be increasingly sharper delineation
of ‘the areas of control azs between the enterprise, the particular ministry
in charge, and the central government, The tendency is to embody public policy
into "guidelines" that are more or less binding on all public sector units
{such as the onus enumerated in B.P.E. and B.H.E.L., 1976), raserve policy
meking with the ministry and its sccretariat, and pcfmit residual operating
autonomy to the entcrprisc, The evolving control pattern may not be far
different from tho classic patterns of control that have evolved in large,

conglomerate multi-mational cnterprises (sec o.g. Ghandler, 1962),
Empirical Studics of Public Sector Mapagement

Even a casual survoy of the published litgratuf@ on the management

of public sector enterprises in India indicates that the vast bulk is
impressionistic rather than systematic theoretical or empirical work. The
earlier work (pre~1970) is zlmost wholly impressionistic, and in any case
not very relevant today due to the enormous changes in tha management and
performance of the public sector, There is, however, a small but growing
volume of fairly systematic work, Even this work is genorally subject to
many concoptual and methodological limitations., The main findings relevant

to this paper arel
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1. Roy (1974) in a study of the perceptions of the public and private
gectors by ten elite groups in Delhi found that urban elites tended to consider
the public sector as less officient and its management as less competent
than the private sector. The public sector management was seen as
relatively deficient in psrformance orientation, more bureaucratic, less
“pioneering, and less decisive. The elites also tended to feel that the
relationship betwecn officials of tﬁe government and the management of public
goctor enterprises was charactorized by asymmetry of pouer in favour of
government and relative absence of reciprocal infiuence. The political
insecurity of the government contributed to this problem, and the fine
balance betweon control for the sake of public accountability and functional
eutnnomy for the sake of organizational effectivensss often got upset, The
elites also tended to belicve that relative to the private sector, public
sector managements wele mOTE honost,'patriotic, employae—oriented, etc, The
employment preference for the public sectoT was based largely on it providing
higher compensation, job socurity, better working conditions, automatic
_promotion possibilities otc, (what industrial psychologists have termed as
hygiene factors for, motivating employees - @ce Herzbeg, 1968)., Overall, the
strongest attribute that sesmed to create favourable attitudes towards the
public sector was contribution to sccial objectives through the creation
of industrial capacity. The biggest factor which created unfavourablo
attitudes towards the public sector was inefficiency and lack of a results
" orientation, Mast of tho elites claimod to base their views on personal

familiarity with tho working of the public sector.

y Sinha (1973}, in a study of the executives of two public sgctor
“units (the Bhilai Stecl Plant and a group of collieries) and two matching
.priuata sectar units (Tata Stecl Plant and the Tata Colldories) found that

the lower efficiency of public sector onterprisecs was attributable not to
deficient personnel but, as perceived by managers of public and pfiuate

‘sector units, to the relationship betwcen the gevernment and political
'laadérs on the cne hand and the management of thass companies an the other.
There was too much percaived political interference in tha.uorking of

public sector umits. The management was parceived to bo woak and

bureaucratic, As a cONSGQUENCE, the managers of public sector units
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themselves tendod to ceT@y an unfayourable overall image of their companies,
Despite this, a majority of those willing tao changeo jobs nroforred to
‘continue to work with better managed public ssector units rathor than

migrate to the private socctor.

3. Laxmi Narain (1972), in a questionnaire study of 1213 managors of

47 public gector enterprises found that the mansgers of public sector
enterpriscs tended to bo meutral in their cvaluation of the public sector.
‘There was some tendency on their part to rate the public sector somewhat
dnfauourably with respect to perfirmance and somewhat favourably with respect
£0 managoment philosophy, In this regard, Marain's findings were consistent
with those of Roy (1974),

4, Dhingra (1972).in a guesticnmaire study of thc wvalues ctc., of 265
menzgers in tho public sector, found that public sector managers predominant ly
had either a moralistie aor a pregmatic orientation, The percentage of

thosp with a pragmetic oriuntation was substantiélly lower than the
percentage far U.S5., Japancse, or Korsan managaers, The bulk of public sector
managers tended to be neither purcly participetive nor purely authoritarkan,
tut pattly barticipatiue and partly authoritarisn and non-participativea.

A higher percentage of senior managers woTe participative in their
prientation tﬁan top or middle and lower level menagers, A higher perccntag@
of staff mamngers, professionally traincd managers, and older managers weTo
participative than rospectively linc managers, managers without professional
training, and middlc aged and younger managers, Thore was a slight

‘tendency for non~participative managers to experience higher upward mobillity

than participative managors,

5. . Khuranz (1972) reviewing industrial relations in the public and
the private sectors, found that between 1962 and 1968, the public sector
did  somewhat better than the priuata soctor as far as industrial conflict
was concerned, but in both industrial relations were deterisrating, and
the Form of ownership {public versus private) was not too significant a

Tictor in detormining the quality of industrial relations,



6. Agatwal (1973) in his intcrvicw study of 100 public scctor managers,
found that therc were a number of imstitutional reasons for the relatively

poor performance of the public sector.

{a) The tendency of managers to pass the buck and avoid making
decisions. This was reinforced by tho cmphasis on accountability rather
than on results on account of being part of the government set-up. The
desirc to prevent abuse of authority led to a system of multiple checks
and the required.concurrcnce of a mAumber of individuals ' in every decision.
This slowed down decision meking. Managers were also frightened of multiple
‘audits (ipternal, statutory, and above all government) and post mortems
long after decisions were taken, They werc demoralised by multiple bosses

(parliamentary committees, ministers, politicians, thec public—at—large).

(b) Recruitment policies of the government, such as quotas for
scheduled castes ard tribos, preference ta "sons of the soil", and promotion

at junior levels from within, led to the hiring of substandard employees.

(c) There was widespread lack of cost consciousness, and not
enough importanco was given to cost=benofit analysis while making decisions,
The finance departments tended to concentrate attention on the maintenance
of accounts, internal audit, ctc., rather than on proper budgeting and on
the devclaopment of cost data to aid decision making. The inadeguate quality -
of data relevant to decision making was independently attestod by
Chattorjee (1975), who reported that in a casewise anelysis of shortfall
in nroduction. from budgetod levels, an average of over 20% of tho shortfall
for certain chemical products produced in the public soctor was
unaccounted for during 1969-70, while another 20% shortfall was

attributable to poor maintenance (ibid, Tablc 7).

T In a guestionnaire study of ths job motivation of cxecutives of

a large public sector underteking Kumar (1976) found that among nine factors
that may contribute to porformance, the three regarded as most important
were personal growth and development, recognition for good work done, and

feeling of worthwhile accomplishment {all three are classified as motivators
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in Henzberg's motivationm-hygisne theory, 1968). The three ranked lowest
were decision making authority, working ccendition, and prestige of the
organization, Job security was ranked first by junio. level executives but
low by middle and senior level executives while feeling of worthwhile
accomplishment was ranked low by junior level executives but high by middle
and senior level executives, Pay uwas ranked low by senior level executives
but relatively high by middle and junior level executives. Recognition for
goad work dane was ranked first by middle level executives but ranked fairly
low by junior executives, All three levels of executives ranked personal
growth and development high and all three ranked prestige of the organization
énd working condition low, The data suggestthat hygiene factors as well as
some motivators are1imp0rtant af lower executive levels while motivators
tend clearly to become more important than hygiene factors at higher levels,
Broadly the same picture emerged if income level rather than hierarchical

level was considored.

Respandents also ranked seven inhibitors of job performance. The
‘first two were inconsistency in policy and lack of clear defintion of
responsibility, whilec attitude of unions, attitude of workers, and government
interference were rankod as the least important inhibitors. The data suggest
.that Indian-executives, at least in this organization, have a strong aversion
"to ambiguity in their tasks, Thore was fairly good consistency on the
~rankings when the lattor wire analysed by levol of the executives (except that
“genior lovel executives ranked union's attitude high as an inhibitor but not
the junior levél executives— Kumar, 1976, Table — 5) or by their age
{except that young exocutives tended to rank warkers' attitude as an inhibitor
gnre'highly than middle aged or oldcr executives). Interestingly, government
_interference 28 an inhibitor to job performance was ranked low by all levals
aﬁd age groups of exccutives, a finding that is inconsistent with that of
Sinha (1973).

8. . Prasad {1976) did a guestionnaire and interview study of upward
communication among the menagerial personnel of a large departmontalized
ﬁubliq sector manufacturing organization. Ho found that upward communication

;tshds to be quite selective, with subordinate managers admitting to communicating
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.uUpwards favourable work performance and work-related problems almost

universally, and criticisms, unfavouratle opinions, unfavourable rerdions

' to orders, feilure in fellowing procedures, unfavourable work performnce,

.and personal and family problems rather infrequently, Even feedback of

ﬂunderstanding and clarifications of orders, basic to carrying out the order

of superiors faithfully, uere communicated upuards only moderately frequently

~(ibid, Table 1), Despite this, the bulk of subordihates as well as

-superiors felt thet communication with superiors and subordinates respectively

-Wes adequate and clear, although inadequacy of communication was reported

by.a‘substantially larger percentage of lowest level subordirates. The
subordinates also indicated that a rather high pefcentage gf their negative
messages, when offered, tended to be lost in transit, The study points to
serious deficiencies in the upward communication of negative feslings etc.,

at least in this organization,

9. Moitra's study (1977) of participative decision making at the plant
level in the Ourgapur steel plant suggests that structured participation by
uynion representatives in decision making relating to plant level issues may
Amprove industrial relations and decrease industrial conflict, Although

after 1972 a three tier consultative machinery was evolved, only the middle-

tisr plant level committees functioned effectively, Apparently, as a result

:pr the effective functioning of the plant level committees, inter—union '
rivalries abated somewhat and there was a decline in industrial indiscipline,

After the plant lecvel committees were dissolved, a joint consultative

committee was set up and all three unions active at the steel plant were

represented on it. This, too, has been fairly cffective in reaching

_hgreements betueen management and labour., This has been followed by the

sotting up of floor lsvel production committees to involve workers directly in
production decision making. A fairly high percentage of recommendations made
by the floor lcvel production committees have been implemented (ibid, P.37).

