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Preface

Thispaper builds on apresentation to the Ingtitute on Globali zation and the Human Condition by Professor
Ahmed Shafiqul Huquein November 2003. Professor Huquewasavisiting professor at the Institutefromthe
City University of Hong Kong during the 2003-2004 academic year. Inthispaper, Professor Huguereviews
someof thethinking and of theevolution of * New Public Management’. Inthefied of PublicAdministration,
NPM becamean areaof high emphasis, particularly under neo-liberal governments during the 1980sand
1990s. Theideabehind thisapproach wasthat public bureaucraci eshad becomeinefficient, unresponsiveand
bloated. These deficiencies could beaddressed by introducing ‘ market forces more systematically into the
‘delivery’ of public services, whether through privatization, repl acing unionized public sector workerswith
private sector firmsworking on contract, or ‘ partnerships’ between governmentsand themorelean and efficient
companiesinthe private sector. Theresultsof thisapproachinthewealthier OECD countries have been
decidedly mixed.

Professor Hugue observesthat these ideas associated with ‘ New Public Management’ werethemselves
globalized over thesameperiod. Global ingtitutionslikethe World Bank and the International M onetary Fund,
working on mandatesto encourage ' structurd adjustment’ in devel oping countries, encouraged these countries
to consider privatizations, contracting out to private sector firmsrather than using unionized public sector
workers, and ‘partnerships with the private sector. Similar to earlier ideas like ‘development’ and
“modernization’ imposed on devel oping countries, these new public management approachesdid not fit very
well the circumstances and the needs of devel oping countries. If anything, they made bad situationseven
worse according to Professor Huque. He buildsthisargument drawing on his extensive knowledge of public
administration practices and theoriesin devel oping countries.

WilliamD. Coleman
Editor, Working Paper Series
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I ntroduction

Public administration actors, institutions and processes came under severecriticismin most states, asthey
seemed to beincreasingly ingppropriatefor performing the tasks expected of them. Western devel oped nations
moved to aleviate the problems by introducing reformsin the public sector. Initialy, thereformsaimed at
cutting cost in the provision of public servicesand reducing the size of the bureaucracy. Subsequently, the
reforms al so attempted to usher in changesin the approach and attitude, and moreradical solutionswere
considered, including theoverhaul of public sector organizationsand theintroduction of market principles.

M ost devel oping countries have opted for reform principlesand strategiesthat had beentriedinthe
developed world for several reasons. Thefirst and foremost reason isthat the devel oped countriesserve as
models, and similar systemsand structureswere expected to contributeto devel opment. An associ ated factor
wastherdationship of dependence generated both asan historical legacy (asthe colonia powerswereableto
imposetheir view of development) aswell ascontemporary geo-political and commercia factors. Thisisthe
areawheretheroleandinfluenceof internationd organizationscomeinto play. Conditiona loansand assstance
fromtheWorld Bank and International Monetary Fund, onwhich many devel oping countries are dependent,
often requirethe adoption of neo-libera policiesin promoting development. Other agencies such asHuman
RightsWatch, the United Nationsand Transparency International push for changesin specific areassuch as
human rights, environmenta protection and anti-corruption measures.

Thedecisionto adopt neo-liberd solutions, in spiteof their unsuitability for devel oping countries, may be
attributed to other reasonsaswell. A study on structural adjustment suggeststhree possiblereasons: (@) falure
to make structural adjustmentswill result in anincreasein thetax burden; (b) governmentshopeto obtain
future politica gainsby effecting improvementsin the system; and (c) they areforced to change by lenders,
who redlizethat the deficits are unsustainabl e and refuseto provide new funds unlessthe prescribed reforms
areundertaken (Haggard, Lafay and Morrisson 1995, p. 27). Additionally, vested interestsin the government
and business sectors seek to take advantage of the reformsand profit from the processes of divestment and
privatization of public assets. Hague (2001), however, has pointed out that the“ reforminitiativeshavemoreto
do with the influence and pressure of external forces (such as international agencies and transnational
corporations) than thechoicesof interna power blocs(theruling party, themilitary, and bureaucracy) associated
withthestate’.