A three-stage grievance procedure has been evolved with the collaboration of
the unions and appears to have resulted in the settlement of a rather high

percentage af grieuanbes (ibid, p.38).



31153

10. In a guestioPnaire~cum-intervisw study of the finance executives of
11 public sector emterprises K.M. Upadhyay (1977) found that the importate
attached to fimancial functions by finance executives that were membars of
the top management varied substantially. They ranked the fimancial planning
function (planning of plant expansion, plant replacement, other large capital
expenditures, etc,§ as the most important, followed by financing decisiong
function (determination of optimal capital structure, liguidity planning,
funds flow planning, etc.), financial control function (budgeting,
financial analysis and reporting results, etc.), Significantly, the
_ importance accorded to the management of income function (profit forecasting
and planning, stabilising sarnings, stc.) was relatively low, and investment
decisions and asset management function (estimating return on investments,
-management of working capital, allocation of funds to alternétiue uses,
etc,) was considered only slightly more important (ibid, Table B). This is
further evidence that the top financial executives of public sector
organizations are more growth and control oriented than efficiency and
profitability oriented, Another significant finding was that low level
finance executives tended to be involved primerily with the financial

omntrol (budgeting,finacial analysis etc.) and incidental functions (accounting

. and record kecping, cash and credit control, etc.) and not with the

strategically more important financial planning, financing, investment
functions, These latter tended to be bandled by top level and middle manage-

ment finance executives (ibid, Table 4), .

M. The boards of directors of public sector enterprises have a heavy
representation of the secretariat culture {Nigam, 1971), Nearly two-thirds
‘of directors are drawn from the ranks of the secretariats of ministries,
particularly the finance ministry, or are rctired officials of the goﬁernment.
Since many hold office as directors by virtue of their official positions in

- the government, they relinquish directorship upon transfers, etc, As a result,
the average tenure of a2 director of public sector enterprises is a little

over a yeaT versus about six years for large private sector companies,

A majority of the chairmen of public sector cnterprises are part-time
chairmen, mostly drawn from the ranks of the socretariat or of retired

officials. On an averagae, oach enterprise has about 5 directors, and
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@ach individuzl who is a director zverages sbout 1% directorships, The
present board system seems clearly to be weighted strongly in favour of
the secretarfiat culture as opposcd to an industrial or technical culture,
and not oriented to providing sustained and expert guidance to management

dug to the short terms of the directors,

12 Elhance and Agarwal (1975) reported an intsrview and guestionnaire
study of delegation of autherity in four units, two each in the public and

the private éectors. The units were all large producers of heavy capital

goods using sophisticated technology. Over 120 executives at various management
.levels were interviewed. About 100 responded to the questjionnaire. Some

significant findings weret

(a) The main factors influencing delegetion of authority in both sectors
were the need to develop the subordinate's effectiveness, especially his
capacity to take decisions, his competence, his ability to exercise
authority effectively, the authority needed by the subordimate to deo his
job, etc. (ibid, Tables 4-1, 5=1, 5-2). Motivating the -suberdimate or

raising his level of satisfaction was relatively unimportant (ibid Table 4~1) 4

{b) Managers in both sectors indicated that they practiced a centralized,
directive style of leadershin., Close supervision was endorsed by a larger
percentage of public soctor managers than private sector managers (ibid,
Table 6-1), At the same time,a majority of managers in both sectors were
classfied as professing a democratic style characterised by general
supervision, concern for subordinetc develapment, and participative decisian
mking, This finding indicates that the Indian manager, whether in the public
or the private scctor, scems to aspire simultaneocusly to a democratic styls
and a directive one, and probsbly succeeds in giving very mixed cues

to the subordinate (ibid, ¢ 41)., This infercnce was reinforced by the fact
‘that the superior in both sectors was seen by the subordinate as bossy and
interfering as well as open to the subordinate's suggestions, respecting

his competence, and interested in his wolfare, WYWorse, howover, the superior
© was soon, especially in the public sector, as taking credit for good rosults

but shifting blame for bad results on to the subordirete (Table E=2~1) .
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(¢) Generally, in both sectors, the superior tended to view his subordinates
as fairly mature (i.e. competent, committed, etc.) (ibid, Fable 6~3). However,
the public sector superior tended to see his subordinates as having less
initiative and less commitment to the company than the private sector

superior,

(d) The degrse of overall authority delegated to respondents appeared to be
moderate, and about the same in both sectors,but it tended to be lower

in the public sector with respect to financial and personhel mtters {ibid,
Table 7-1). Public sector managers reported significahtly greater need

for authority in the financial and personnel areas (ibid, Table 9~3),

(e) For important activities, private sector maragers tended less often
toa issue detailed instruction to subordinates and tended mores often to ask
for reports, then public sector manmagers (ibid, Tables 8~1 and 8-10

respectively)s

(f) In both sectors, the important reasons given for practicing a centralized,
directive form of leadership were the concept of the superior's ultimate
authority, matters having company-wide implications, the lack of confidernce

in the subordinate's efficiency, the need to get the subordinate to canform.
to ths superior's objectives, company policy, the need to check on the
subordinato's performance, etc, (ibid, Tables 10-1, 10-2, 10~3, 10-5, 10w6),

(g) A much larger percentage in the private sector considered subordinate's
lack of adequate information as a reason for inadequate delegation of
_authafity, while a much larger percentage in the public sector considered
the subordinate's fear of being criticised for mistakes as a reason for
inadequate delegation (ibid, Table 10-7), In both sectors thers uas
agreement that inadequate delegation led to lack of initiative and lack of
commitment*(ibid, Table 11=1), Managers in thé public sector beljieved
especially that increase in delegation would lead to grsater efficiency and
motivation, while managers in both sectors expected it to increase job
“gatisfaction, jcb invelvement, and identification with the company (ibid,
Table 11-2). |
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(h) 1In both sectors, superiers perceived much more commonly the
advantages of detailed instructions (such as more systematic work ),than its

disadvantages, such as demotivation {ibid, Tables 11-4, 11-5).

The study indicated that the points of similarity between thse public
.and the private sectors relating to delegation of authority far outweigh
the differences. Nonetheless the greater self-orientation vis-a-vis his
subordinate (see point (b) )}the lower opinion of the manager concerning the
_initiative and commitment of his subordirmates {point (c) ), the lower
}authority of the manager with respect to financial and personnel matters
1lﬁoint (d) ), defensiveness on the part of subordinates as a reason for
 npn—dalegation of authority (point (g) ), the closer supervision (point (b) )
and the more detailed instructions issued ta subardinates (point {e) ),
“indicate some of the supsrior - subordinate problems in the public sector

- that may need to be attended to improve performance,

" Sama Inferences from (hnagement Belated Resgarych op Indian Public Enterpriscs

It is difficult to draw any strong inferences from the empirical
.literature on public sector management except that of great need for much
: iarger and better research (Basak, 1975). The studies as a group have many
jzlimitations! limited coverage, unvalidated measures, inadequate conceptuali-

- zation, Some very tentative conclusions, however, aTesd

1, There are conflicting findings about the political interface of public
goctor units, In Sinha's study (1973} there was much complaint about
;pqliticél and governmental interference., Kumar (1976), on the other hand,
_found that governmental interference uas.the least potent inhibitor of job
MGtivation of public sector managers, It is likely thersforé that the
;bolitical interface of units varies substantially from unit to unit and

'npy be a significant predictor of unit performance.

2. Risk sversion including fear of criticism may be a notable factor
of public sector managers. The studies of Sinha (1973), Agarwal (1973),
Elhance and Agatwal {1975), and Prasad {1976) all attest to this, and
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the consequences seem to be red tapism, poor organizational performance,

and poor upward communication especially of negative feedback, 1In addition,
thers may also be widospread aversion to ambiguity (Kumar, 1976). Ambiguity
about tasks and rolationships, it may be noted, is characteristic of growing
or changing orgsnizations (Burns and Stalker, 1961). Given the entrepre-
nedrial role and rapid growth of public sector units in India, this high
risk aversion and intolerance for ambiguity among their executives may be
cauntarﬁraductiua. In addition,-the relatively low level of pragmatism
(relative to be levels in the sntcrpreneurial cultures of U.S., Korea, and

Japan=Dhingra, 1972} may alsc handicap enterprise entreprencurship.

3, The attitudes of public sector managers towards the public scctor are
not ﬁery flattering to the public sector (Sipha, 19735 Narain, 1972).
Without positive job attitudes there may not be the reservoir of commitment
necessary to overcome to challenges posed by headlong growth, long

gestation periods, a tramping political environment, and so forth,

4, Excopt at low lovels of public sector management, hygicne factors

such as good working conditions, pay, or job security may not be strong
motivators. Rathor, the prospects for personal growth and development and
for worthwhile accomplishmont may be (Kumar, 1976). This has large
 implications for tho design of the incentive systems in public sector units,
Also, in conjurction with the possibly high risk aversion noted in point

2 about, it is likely that the typical manzger in the public scctor is a bit
schizoids he wants personal growth but is unwilling to take risks to secure
it. Somc strengthening of growth orientation and wuakening of risk
aversivoness through achievement and power motivation training (MeClelland,
1961, 1975 ), sensitivity trwining (Rush, 1969), creativity

training (Khandwalla, 1978 b) mzy be in order, as alsc selection and
promotion procodures that increase the proportion of high growth orientation-—

low risk aversive managerial pcrsonnel,

B Profitability and efficiency are perhaps not as highly valued by the
management of the Indian public sector as control and accountability
(Roy, 19743 Sinha, 19733 Agarwal, 19733 Upadhyay, 1977)., This may bc a

cause of the relatively poor profit perfsarmance of the corporate public
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sector in India (Sri Ram et al, 1976).

6. [Managers in the public sector tend to have ambivalent attitudes
towards participative maregement (Dhingra, 1972, £lhance and Agarwal, 1975),
- Most tend simultsncously to harbour participative and authoritarian beliefs,
While public sector units may bo rife with democratic structures like
committees, the conduct of their managers may minimise two-way communication
with subordinates and cue subordinates to conceal negative feedback
(Prasad, 1976)., Given sophisticated technologies (and therofore, a fairly
~ highly educated uorkfoéce), multiple business and social objectives, and
. rapid orgsnizational growth, excellent intraorganizatiomal collaboration
and a high deqree of agreement on organizational goals and activities are
likely to be crucial, Participative mamagement offers alpotent integrative
device (Khandwalla, 1973 b), Limited evidence (Moitra, 1977) indicates
that where in the public sector it has been tried honcstly and with some -
persistence, it has yiclded good results, ° )

The foregoing conclusians are, to repeat, quite tentative, and may get
altered rather gquickly with now evidence., Also, the public sector scene
in India is changing rapidly, 1Its performence is improving rapidly and its
management scems to be getting more and more professionalised, There is
clearly the nced for major, now research offarts to establish anything

definitive regarding thc management of public scctor enterprises.
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PROBLEMS IN ASSESSING PUBLIC ENTERPRISES AND APPROACHES TG ASSESSNENT
Asgsessi P jc 5S¢ Unji
There are several problems in assessing public sector unitse

a) In non-socialist developing countrics, units that are in the public

sector are generally of four kindst

1) Natural monopolies like railways, that have downward sloping unit
cost curves. These are hard to assess, being monopolies, Unlf their own past
performance offers perhaps rcasoreble benchmarks for assessing their current

cfficiency,

1;) Entrepreneurial ventures that at the start, and for many years
thereafter, are menopolies or near monopolies, These generaly are large
units with sophisticated technologies and long gestation periods that produce
basic or stretegically important export-substitution prducts. fany of the
public sector manufacturing units in India are of this type. %Thesd, too,
are difficult to assess because of the absence of industry norms, and hers,
tob, past performance may offer reasonable benchmarks for asssssing efficiency,

innovation, etc,

111)Sick units in the private sector that haye boen taken over td
maintain employment, etc. These typically require fairly large rehabilitation
efforts and are difficult to assess whilc they are nursed back to health.
For these units past performance may be only partially useful as basis
for comparimon except during the mursing peried, Current industry efficiency,
growth rate etc, mayprovids more reasomable benchmatks onee the sick unit is .

mursed back to health,

iv) Units taken over or instituted to acquire "commanding heights"
or for other ideological reasons, The State Trading Corporation is perhaps:
an exampie of this. Thuir profitability may not be a good guide to thair
performence because of their ménopoly power or because they are sometimes -

used as instruments of taxation through their pricing policies, If competitive
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norms exist they could be evaluated against them, failing which assessment

against the benchmerk of previous performance could be attempted,

b) Public sector units ars often set up to facilitate further economic
growth in the cconomy, That is to say, they have large externalities, Thus,

it may be fairer to assess them not only in terms of their own efficiency,

but also in terms of the stimulus they provide to other socio-economic activity
'(Noue.1973). A railway line in a backward area may not break evenj but it may
generate a lot of industrial sctivity in the region served by it, Thus,
assessmant should involve atharough cost-benefit analysis rather than a meres
focussing on the profitability, efficiency, etc, of the unit., Such a cost-
‘benefit analysis is hard and expensive to do year after year, and even if done,
could mask operating inefficiencies in the enterprise. Besides, it may

" not always be feasible to convert every cost and every benefit into

monetary terms,

c) Public sector enterprises are instruments of state action and therefore
f_ are obligated to adopt all or major goals of the state. This may imply such
policies as equal opportunity employment, location in depressed areas, welfare
of employees, gODd.CorpDrate citizenship, and the like, Such obligatory costs
_ ‘may not always be borne by comparable private scctor units, so that it may be
unfair to comparc the profitability of public sector units with those of
private sector units producing similar product linos. Since it is often difficult
_to measure the precise impact of these politically imposed costs, the compara-
. bility of public and private sector units remeins somowhat elusive. Equally,
public gactor units often enjoy specisl privileges, suoh,as bulow market rate
- financing {3ri Ram et al, 1976, ch, III), priorities in the import of capital
.goqu or essential inputs, special price preferences, stc, which depress

ﬁheir accoupting costs below their true costs, These privileges, too, are

difficult to quantify,

d) A problem by no means unique to public sector units is the guestion
of establishing the goels of the organization. Organizations, it may be
argued, can be assessed fairly only in terms of what they are striving to
gocomplish, rather than on criteria imposed by a researcher, But the

Ydentification of the operating goals of an organization is no easy matter,



Stated goals can mislead ane as to uhat the actual goals are, for the latter
often diverge from the former (Seott, 19573 Zald, 1963), The modern '
corporation has many stakeholders, such as managers, unions, bankers,
customers, and the government, and the cperating goals of the cnterprise

are not so much the outcome of rational target setting excrecises as the
gutcome of power struggles betwuen énd among the various stakehalders
(Thompson and Tuden, 19593 Cyert and March, 1963), Since the outcome of
this political process is indeterminate, so are the operating goals of the
organization, although the allocation of resources and the vigour with which
some activities arc pursued and others neglected may indicate what the
emergent goals of the enterprise are. It is only after one estaflishes

what these emergent goals are that one can start speaking about the

efficiency with which these are pursued.

8) If one chooses tGc assess organizations on the basis of "natura1"
eriteria rather than their operating goals, then such criteria are likely

to form a long list, Organizations are, after all, purposive collectivities
that operatein a sociriy with political institutions and economic constraints,
_As collectivitics they could "naturally" beassessed in terms of how satisfactory
they arc to their members, that is, in terms of the latter's job satisfaction,
physical and mental well-bing, etc., (Blauner, 1960, Schneider and Elderfer, 1973).
Being purposive collectivitics, egually "naturally' they could bc assessed in
terms of how offectively they achieve the primary abjectives for which they are
set up, such as profitability in the case of busincss firms, health care in the
cass of hospitals, ctc.. As social institutions thoy would "naturally” have

to be assessed in terms of their legitimecy in the eyes of society, in terms

of their public standing and image (Parsons, 1960, Lyden, 1975)., As entities

in a political system they could be "naturally" assessed in terms of their
ideological consonance with the ruling politiecal ideology, and as entities in

an economic system they would "neaturelly" be assessed in terms of thelir
contribyfiion to the solving of the basic economic problems faced by any

society — that of what to produce, how much to produce, for whom to produce,

and so forth (Samuelson, 1967)., With so many matural criteria for agsessing

organizations, conflicting assessments are likely to be common, perhaps
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‘inevitable., How does one than make an overall assessment of any organization,

_ be it in the private or the public sector?

The foregeing catalogue of difficulties in assessing public sector
units— the difficulty of distinguishing betwsen genuine efficiency and good
results obtained through the exercise of monopoly power,pricing and the
other constraints imposed by political authority, costs imposed by the

enforced adoption of politically mandated social objectives, special privi-

. leges granted hy political authority, the externality issue, the difficulty

of establishing the operating goals of the organizeation, the long gestation or
rehabilitation periods during which performance loocks worse than it is - are
meant to caution against hasty conclusions about their effectiveness, While
the author has not come across any entirely satisfavtory way of assessing any
DrgaﬁiZation, let alone public sector enterprises, a number of approaches are

available.

1. - Yelfarg economics approsch: Since public sector enterprises commnnly

have missions beyond that of mere profit maximization, the cost benefit
approach is preferable in evaluating their performance, In_this approach
both the direct and indirec£ costs of starting or operating thse enﬁerbrise
are computed and compared to the direct and indirect benefits of starting
or operating the snterprise, For example, the cost-benefit ammlysis of
starting 2 stoel plant in a particular area would include not only its
direct financial cousts and the monetary value of its preoduction, but also
(prefarably) monetised values of the ecological damage it may do as well
as the ancilliaty employment or export substituticn it may generate.
Monetisation of indirect costs and benefits can however become quite arbitrary,
and consequently distort the overall assessment of a unit (N we,1973,

Pp. 83-87).