Thispaper arguesthat public administration encompasses awiderange of activitiesand not dl of those
areamenabl eto the market mechanism. The corefunctionsof government could face severedifficultiesand
disruptionsif exposed to market forces. Therearerisksof ignoring thebasic va uesthat guidethe activities of
governments. Infact, the creation of amarket environment in public administration reducesthe choicesand
power of the consumers asthey becomeincreasingly dependent on the providerswith little control over the
quality of, and accessibility to, services. Eveninthe devel oped world, attempts at reforms have not aways
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been successful, asis evident from political reaction to proposalsto privatize health carein Canadaand
disputes over the determination of tuition feesin educational institutionsin the public sector. Neverthel ess,
many governmentsin devel oping countries have adopted such solutions - voluntarily or involuntarily — under
pressurefrominternational playersand without considering their full consequences.

These solutionshave additiona implications dueto the characteristics of devel oping countries, and there
areseverd undesirable sideeffectsof public administration reforms. Neo-liberal policiesareunderpinned by
va uesand assumptions cons stent with the concept of devel opment. Trangparency, accountability, efficiency,
and consumer orientation have positiveimplications, and the process of devel opment isfacilitated whenthese
valuesare properly upheld in the appropriate framework of governance. In exploring theissue, the causes
behind the growth of government will bereviewed to identify the problem areas. The strategiesadopted by the
devel oped countrieswill beassessed, followed by adiscussion of the circumstancesin devel oping countriesto
demonstrate the additional problemsthat are generated by their adoption. The objectiveisto arguethat the
imposition of reforms based on the experience of devel oped countries may have worse consegquencesfor
developing countries. Itisimpossibleto devel op global solutionsto dea with problemsacrosstheworld.

Globalization

Theterm* globalization” became popular asaconvenient tool for describing activitiestranscending national
borders, and it hasbeen interpreted in different ways. Newell, Rai and Scott noted contrasting claimsin the
literatureon globalization, and stated, “ thelanguage of globdizationisauseful devicefor neo-liberd sto advance
the processthey clam merely to describe’ (2002, p. 2). Globalization hasresulted in mgjor shiftsof emphasis
in publicadminigtration, dongwithitsimpact ontheeconomicand politica activitiesin states. Globd authorities,
strategiesand actionsareincreasingly influencing local issues, problemsand solutions. Theseinfluenceshave
implicationsfor therole of statesand governments, aswell asgrassrootsand international organizations. An
immediate outcome of globalization hasbeen an emphasi son the opening up of societies, standardi zati on of
rulesof governance, and improvement of living conditionsin societiesaround theworl d.

Globalization hasdlicited mixed reactionsamong scholars, ranging from the extremely positiveto the
negative. Theoptimistsnotemany advantagesin globaization. Naishitt (1994) saw the potentia for spreading
globd capitaism through transnationa corporations, while Ohmae (1990) and Fukuyama(1992) wereextremely
optimistic that the borderlessworld woul d foster interdependence, peace, harmony, market and democracy.
Thesestudiespropagate thevirtuesof thelibera vauesand argue, “theWestern libera worldistheonly future
that we can ‘rationaly’ look forwardtoif wewishto livecivilized, non-violent and democraticlives’ (Rai
1998, p. 2).

Another set of reactions seeksto deny the strongimpact of globalization that could affect the capability
of statesto function assovereign entities. Krasner (1993) found further strengthening of state sovereignty, and
Hirst and Thompson (1996) detected astronger roleof statesin domestic andinternationd arenas. Governments
arevocal in stating that they are pursuing national goals, and that al concessionsand compromiseswith the
forcesof globdization aremadein thenationd interest. Thus, reformsin publicadministration are often planned
andimplemented under the guidance and supervision of globa ingtitutions, whilethey are presented asnationa
programsto thecitizens of devel oping countries.

Somestudiesarecritical of globdization, and point out the negative consequencesfor nationa economies,
human values, and nationa sovereignty, particularly for devel oping countries. Cox (1993) and Mele (1996)
raisetheissue of potential erosion of community power, while Kregel (1998) expressed concern about the
problem of dependenceand financid crisisin devel oping countriesthat could result from globaization. Economic
dependenceand lossof political freedom led to theimposition of strategiesfor administrativereform that can
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have devastating impact on these countries.