2. Marpket structurs, conduct, performance approachs The indust rial
organization approach, basing its conclusions on real world data and
pragmatic considerations, has favoured a market structure that is workably
"= not perfectly - competitive, market conduct that stressses rivalrous

but not predatory, misleading or coercive pricing and promotion
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behaviour, and performance bF firms characterized by efficiency, parsimonious
promotion, moderate rather than too low or too high profits, sufficient
but not excessive product differen:iation, reasonably stable prices, and
innovation in products and processes {Clark, 1940, 1961). With regards to
performance, the multiple criteria form an attractive package, but alsoc
require value judgements on the part of the researcher should he be faced
with high performance on some eriteria and low on the others, There is
some evidence, however, that when faced with multiple performance data on
organizations, there tends to be fairly good consensus among experts on
what constitutes overall high and low performances, but poorer consensus
on what constitutes overall medium performance (Peck and Scherer, 1962,

pp. 543-580).

T Broanizational theopv perspective: = Organization theory regards
organizations as purposive collectivities, dynamically interacting with
their snvironments (Cyert and MacCrimmon, 19693 Khandwalla, 1977 b, ch,1}.
It explicitly recoghises the possibility, indeed the universality, of intra-
organizational conflicts about objectives (Cyert and March, 1963) and views
ergahizational performance as resulting from the interagtien betwesen
situational, strategic, structural, technological, and behaviolral

variables (Khandwalls, 1977 b, ch.7). It hypothesises that organizational
perfarmance is influenced not only by these variables individually, but
perhaps more strongly by congruence between these vaciables, Giyen a kind of
business environment, it argues, certain congruent strategies, styles of
management, and organization structures are more likely to result in high
ofganizatiunal performance than other strategies etc., or lack of congruence
_between these (Lawrence and Lorsch, 1967; Khandwalla, 1973b; Khandualla,
1977 b, ch. 11, 15).

Urganizétional researchers study a wide varisty of organizations, not
jusf business firms, and indeed, study work units and embedded organizations
as often as independent organizatians, Consequently, a wide variety of
- measures of performance and organizational effectiveness have been employed-
(Steers, 1975). These tange all the way from "hard" measures 1ike producti-

vity, profitability, growth rate etc. to “softer” behevioural measures like



5263

adaptability, absence of organizational strain, employee satisfaction,
‘cohesion, etc, These haQe been utilised sometimes singly, at others a feu
together at a time, Generally, the preference of organization theorists has
been to adopt as criteria a task performa nce or efficiency measure such as
‘productivity, growth rate, or profitability, and 2 measure of employee morale,
and consider these two to constitute tcgether a measure of organizational
.9ffectiueness. There is e tendehcy to add to these two a measure of
“prganizational resilience or adaptability, and also a measure of legitimacy,
euch as the organization's societal value or.public image (Friedlander and
Pickle, 19683 Khandwalla, 1977 b, ch..is). There is no guarantee, of course,
" that the managemcnt or other determimants of all these different measures of
-performance or effectiveness aro necessarily the same. Uuite possibly, the

. management policies and organizational structures that help the unit do well on
one measure like profitability may sometimes be counterproductive for doing

" well on another measure such as a good public image {bubin, 19763 Khandwalla,
1977 ch. 10).

4, The social audit apnroach: In recognition of the multiple criteria with

which public enterprises need to be pvaluated, students of the public sector
suggest that information on firencial as well as non-financial performance . be
reported by public enterprises (Rbt, 1972; Lessem, 1974; Preston and Post,

19753 Dholakia and Khurana, 1976) . Abt suggests monetisation of social

costs and social benefits attributable to an enterprise. Lessem suggsests that
peffcrmance in terms of contribution to standard of living, interpersonal
satisfaction, and the individual employee's sense of self-esteem oOT salf-
actualisation be measured in appropriate units and reported in those units.
Praston and Post suggest that corporate performance should be measured in terms
of contribution to national goalsg such as high life expectancy or mental health,
and be compared with relevant industry or other norms. Dholakia and Khurana
break down performance into the unit's fipancial performance (such as return on
thoss assets employed purely for economic regsans), soc ial performance that can
be monetised, such as the gnterprise's medical expenditure perl employse,
pollution control expenditure as percentage of sales, or exports as percentage
of sales {along with the norm for the industry or the nation or the corporate

public sector as a whole), and social performqnce that cannot be monetised,.
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such as the number of accidents per capita, OT air nuality in the plant,

or the percentage of employess that come from disadvantaged communities such

as scheduled castes and scheduled tribes, or the per capita number of inventions,
all compared to relevant industry, national, or other norms. It is, of course,
‘not very easy to disagreegate social performence fraom economic performance,

;For many amenities like housing or health care which Dholakia and Khurana

~ suggest should be excluded from "economic" assets are in the form of perquisites
that attract employees to the public sector. Nor is it always clear where

" the trade-offs lie between achievements on economic criteria and tbose

i‘cn social criteria. For example, how well ‘has the organization performed

- thathas an ou£standing exports or pure-air-in-plant performance and a dismal

‘ financial performance? S5till, as a tool of a management by exception

system, the social audit approach provides a useful configuration of performance

related information. *

All four anproaches suggest that organizations, particularly public
sector enterprises, need to be assessed on miltiple criteria, Further work
may reveal emporical rglationships between these criteria (e.g. profitability
of the unit and job satisfaction of its employees) and thereby indicate a
more parsimonious set of criteria for assessing public sector units, A
limited number of non-monetary lead indicators of socially relevant performance
may be feasible, Given the monopolistic charscter of most public sector
enterprises, particularly in developing countries, comparisan of current
performance with past performance may be more realistic than compaiison

with "industry norms" or hypothetical performance under competitive conditions,

The Dperatianal Concept of Performance

Formulation of hypotheses that tink contextual, strategic, structural
or behavioural variables to performance variables of public enterprises becomes
difficult when there are multiple criteria for assessment, As a simplifaction

it is assumed that public enterprises in developing countries strive to do well
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with respect to cperating efficiency, implimentation of majoT goals of public
policy (such as export substitution), and the satisfaction of their employees,
If an enterprise does at least moderately well on all the three imputed goals
and outstandingly on at loast one of the three goals, it may be deemed toO be a
high performer, If the unit operatos in a competitive environment, whether the
performance on any goal is high, medium or low may feirly be done with raspect
to leading firms in the industry, If the unit does not operate in a compe—
titive environment, thc comparison bases may have to be performance in a
comparable earlier year{s). Detziled operatioralisation must await empirical
wotk, but profitability in a competitive environment and profitability
discounted by abnormal price increases by the enterprise in a non-competitive
environmant, may be suitable as an efficiency criterion, 5Since a prime reason
for starting corporate public enterprises in India is import substitution

(or expansion of exports), export performance (including import substitution)
may serve as a measurae of success in implementing public policy. Jaob
satisfaction of employces, as indicated by turnover rates, absenteeism rates,
industtial rclations conflicts, and ratings of job satisfaction  (where available)

may uscfully measure the unit's performance vis-a-vis its employees.

In the following section, a model of organizrtional performance is

presented, followed by the dovelspment of a number of testable hypotheses.,
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ENTERPRISE EFFECTIVENESS IN THE PUBLIC SECTOR

. A Model of Enterprise Effectivenass

The market structure - conduct-performance ljiterature {for a fine summary
gee Scherer, 1970) considers market structure as a major determinant {through
market cenduct) of industry performance (Scherer, 1970, p.5), Houwever, it does
not shed much light on the performance determinants of individual enterprises,
especially enterprises that are more or less monopolies (as Indian public
enterprises commonly are). UOrganization theory does indicate what these
determinants may be (Khandwalla, 1977b, ch. 7 and 15). It especially postulates
that enterprise performance is a function of the congruence or fit-between a
number of variables, The major classes of these variables ares situational
variables {the typc of organization's industry, its size, cantrol by external
agency, the nature of the business environment, etc. ), strategic variables
(the style and goals of the top management of the enterprise, the latter's
business stratcgy), structural variables (degree of decentralization, form of
departmentalization, planniﬁg, control, and information system, reward system,
coordinative system etc.), and behavioural variables (the dominant motives and
. attitudes of persunnel). Whilc individual variables may marginally affect
genterprise performance, they are likely to effect it much mare strongly in
certain effective combinations or congruences - (Lawrence and Lorsch, 19673
Khandwalla, 1973by Child, 13755 Khandwalla, 1976a, 1977a, and 1977b). The
underlying idea is that a number of organizational responses ate possible in
any situgion, If the organization picks a reosponse that is particularly
appropriate to the given situation (organization theory indicates the responses
that are especially likely to be effective), then the probability of high
performance appreciably increases, just as an inappropriate responsc may

significantly lower it.