Other studiestakeamoreredistic gpproach and agree that globali zation hashad asignificant impact on
the natureand character of governments acrosstheworld. The changing globa economic structurehashad a
strong impact on nationa economies, democratic governance, and public administration, and that they have
been both positive and negativein nature. Accordingly, governmentsin devel oping countries have been forced
to adjust to globd corporate power restructuringin making policy choices. Elaborate programsfor reformsare
formulated withlittleregardto critica historica and cultura factorsthat render irrel evant to particular developing
countries.

Neo-liberd ideashaved soinfluenced assumptionsof globaizationthat emphasi ze*theimportance of the
individua, or the private sector, in the devel opment of economic prosperity and in thedistribution of resources’
(Dannreuther 2002, p. 116). Fukuyama(1992) and other scholarswereimpressed by prosperity and peacein
the devel oped world after the conclusion of the Second World War, and the eventua collapse of socialist
states encouraged thinking along theselines.

There have been corresponding changesin theinternal environment of states, and governmentswere
compelled toreconsider structuresand strategiesof public administration. It wasrecognized that established
practicesand procedures had to be changed, prioritiesrevised, and theva ue of outcomesand effortsundertaken
in managing the public sector be reassessed. It shifted thefocusfrom public bureaucracy and public sector
vauesto arole-based (instead of rule-based) and emphasi zed * organi zationa techniques such ascompetition,
cost efficiency, and orientation towards performance and results” (Hansen, Salkov-lversen and Bislev
(2002:107-08).

Aneven moresignificant impact of globalization has been aseriousrethinking on theassumptionsand
values of public administration and their application. The concept of aseamlessworld in which constant
interaction and exchangeswill contributeto an effective and equitable pattern of public administration has
gained popularity asaccounts of disparity, discrimination, injusticeand unfair trestment of citizensin various
parts of theworld becomeknown. Anintegrated world system coul d hel p reduce may of the complications
involvedinunderstanding, utilizing and providing servicesacrossnations. Prominent internationd agenciessuch
astheWorld Bank, International Monetary Fund and the United Nationsaswell asmajor international donor
countries appear to be convinced that concerted changesaimed at similar goasare essential for dealing with
the problemsfaced by many devel oping nations. Thisthinking putstremendous pressure on theaid reci pients
to conform, and Dunleavy (1994), Kettl (1997) and Massey (1997) have documented changestaking place
adongthoselines.

| ssuesin PublicAdministration

Over three decades, governments across the globe have grappled with the problem of escal ating cost and
diminishing quality of public services, made complicated by the ever-expandingjurisdiction of Sateactivities
with severelimitationson theincentive structure. The continuousgrowth of governments during good economic
timesdlowed theinclusion of new and previoudy excluded activitiesin the public sector. Asworl dwideeconomic
growth started to go into decline, the cost of maintaining big government wasidentified asahuge burdenfor
many countries. Callsfor economy;, efficiency and effectivenessled to theintroduction of various measuresto
dedl withthe problem of big and expensive governments. Public serviceswere considered i nefficient and the
causesof theproblemswereto befoundin the nature, mode of operation and the management of bureaucracies.
Governmentswere criticized for monopolizing the delivery of public servicesand becominginvolved intoo
many areas of activity. Criticssaid it wassimply impossibleto continue performing at the samelevel bothin
termsof productivity and cost.
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The public sector wasattacked on severd groundsre ating to thelarge scal e of operations, continuously
expanding scopeof activities, and theadoption of inefficient methods. Governmentsweretoo largeand consumed
too many scarceresources, involved themsel vesin too many activitiesthat could bedonethrough aternative
means, and the bureaucracy used to provide serviceswas mediocreand inefficient (Hughes 1998: 8-9). Fiscal
stress, overload of government, and maladministration |ed to strong support for the privatization of state-
owned enterprises (Peters 1996).

A citizenry becomingincreasingly consciousabout their rightsand entitlements decried unavail ability and
poor qudity of public services. Dissatisfaction with public services had to beresponded to, and governments
tried anumber of strategies. Although these expl anations are based on the experience of devel oped countries,
they may a so be applicableto thedevel oping world. However, the circumstances prevailing in the devel oping
countriesmakethem much morecomplex.

Neo-liberd belief intheforcesof the market | ed to the emergence of “ new public management” asan
aternativeto thetraditional approach to public administration. It pointed to the solution of the problems
through theintroduction of market principlesin the public services. Theideawas based on the premisethat
exposureto open competition and imposing chargeson the users of public servicescould reducethe cost and
enhancetheleve of efficiency and effectiveness. Privatization and theuse of contractswith clear and specific
termsand conditions can a so reduce the burden on public bureaucracies and contribute towardsincreased
efficiency in service provision. Thedevel oped countrieswereresponding to thefisca pressureandincreasing
demandsfrom the citizensthrough these strategi es, and the devel oping countrieshad to follow suiit.

Globalization, aconcurrent development, highlighted theincreasing i nteraction between actors and
organizations across nationa borders and made animpact on numerous communitiesacrosstheworld. Free
movement of ideas, people, commoditiesand capital hasal so set the scenefor smilarity in outlook, particularly
in anticipating and understanding problems and responding to them. These factors have contributed to a
convergence of ideasin many areasincluding public administration, and thereisincreasing evidence of the
imposition of similar solutionsto problemsencountered in various settingsacrossthe globe.

However, strong anti-globali zati on protests acrosstheworl d reflect growing dissati sfaction not only with
theexpanding trend, but thefal louts of public administration reformsaswell. Thereisaneed to examinethe
debate on the use of market principlesfor improving the performance of governmentsin devel oping and
changing societies. Although theseideaswere derived from the experience of, and literature emanating from,
devel oped countries, the problem appeared to be more acute for devel oping countries. The behaviour of
bureaucrats, the complex structure of public organizations, the ever-widening scopeof activitiesundertaken by
governments, and the pursuit of salf-interest by public officia sresulted ininefficiency and low productivity.
Theseproblemscalled for theneedtoingta|l astrict regimeof control and an appropriateincentive structurefor
officidsto performin public organizations.

Many anaysts have drawn inspiration from the operation of the market and suggested that the exposure
to competition could help governmentsreducetheir sizeand cost, streamline operation, and withdraw from
activitiesthat could be performed, perhaps moreefficiently, by the private sector. The market would work as
theregulator on the basis of demand and supply for public services, and theseforceswould determineafair
priceto be paid by the consumers. It could boost efficiency and productivity, astangible rewardswould be
provided. In short, theintroduction of market principles and mechanisms could help resolve most of the

problemsfaced in conducting public administration acrosstheworld.
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ThePraoblems

Major changestook place across soci etiesfoll owing the conclus on of the Second World War, and oneof the
most noti ceabl e outcomeswastherapid growth of governments and public bureaucracies. Effortsto recover
productivity lost during the war, reconstruction, and the advancementsin science and technology were
accompanied by mgjor social and political innovations. Decol onization opened up new opportunitiesfor a
large number of countriesin Asiaand Africa. The spread of democratic ideals brought new and diverse
responsi bilitiesto governments, and the scope of their activitiesexpanded at an unprecedented rate.

Therearevariousmethodsfor determining the extent of growth of governments. Thiscan be established
by calculating theratio of officialsto citizens, counting the number of public agenciesthat operatein acountry,
estimating thelevel of public expenditure, or considering the number of peopleemployed in the public sector.
Harris believes that “ Organizations have a definite propensity to grow, sometimes for necessary and
understandably rational explanationsand sometimesfor lessworthy reasons’ (1990: 23). Hisexplanation
includes horizontal (by combining with other organizationsaready in existence), vertical (proliferation of
processes), latera (by extending outputsinto other fields), and territoria (by establishment of new branches of
the same operation in new areas) growth (Harris 1990: 23-4).

Inflation, risein popul ation, emergence of the serviceeconomy and incomeé adticity of demand, urbanization,
aswell asthegrowth of responsive government could beattributed to the continuousand rapid increasein the
volumeand expenditureof states(Buchanan 1977: 7-11). Economic and politica devel opment and theincreased
capacity for undertaking additiona activitieshave made governmentsbig. Wildavsky (1986) did not accept the
explanationsrelated to growing wealth and industrialization, and sought to explainit onthebasisof cultural
theory.