Tho model of enterprise performance is shown in Figure 1. It indicates
‘that effective combinations or congruences between situational and strategic
variablos creatcs a potential- for high organizational performance as do
- gongruences between situational and structural variables, among strategic

“variables,betweon stretegis and structural variables, among structural
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FIGURE 1

A Model of Performance Determinants of Public Enterprises

1. Degree of congrucnce between High = Potentially high organizational
situational and strategic variables performance

Low -~ Potentially lower organizational

performance
2. Degree of congruence batweon High = Potentially high organi-
.strategic variables zational performance
Low - Potentially lower organi-

zationgl performance

3, Degree of congruence between High - Potentially high organi-
situational and structural zational performance
variable

Low - Poﬁentially lower organi-
zational performance

4, Degrge of congruence between High =~ Potentially high organi-
strategic and structural - zational performance
variables '

Low - Potentially lower organi-
zational performance

5, Degree of congruence betweoen ' High = Potentially high organiza~
structural variables tional performance

Low ~ Potentially lower organiza=
ticnal performance

6. Degrec of congruence betwsen High - Potentially high opganiza-
structural and behavioural tional performance
variables

low - Potentially lower organi-
. : zational performance

f_Enterprise Performance = A + B4 Congruence No.1 + 82 Congruence No,2 +B3
Congruence No,3 + B4 Congrusnce No, 4 + B5 Congruence MNo,5 + B6 Congruence
" No.6 . '
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variables, and between structural and behavioural variables, It also indicates
that incompatibilities or low congruences between situational and strategic
variables potentially lowers organizat ional performance as do incompatibilities
between situatiocnal and structural variables, among strategic variables, among
structural varisbles, between situational and structural variables, and between
structural and behaviotral variables, The net effect of these congruences .and

incompatibilities is the predictor of enterprise performance.,

Organizaiional theory recognises the interactions between all classes of
variables {Leavitt, 1965)., Ideally, therefere compatibilty or incompatibility
between znd among all the classss df variables should be treated as determinants
of enterprise effectiveness. Neither organizat ional research nor organization
theory has evolved to the point uhere such a comprehensive model can be
meaningfhlly utilised to gensrate testable hypotheses. The more limited model
of Figure 1 has been expounded kesping in mind current knowledge to generate

a number of testable hypotheses on public gnterprise performancas

Figure 4 embodies a particular model of organizational functioning,
It is sssumed that what at any time gets defined as "given" by decision makers
profoundly affects the structure and functioning of organizations. That is to
say,organizational change decisions involve adaptations to these perceived
r_constraints (Cyert‘and March, 1963). The latter jnitially are likely to be the
. nature of the enterprise's industry, the organization's scale of operations, |
business conditions, etc, Businasé strategy and the style of management get
gvolved in the light of these initial Mgiuens“. Once business strategy and the
ﬁ'style of top management are crystallised, the structure of the arganization
f:begins to be adjusted to them, The strueturs of the organization also is
influenced by the motives, attitudes, and expectations of the personnel
(and vice versa). In this seauence of choices and adjustments, those that are
synergetic tend to ~yicld desirable results in terms of enterprise performance

uhile those thet are maladaptivc tend to yeild undeelrable results.

Given below arte a number of hypothases of synergetic combinations, Brief

jationales are provided for each hypothesis.
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Hypo " E i Pe c

1A. For public enterprises, the relations with their controlling agencies
(ministries, etc.) are critically important, TYhese relations may be
viewed along two dimensionst the degree of autonomy enjoyed by the
antefprisa, and the degree of supportiveness shouwn by the controlling
agency in matters such as Qrant of funds, impert licences, clearance for
expansion plans, ctc. The choice of menagement style is likely to

become critical when autonomy or/and supportiveness are both low,

H1Aq, If the autonomy granted to the public enterprise and the supportivenass
' of the controlling authority are both low, performance potential is

increased if the top management is technocratic as well as participative.

Ratlonalez If the enterprise is tightly controlled and must struggle to
achieve its goals, it must be ablc to argue persuzssively its case before its
controllers for greater funding, for permission to expand capacity or diversity
gtc, It must be able to marshall carefully gathered and analysed facts and
figures and this calls for a technocratic management orientation, It myst also
generate an internal consensus on what it wants to do and how, and keep
personnel motivated in advcrse circumstances, These call for a participatory
orientation. If cither or both orientations are abgent in thé top managsmont of

the unit, the chances of high performance are likely to diminish substantially,

H4A2, If the autonomy granted to the public enterprise is high but the
supportiveness of the controlling authority is louw, perfcrmance potential
is increased if the top manpagement is risk taking and organic a and/or

technocratic and participative,

Rationales When there is low supportiveness or high hostility in the environ-—
ment, a bold enterpreneurial approach and/or a professional management approach
have been found to be effective (Khandualla, 19776, p.592, Table 15-3).

Careful planning, analysls, stc., combined with internal cohssion and high
motivation yielded by a participative approach are likely to be useful for
reasons given in retionale to HiA1, Equally, bold imeginative stratogies when

effectluely implemented through a flexible, organic administration are liksly
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to win the favour of sceptical controllers more than business as usual,

conservative busihess strategies.

4B There has been considerable research on the relaticnship between
properties of the axternal enyironment and the management of the
organization(0ill 19583 Burns and Stalker, 19613 Lawrence and Lorsch,
49673 Khandwalla, 1976a, 1977b che 113 Shortell, 19773 ete.) The
general argument is that there can bse no one best type of management
because of the variety in operating envirohments, In a given operating
environment, however, some types of mnagement may be more effective
than others. A number of dimensions of the operating environment
have been identified, the chief of whieh are environmental hostility,
turbulence, restrictiveness, diversity, and technological complexity
(Khandwalla, 1977b, ch.9). The follouing hypotheses pertaining to
effective response to the industry gnvironment oflpublic snterprises
have been deuélnped keeping in mind the extant organizatioral

rasearch.

H1B1 If the industry environment.is. turbulent, that is, characterized by
frequent major unforeseen changes and developments, performnce
potential is increased if the style of top management is risk

taking and organic.

Ratiocnales In a fast-changing, turbulent enviropment, absolescence of products,
processes, and business strategics tends to be a major exigency. To succeed,
the management needs to keop onc step ahead of the pack, that is, take risks:

in a situation of rather imperfect information, Since decisions and

strategic choices have been made in a situation of imperfect information,
strategies and strﬁctures must be rapidly adjusted in the light of further
_information., Thercfaore, an organic, Flecxible (as opposed to a mechanistic and
rigid) tep management orientation is necossary, Khandwalla found that in a
turbulent environment, the precentage of high performance increased sighifi-
cantly for companies whose top managements had a risk taking and organic

orientation (Khandwalla, 1977b, p.430, Table 11-5),



343

H4B2 If the industry environment is relatively unchanging or stable, and the
top management is conssrvative, performance poctential is increased

if the top management is mechanistic and moncoercive in its orientation,

Rationales There is a tendency for a stable enviranment to beget a cofsgrvative
management style (Khandualla, 1977b, n. 430, Table 11-5), Given a stable
industry and a conservative management, a mechanistic (bureauctatic) orientation
makes sense because in such an environment obsolescence is rot a critical

issue but eFFiciahcy is, A mechanistic arientation with its emphasis on
standard operating procedurss, hisararchical relationships and the like is
likely to contribute to efficiency, If role relationships and activities are
standerdised and routinised, arbitrary and authoritarian management actions

are 1ikely to upset the statusquo andcause severs morale problems, Khanduzlla
found that the percentage of high performance among conseryatively managed
companies in a stable-enuironment jumped significantly when the maragement

was alsoc mechanistic and non-coercive in its orientation {Khandwalla, 19770,
P.430, Table 11-5).

H183 If the industry enviroament is relatively énmplex, that is, chamcteri
sad by many legal or pther constraints, much market diuarSity, and
significant technological séphistication, performance potential is
increased if th2 top manasgoment arienfztion is tachnocratic‘and

participative,

Rationales -_R,Qﬂmplex gnvirorment impliss that decision making must be
preceded by a lot of anzlysis of strategic issues and altormatives based on
technical information. The decision makers need to rely on an army of
technocrats and must themselves have commitment to technocracy and expert
analysis, With the claborate functional specialisation technocracy begets, the
necessity of coordinated action, collaborative rclations among éxperta and
between decision makers and exparts and generally team management, is high.
This is facilitated by a participative approach to decision meking, faith in
organization development, and good human relations. In Khandwalla's study

of Canadian companies, it was noticed that while corporate performance tended

to ba high in a complex environment (possibly bocause its complexity acted
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as a barrisr to entry), a tochnocratic and participative arientation in top
management wasassaciated with even higher corporate perfégmencs (Khandualla,
1977b, p. 430, Table 11-5).

HiB4  If thc industry environment is relatively noncomplex, that is,
characterised by homogeneous markety fou govornmental or other
restrictions, and relativaly low technological sophistication
requircments, performanco potential is increased if the top

managemcnt is risk taking but nontechnocratic and nonpatticipative.

Rationalot uWhen the industry epvironment is relatively simple, much
technocracy is not needed by the organization, nor sophisticated coordination,
collaboratian, and consensus building, Hence, a technocratic and participative
orientation is unnecessary and possibly slows down decision making, But a
simple environment tends to be &n easy entTy environment, and therefore

confers a comparative advantage on the bold and risk taking mahagements.
Khandwalla found that though the percentage of high performance companies uas
low in a simple environment, it shot up dramatically for ¢ompanics that were
managed by risk taking but nontochnocratic and nonparticipative managements

(Knandwalla, 1977b, n.430, Table 11-5).

2h, Ingredients of operating management style have becn found to have
interesting synergistic effects (Khandual la, 19772 and 1977b ch.11
and 15). Management orientations that ave widely believed to be -
beneficial, such as the tochnocratic or participative orientations,
may yield poor organizational performnce when associated with certain
other management oricntations, while the so-called ineffective
orientations, such as cosrcive, mechanistic, and conservative,
may yield good results when combined with the right orientaticns
{(Khandwalla, 1977a).

H2R1 1f the top management is risk taking in its orientation, performance
potential is increased if the top management orientation is organic

(that is, anti~bureaucretic) and decreased if it is mechanistic.
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Rationales If the top management is inclined to go for big, bold, risky

moves in a situstion of considersble uncertainty, it must ‘be highly flexible in
order to adjust repidly to the gvolying situation, Khandwalla found that
companies with risk taking and orgenic managemcnts had a much higher percentag®
of high performens than risk taking companles with a mschanistic or

bureaucratic orientation (Khandualla, 197712, and 19775, p. 428, Table 11-4),

H2A2 If the top managoment is technocratic, performance potential is
increased if the management is participative, and diminished if it is

nonparticipative;

Ratiohalet If the top management is technocratic, there is high potential for
staff-staff, staff-line conflicts because of over—-specialisation and selective
perception, Participative management is necessary to ensure a high level of
team work and collaboration, Khandualla found that the percentage of high
performers in companies witn a technocratic and participative management
orientation was much higher than in companies with a technocratic but not
participative management oricntation (Khandwalla, 1977, and 1977b, p.428,

Table 11=4).

H2B3 1f thc top management is conservative (that is, aversive to taking
o risky investment or other decisions), performance potential is
increased if thc managcmen: ls mechanistic al 4 noncoerc ive, and

diminished if it is organic and/or cocreive. -

Rationalet A consarvativo top management tends to ontor well-tried fields,
technologies, ctc., for it prefers to learn from thae mistakes of the

pioneers, 1ts advantage lies not in temporary monopoly yielded by trying out

a novel process or product otc., but in cfficicptliy operating a safe process.
Hence, a mechanistic or bureaucratic orientation characterised by a stress on
order, structure, standardization, formalizatlon etc, ysefully supplemants
cautious decision making. And if an administrotion is systematic and formalised,
there is little justification for arbitrary exarcise of power, Khandwalla

found that the percentage of high parformance in conservatively managed

companies with a mechanistic and noncoercive orientation uas much higher
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orientation (Khandwalla, 1977b, p.428, Table 11=4).

2B The goals of management have very g reat impliCations for organizational
deélgn, for oach goal translates into a goal-means hierarchy that
powerfully shapes the strategy, structure, technology, and workflow
of the organization (Simon, 19603 Khandwalla, 13775, ch.10). If the
organization has multiple and partially conflicting goals; as most
public cnterprises are believed to have, a high order of

professionalisation is needed to "optimise" on scveral godls.
P g

H289 - If the top management pursues & large number of partially
conflicting goals, performance notential is increased if the top

management is technocratic and participative.

Rationales Multiple and conflicting goals call for a good deal of management
ingenuity, Tho data, analysis, and complex planning needed to c9ps with the
diverse pulls of strongly held multiple goals is best provided by a profession
ally and participatively oriented management. Khandwalla found that high
management aspirations with respock to 2 number of partially conflicting
corporate goals was associatod with a technocratic and participative

orientation in top managemcnt (Khandwalla, 1977b, p.382, p.391).

3, The rolationship between situational and structural variables has been
extensiuely studied although the literature on affective as opposed
to ineffective structural responses to situationa al parametcers is
meagre. A number of studies have examined the changes in
organiz~tional structure that accompany changes in the size of the
organization (e,g. Pugh, Hickson, Hinings, and Turner, 19693 Blau,
49703 Child and Mensfield, 19723 Khandwalla, 1974), The general
finding is that the larger the arganizetion, the more bureaucratic
its structure becomes. .That is, the latter is charecterised by more
and more division of labour, role and functional specialization,
longer hierarchy, groater formality jin roles, relations, and
communication, groater use of rules, controls, and standard
operating procedures, etc. - tho well known characteristics of

bureaucTacy as conceived by Max Websr (1947),
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There is also a large literature on the structural adaptation to
properties of the organization's external enyironment (c.ge Thompson, 19673
Galbraith, 19703 Khandwalla, 1972, 1973a, 1977b ch. 133 Pennings, 19753
Shortell, 1977). Tho general proposition is that thc operating ecnvironment
of the organization is a source Of opportunitics, oxigencies, and
contingencics, and that the organization often must structurally raspond toO
those to maintain its viability. Since the operating cnvirnnpment may vary
from organization to organization, such vaTiation tends to be accompaniced by
vaeriation in such structural yariables as docontralization, form of

departmentalization, control system, inteclligence gathering system, etc.

H3¢1 If the public enterprise is large, performance potontial is increasod
if the structure of the organization is characteriscd by elaborate
division of labour, functional specialization, a pronounced hierarchy
of authority, routinisation of work, farmmal communications, otC.,
and diminished if tho degree of bureaucratization (in Weber's

sense) is low,

Rationalet To be able to carry on a large volume and variety of activities
efficiently, the large organization needs toc devel p structural mochanisms
of differemtiation of sctivitios like division of labour and specialized
functions, and alsu mechanisms of coordination and integration, like
standardization, hicararchy, anh prganization-wide system of common Tules,
rogulations, and conbrols, ete, Child (1975) found tht in his study of
Brﬁtish organizations, as size increased, the high performance companies
tonded to get bureaucratised (in Weber's sense of the term) to a2 higher

degree than low performing crganizatians,

H3,2 If the industry environment is marked by multi-facwted competition,
high performance potential is increased if decision making is
decentralised and the organization operates a sophisticated

intelligence, planning, and control system,
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Rationale? Mylti-faceted competition, that is, rivalry in the markst
place that extends to price competition, competition in product quality,
variety, delivery, eompetition for channels, competititive promction,
etc,, is likely to pose many Tequirements for the organization: the need
to forecast future developments, the néed to keep ztrsast of moves by
rivals, the need to innovate, the need to a@nalyse market data carefully,
the need to extend discretiecnary authority to lower management levels to
megt the local moves cf rivals, andrsimultaneously the Reed for
organization - wide planning and coordination to mest competition effectively
(Khandwalla, 19732, 1976b). These multiple demands necessitate a complex
organizational structure anﬁ much decentralization, A sophisticated
control and information system is needed to permit dscentralization and
management by excepticn, and a sophisticated markst intelligence system is
needed to facilitate sophisticated planning of business strategy. In

a study of U.S. manufacturing companies, Khandwalla found the t what he
doscribed as sophisticated uncertainty reduction mechanisms (e,g. market
intelligence system), differentiation mechanisms (delegation of decision
making authority by the chief executive, divisionalization, etcs ), and
sophisticated integration or coardination mechanisms {sophisticated control
system, participative decision making at top levels of ma nag ement )

werea more evidenced in a group of highly profitable companies reportedly
oparating in a highly competitivz environment than in a comparable group
of low profitability companies also operating in a highly competitive
environment (Khandwalla, 1973b), -

4, Organizational structurzl response.tc the organization's
business strategy and goals has been fairly extensively studied
although empirical studies of effective versus ineffective
responses arse conspicucus by their absence, 1t is likely that
congruence between the urganization‘s business strategy and its
structure may increase the chances of high performance and
incompatibility between them may lower it. Business strategy
includes choices concerning what to producs, of wret quality,

for what markets, stc,



t40:

Hé, 1 1f the enterprise is diversified, especially if diversification is
of the conglomerate variety, high performance potential is

increased if the organizational- structure is divisiomalised.

Rationalet A diversified organization that marketslunrelated praducts is

likely to be rather difficult to manage in a centralized manner or with a
Divisionalisation

functional form of departmentalization/tends to be'a common response to

such a strategy (Chandler, 1962).

H4,2 1f the enterprise's business consists of non—uniform, high
technology projects or products, performance potential is increased

if the organization has a matrix structure.

Ratiomales The matrix structure consists of highly specialized functional
areas from whom expert personnel are periodically draun and assigned to
projects or customised product orders, In other words, temporary mini-
organizations, consisting of complementaty personnel, are created to
service an order moTe effectively, There is a tendency for high technology

organizations- to develop a matrix stpucture (Galbraith, 1970, 1971),

H4,3 - If the enterprise markets standardized and related products,
performance potential is increased if the organization has a
functicnal departmental structure, advanee planning of operations,

and a number of inter-functional gcoordinacing committees,

Rationalet Full=-fledged divisiomalization becomes infeasible when there arTe
large interdependencesin the joint production and/or distribution of the
company 's products, Coordination and planning of the company's overall .
production or marketing activities is likely to be more critical than
coordination between the production and maTketing staffs of each individual
product, Thus, functional departmental structure makes more sense than a
divisional structurc, The residual coordination noeds bestween the
production and maTket ing activities pertinent to each product may be

secured though advance planning of operations and inter—functional
coordination committees. Advance planning of Opcrations ie feasible because

of standardized (as opposed to customemade) products.
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Hg, & If the enterprisc matrkets standardized products and employs
a mess production technology to produce them, porformance
potential is increasced if the enterprise gets vortically
integrated and decentralized, and adopts a sophisticated planning

and control system,

Rationales - If the enterprise markets standardised, mass produced products,
full (engineering) capacity utilization and the rapid disposal of output
are critical concerns, the first to peap fully the scale economias, and
the sesond to save on inventory costs. Backwards and foruards vertical
integration ensures greater control over crucial inputs into the preduction
process {the ready availability of which is a particularly serious problem
in scarcity - ridden developing sconomies) and also greaterl control over
the distribution of productsg. R policy of vertical integration inevitably
adds to the diversity of the company 's activitiss and makes top management
decision making much moTe complex. This complexity forces decentralization
of decision making, but since the activities of a voTtically integrated
compsfy aTe linked together in a workflow, a sophisticated planning and
control system necds to be operated to secure coordination and retain
decentralization, Khandwalla found thet the links betwcen the use of mass
production technoclogy, vertical integration, decentralization, and sophis—
ticated controls uere substantially stronger for a group of highly profi=-
table UeS. manufacturing companies than for another group of comparable

but much less profitable U.S. manufacturing companies (Khandwalla, 1974),

H4,5 1f the enterprise employs a sophisticated capital intensive
technology for production puUrposes, performance potential is
increased if the selection and roward systems of the organization

are sophisticated.

Rationalot Highly trainad manpoueT is needed to man a sophisticated operations

technology. Even if a few individuals operating tho production system are
incompetent or unmotivated, the contire system's perfurmaan may be affected

becausc of the built- in interdopendence between the parts of such systems.
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Hence, sophisticatod scloction of personnel is vital. So alsc in the
employment of a sophisticated roward system., Such a system does not treat
evory employec alike but strives .o mect the particuiar necds of individuals,
is designed to meet a broad rather than a narrow rango of human nogds, is
geaTed to measurc its effectivesess, and is flexibile ohough to

incorporate changes in the light of feedback.

H 4.6 1f tho top management pursues a large number of partially conflicting
goals, performance potential is increased if a sophisticated
intelligenco, planning, coordination, contrel, and reward system

is employed by the enterprisoc,.

Ratiﬂnalél The pursuit of multiple, partially eonflicting goals implies
the necessity of carefully gathered markct intelligence and other extermal
enuironmentél information pertinent to the different goals, It also
implies the use of ggphisiigated planning, control, ang coordination
mechanisms in crder to ratisn res.urces as between different goals,

monitor performance on the variocus goals, coordinate specialised activitiaes
to achieve each goal, work through conflictingdemands made by the
different goals, otc, In addition, since scarce manegerial and cther human
resources arc deployed far achioving a number of goals, these resources
need to be made more productive, The reward systom must therefore be
sophisticated enough t3 evoke a h.gh degrec of inspiration and commitment
to ensure highk productivity., An ovor-teliance on any one human need

such as for monoy or p9sition will not be cenough. Extra ingenuity,
commitment, and effort may come forth if all the major needs - for
security, for affiliatinn, for recognition, for power, for statUs} for
doing something distinctive, for sctualisation of potential, and so forth

are harnessod in the reward system,

5. The rolationship between the various elements of organizational
structure has received some attention during recent years (Hall, 1963;
Lawrence and Lorsch, 19673 Pugh, Hickson, Hinings, 19693 Child, 19723
Khandwalla, 1973h, 1977b, ch. 133 otc,) For instance, in recent yeaTs,
organizational ressarchers have begun to study intensively tho intcrnal
differentiation of organizations (Hall, 1963; Katz and Kaln, 19663



Lémrence and Larsch, 1967; VYan da Yen and Delbecq, 1974), Since different
parts of the organization are assigned different tasks, to the extent these
tasks vary from one anocthor on such dimensions as time span of relisble
feedback about their performance, the cmmplexity of their opsrations, the
degres of routinization of their activitiss, the degraé to which their
outputs arg standardized, and the like, their designs will oxhibit a
corrosponding veriation, in terms of such variables as mode of decision
meking (team versus individual decision meking), advance planning of
aperations, formlisation of interpersonal relations, etc, High levels of
intraorgnnizaticnal differcntintion can cause serious cosrdination nroblems
"betwsen interdependent depattments of the organizsticn, which if meglected,
would diminish organiiatianal‘performanco {Lawrence and Lorsch, 1967),
Thus, intermal differentistion tends to stimulate the davelopment of

coordifative ar intcgrative structural mechanisms,.

HS .1 1f the enterprisse has highly differpsntiated products or
technolegies, petforme nce potential is increesed if the organizatiomal
units {departments, divisicns, scctions,ste,) show a large
variation on such dimonsions 235 oporating culture, leadership styla,

planfning saphistication, and tho extent of technocracy.

Rationmale: If the products are highly differentiated, the production and
marketing scectiohs pertaining to each product are likely to differ from
those for other products in their operating characteristics, 3Similarly,

if company technolcgios are highly differontiated, there will be largs
variations in thoe operating chatecteristics of the organizational units in
charge of particular company technologies, Unless this operating diversity
is pommitted, the sections etc., will not bg able to carry out their

missions effectively,

H5,2 If the enterprise has highly differentiatod products or
technalogies and if organizational units are highly differentiated,
performance potential is increoased if spocial coordinmeticn and

collaboration mechanisms arc utilised by the organisation,
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Rationale: Given a high state of intermal differentiation, unless special
attempts are made at coordination and collaboration between interdependent
organizational parts, serious sub-—optimization problems are likely to arisé
(Lawrence and Lorsch, 1967), The common mechanisms of coordination are
reference to a common boss in the svent of a dispute (use of hierarchy),
third party arbitration, the setting up of coordinating committeaes, etc.
Some of the more complex forms of effective coordination are ah organic
‘management cultuTe which encourages disputants to sattle their disputes
directly rather than through their bosses (Burns and Stalker, 1961, Lawrence
and Lorsch, 1967), mediators who are perceived as competent by the disputants
and who are intermediate between the disputants in their work arientations
(Lawrence and Lorsch, 1967), the settlement of disputes at those levels
where all the informetion is available rather thah at higher levels

whereg all the information may not commonly be avoidable {Lawremcs andlorsch,
1967), organization development programs (see, Rush, 1973 for descriptions
of several 0.D. programs), and sophisticated advance planmning of gperations
to forestall coordination difficulties (see for example, Anthony, 1965).

In the event of high intafnal differentiation, some or all of the above

integrative mechanisms may need to be pressed into service,

. !
H5.3 If important units in an organisation are interdependent, structural

mechanisms to coordinate their activities suffice to increase
enterprise performance potential if thess units do not differ
significantly in their operating cultufes, but structural as well

as behavioural mechanisms of cocrdination are needed to increase
enterprise performance potential if these units differ significantly

in their operating cultures.

Rationales When important departments er units of an organization are.
interdepéndent, a significant éotential for conflict exists, 1If, howsver,
their operating cultures are fairly similar (in terms of such aspects as
achievement orientation, ways of dealing with conflicts, attitudes towards

innovation and change, etc, ) the. serious negative stereotypes about each
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others personnel or work are not likely to arise, and so structural
mechanisms likae coordinating committees, joint advance plabning exercises,
standard operating procedures for resolving disputes, etc., may suffice.
Where, however, work ethic and operating cultures differ strongly, and the
departments must coordinate their activities, emotional issues, negative
steraotypes and the like are likely to be reinforced with overy diSpute;
and structursl mechanisms may not be able to elicit willing and effective
¢collaboration, Behavioural mechanisms such as organizational development
type programs involving sensitivity training, team building, leadership
training, training in effective communications, intergroup tollaboration
exercises, and the iike may become necessary for the personnel of the

interfacing departments,

6. Opganizational design, to be effective, must be responsive not
mersly to the task parameters of an enterprise, but-also to its human
parameters, for as organization theorists have pointed out, organizations
are socio-technical rather than merely technical systems (Emery and Trist,
19603 Leavitt, 19653 Katz and Kahn, 19663 etc,)., The neglect of the human
element may lead to much alienation, psycho-sometic illnesses, possibly Tow
productivity and low organizational performance {Trist and Bamforth, 19523
Argyris, 1957;'Liker£, 19613 Sales and House, 1971). Unfortumately, much of
the work to~date tends to have an evangelical flavour, and sophisticated
ressarch that links variations in employee personality with alternative
organizational structures and the effects of these linkages on organi-
zational performance is conspicuous by its abéence, In India, there has been
only limited systematic empirical work on the personality structure of the
employees of public enterprises, partibularly of the ﬁanagers. The extant
Vuork as well as casual empiricism suggests that besides being either a
moTalist or a pragmetist {Dhingra, 1972), and having both strong security
and personal growth needs, sspecially in younger managers (Kumar, 1976),

the typical manager tends to be from the urban middle class and therefore
has strong security and status néeds, has a technical education (engineering,
accountancy etc.) rather than a liberal arts education, and has considerable
intalerance of ambiguity, fear of failure, and risk aversion (Agarwal, 1973;

Prasad, 19763 Kumar, 1976), Assuming that this description holds trus for =
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substantlal percentage of Indian publlc enterprise managerial parsonnel
poselbly aleo for, mny of -the.gther white collar: personnel what
.organizatlonal deslgn uould 1ncreaee the thGntlal Fur hlgh enterprise -

per?orﬂancB?

§

H 6.1 : IF maneger1a1 persannel of an enterprlee have respectively strong
R defence as uwell as growth needs, SpEClallSBd training, and hlgh
intolgrance of ambiguity, per formance potentlal is increased if the
reward system of the enterprise makes both-jab, security and :
;-:‘pereonal growth conditional upon hlgh JOb perfernance, 1nd1u1dUals
- ‘are rotated throogh different kinds of job to broaden thelr
perspoctive, over time they move throigh incroasingly less *
. structursd jobs, end a decision making structure is developed
' to permit personnel to participate in decisions affecting_their

- work or fate.

Rationales Security and status nceds (collectively, defence needs) as well
as hlgher order needs for personal gremth and develepment, for udrthwhlle
werk, “and “sd” Forth My be SLmultanepusly active in managerlal personnel

in dIndian pUbllC sector units (rather than sequentlally active per Maslow,
1954). Th refore, a reward system that makes reward of gréater: job" eecurlfy,
statua, opportunlty For interesting work, ctCay ;gnd;jigﬂal,upan desirable
job performance is' likely to elicit high product1u1ty and eFFlclency. By
contrast, a reward system that.does not provide for the satisfaction of these
needs, or preuides for their satisfaction unconditionally, or provides” fer
their satlsfactipn 1ndependent1y of job perfoImance threugh a senxerlty system
is unlikely to elicit high productity or effective JDb performanca. (Were

the human matefial dif?erent say the managers had by and large:high ne ed

for achieuement, e perfermance oriented reward syetem may be Far lesg
-neGGSSany, for, whthin llmits high “Job perfermance would be ferthceming

regardless of hew it is rewarded).

Since the manager 5 JDb is a MUltl—rﬂlb job (Nintzberg, 1973),
Specxallsed trelnlng may act as a ‘bar against the manager performing his

generalist roles such as that of a team builder, intelllgence gatherer,



informetion disseminator, external representative of the group he is

heading, etc, Thus, rotation through. increasingly varied jobs may help

thé manager acquire greater general me Nagement expertise. In addition,

if the typical manager suffers from aversion to ambiguity, processing

him initially threugh highly structured ,?érogressiuely less structured less
clear-cut jobs, may help him overcome his intolerarcc for ambiguity.

(Again, if the human material were different, say only those with nrevious
managerial experiente more recruited into public enterprises, job

rotation and progressively less structured jobs may be less necessary).

fn implication of the forsgoing is that a sophisticated performance
appraisal system, reward system, and career planning system would increase

the potential for high performance in Indian public enterprises,

Besides the foregoing, a structure that enlists the participation of
managerial personnel in decisions that affect their work or fate may be
helpful, When defensive needs are strong, one response is to press managemant
for tules and regulations that prevent arbitrary axercise of power by
superiors and depersanalize superior -~ subordinate relations (Gouldner, 19543
Crozier, 1964). This can make the organization excessively' rigid and
maladaptive to work-related cantingencies (Crozier, 1964), A structure of
participative decision making is a supericr alternative tO depersomnalisation
of superior—subordinate relations, for it provides a check against arbi~
trariness without damaging flexibility. Busides, it tends to build greatser
commitment £0 what is jointly decided and greater cohesion, once differences
are workedg through and resolved, and may also generate more creative
solutions through the pooling of the ideas of a number of individuals {Coch
and French, 19483 Likert, 19613 Tannenbaum, 1966), Menagement by objectives
is one mechanism for participative goal setting and decision making,
others beiﬁg worke councils and periodic departmental and section level

meetings to reach consensus decisions,

The hypotheses are summarised in Table 1,
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A SUMMARY OF HYPOTHESES CONCERNING AUBLIC LNTERPRISE PEHFDHFHNCE

Hypothesis
No.

H1A, 1

H4R,2 -
H4 8,1

H1B,2
H1B,3 v
H1B, 4

H2R,1
H2A .2 v
H2R, 3

H28,1
H3.1 v
H3,2 i
Hé.4

Ha,2

Lhoice Ipitiating Parametzr

Lou autonomy and unsupportive

controliing authariby

High autonomy and unsuppcrtive

gontrolling authority

Turbulent incustry
genvircnment

~ Stable industry environment

apd ccnservative top
mahagemaent

omplex industry environment

MNoncomplex industry
enyironment

Risk taking top managemont
orientatidn

Technocratic top management
orientatiocn

Conservative top management
orientation

A mumber of strongly held
pattiazlly conflicting goals
for the enterprise

large size of the enterprise

Milti-faceted competitive
pressure on the enterprise

Conglomerate diversification

Mzrketing of customised,
sophisticated outputs

Responses rypokhesized to Ralse
Pdrformance Potential ,

Technocratic and pacticipative top
management orientation

Risk taking end organic top management,
and/or technocratic and participative
top management orientation

Riek taking and arganic top management
orientation

Mechanistic and noncoercive top
menagement orientation,

Technocratic and participative top
management orientation

Risk taking, nontechnocratic, and non
participative top management
arientation

Organic top management orientation
Participative top mamgémant

=orien‘tation

Mechanistic and noncoercive top
management arientatlion

Technocratic and participative top
management orientation

Bureaucratic structure (in the
Weberian sense)

Oecentralized authority structure,
sophisticated intelligence, planning,

and control systems,

Oivisionalised organizatlonal
structure

Mhtrix organizational structure



bypgthesis choice, Initisting Parameter
No,.
H4,3 Myrksting of standardized and

Hé o &

Ha,5

Ha,6

H5.71

H5,2

H5,3

HE.1

interdependent products

Farketing of standardized mass
produced products

Sophisticated capital intensiva

techinoclogy

Strongly -held multiple,
partially conflicting
managzment goals

Highly differentiated
products or technologies

Highly differentiated products
or tcchnologias, and high
intraprganizational
gifferentiation

Interdepondence between
important organizatianal
units with {(a) Low difference
in thelr opersting culturses
(b) Large difference in

their oparating

cultures

Spocialissd training, strong
defence needs as well as
growth neads and intolerasnce
of ambiguity in managorial
personnasl

Responscs Hypothesized Lo Raise
Performance Potentigl

Functionzl departmental structure,
advance planning of operations,
intep-functional coardinating
committees,

Yerti€al integratiom, decentrall-
zation, sophisticated planning
and control system

Spphisticated selection and reward
system

R sophisticated intelligence,
planning, coordifiation and
control system and sophisticated
reward systom,

Hiph intraorganizational variations
in operating culturas, leadership
styles, planning sophisticatiop,
and degree of technocracy.

Specisl coordinative and collabo~
rativec mechpnisms

Reliance on structural coordinative
mechanisms,

Relispce on structural as well as
behavioutal coordinative

mechanisms

Performance based reward system,
Job rotation, movement over
time through inereasinagly less
structured jobs, participatory
decision making structurag,
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Issucs in Tegting Hyootheses

A very substantial empirical effort would have to be mounted to test
the foregoing hypothescs, Such an effort is shortly planned. Data will be
gathered by examlnlnq internal documents and published data, by administering
questionnaires, and by selectively interviewing personnel, The major problems
pertain to operational definitions of variables, sample size, and analysis and
interpretation of data, These will be dealt with very briefly, since the

thrust of the psper is on developing hypotheses, not on testing them.

Past empirical work provides a good starting point with raspect to
operationally defining variables, although ensuring that thoy are valid and
relinble measures in the Indian context remains a major task, Some pretesting
of the instruments designed to gather the data is called for, Since congruence
between sebs of variablos are hypothesized to be determinants of enterprise
performance, congruence measures will have to be developed., Variance of a
unit's scores on a sct of standardized variables, whose congruence is a
determinant of performance, may provide a useable inverse measutre of

congruence (Khandwalla, 1973h).

Testing of so many hypotheses, even if only in a very preliminary
fashion, requircs a large sample size. At present, intensive study of only
four enterprises is contemplated. However, by selecting multi-unit enterprises,
it may be posslblc to increase substantially the sample size (by treating units

as organizaticns for tests of coertain hypatheses).

Nultiplelregressions on performance, with congrhence measures as
independent variables may be a reasopable way of testing ths hypotheses listed
in Table 1, provided a large enough sample is availablse, Failing that recourse
will be had to tests of association and failing even this, to gualitative

judgement.
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SHARE OF PUBLIC SECfDR iN SELECT INDIAN INDUSTRIES

Telecommunication squipment
Copper

Transport squipment
Bafance sguipment
Newspring

Coal

Haavy Eisctricals

Power Generation

Mireral oil

Rziluway locomotives, boilers,coaches
Steel ingots

Patroleum: refinery throughput
Nitrogensous fertilizers
Machine tools

Crude oil

Industrial beilsrs
Phasphatic Pertilizers
Iron ore

Textiles (looms)

Railway wagons

Manganese ore

Pharmaceut icals

Sugar

Yezt for which
Data Ayailable

18712

1672

1970-1
1971-2
1372-3
1972-3 Near
1973~4 '
1970-1
1970~1
1969-~73 fver
1972~3

1972

19723

1972

191

1971-2
19723
19723

1973

1970-4

1972

1971=2
1971-2

Source ¢ Sri Ramy Sharms, MNair, 1976 Table 1,

% Share of
Pyblic Sectar

100%
100%
100%
100%
100%
1y 100%
73% to 100%
88%
86%
BO%
72%
£0%
46%
43%
42%
38%
35%
22%
19%
19%
15%
1%



APPENDIX 11

GROSS INVESTMENT, SALES, PROFITS, ETC. OF CENTRAL GDUERNNENT'NUN—DEPHRTNENTAL
PUBLIC SECTOR ENTERPRISES

1960-1 1965-6 1970-1 1975-6 1978~
(estimated)

Number of undertakings 48 T4 97 129 150
Gross investment (in billions 9.5 24,4  46.8  83.7  130.0
of rupees unadjusted for

inflation)

Gross sales (in billions 2.1 8.6  32.4' 116.9  150.0
of unadjusted rupees)

Profits before tax 141 1.3 =0.2 3.0

to capital. employed

Grose. Investment in Select Induskries (in billions of rupees)

Steel | 25,7
Minsrals and metals ' 4.6

Coal | 9.2
Patroleum , 447
Chemicals and pharmaceuticals 14,7

Heavy engineering 7.8

Medium and light engineering 1.9
Transportation equipment 3,0
Consumer goods 1.1

Trading and marketing services 4,7
Transportation s -rvices B.6
Financial services 2.7
Snurcest

(1) "Central govt., public enterprises: performance during 1975-6"
. Lok Udyog, Vol. XI, 3, June 1977, pp 49-=58.

(2) Sri Ram, Sharma, Nair, 1976 (Tables 14, 15).
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