Downsexplained the growth of government officeswith referenceto the self-interest of bureaucrats
“evenwhen actinginapurdy officia capacity” (1967: 262). Hisanadysisof the pattern of behaviour of public
officidsand their effortsto rationali ze the conti nued expans on of organizations highlightsanother angleof the
issue. “Instead of being motivated by the publicinterest, bureaucrats, like anyone el se, are assumed to be
motivated by their own sdfishinterest. ....bureaucratsareonly regarded astrying to maximisetheir own utility
at the cost of their agency; maximising their own welfareand not any publicinterest” (Hughes1998: 11).
Among other explanations of the growth of government arethe self-exciting nature of the* political market”,
electord wishesor socia requirements, “ specia opportunitiesavailableto powerful interest groups, politicians
and bureaucratsfor pursuing their private advantage”, or even “the requirements of capitalism” (Self 1993:
262-4).

A combination of severa factors madethe continuousgrowth of bureaucracy untenablefor al states. The
huge size of the bureaucracy |loomed as athreat to the other publicinstitutions, particularly in developing
countrieswithweak political ingtitutions. A growing awvareness of the selfish motivesof the bureaucracy made
it politicaly unacceptableto most | eaders. Thehuges zeand sdfish motivesinevitably led to dedlining performance,
with massivewastage of public resources.

Inaddition, thenatureof palitica activitiesin devel oping countriesa so addsto thesize of thegovernment
bureaucracy. Weak codition governmentsin many such countries haveto find ways of sharing the spoilsand
contributeto excessive bureaucracy by creeting unnecessary minigtries. In other cases, authoritarian governments
seek to achieveahigh degree of control by expanding agenciesinvolved in maintaining law and order. Besides,
military rulersfind comfort in undertaking massive defence expenditureto appeasethe armed forces, critical

for their continuationin power.
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TheProposed Solution

Theriseof neo-liberal ideas gained support as marketization of public serviceswas considered apotential
solution for some of theweaknesses and problemsin thetraditional bureaucracy. The strategy wasrootedin
the benefit of exposing public sector organizationsto the market and direct competition with profit-seeking
private organizations. Olson (1982) identified theentrenched interestsin huge public bureaucraciesasthemain
barrier to economic growth, and argued for changesto reducetherol e of the government and expose public
organi zationsto competition. Theuse of market forcesto determinethequality, quantity and price of services
was expected to provide the most optimum outcome. A parale reduction intheroleof government appeared
to bethe best response under the circumstances.

Ingenera terms, “ marketization” relatesto the creation and enforcement of thelega preconditionsof the
market and thetransfer of enterprisefrom government controlsto the market process (Foldvary 1999: 291),
but it cannot be practiced in public administration inits pureform. Therefore, most governments adopt a
graduated strategy in testing the market on limited scale beforeimplementing theidea. Thebiggest challenge
wasto befound in exposing the services expected of awel fare stateto the market. Theseinclude*® principally
socia security, health, education and to some extent housing and transport — which should be made available
todl citizens’ (Sdf 1993: 113). Asthesesocia serviceswere considered to be expenditureswithout providing
equivaent tangiblereturns, welfare serviceswere constantly facing criticism.

Several factors contributed to the support for such strategies across the globe. Greene pointed out
“better efficiency comesfrom competition rather than from the privateness or publicness of organizations”
(2002, 49). A rdlated issueisthe size and nature of public sector organizations. Traditional bureaucracy was
viewed asmechanical, inflexible, corrupt, self-serving and captured by vested interests. It wasbelieved that if
the power andfacilitiesfor providing public serviceswould betaken avay from these outdated and incompetent
agenciesand placed in the hands of competitive private agencies, the situation would improve. Therolesof
thegovernment and statewereto be seen asthe providersof service, with an emphasison efficiency and good
qudity. Citizenswereto beviewed asdlients, usersor customers. Ol son described thismode asthe* supermarket
state” (1988: 241-2). However, Nagd found that such astate consi ders primarily economic vauesand norms,
and thisapproach makesthe supermarket state model one-dimensional since other valuesand considerations
areignored (1997: 354).

Severd issuesmust be noted in the adoption of market practicesand competition in public management.
The concept isbased on transactions of variouskinds, and it needsto be ensured that the costs of transaction
do not exceed the gains obtai ned by the citizens, government and the society. Thisideagivesrisetoamyriad
of issuesin operationalizing the concept of marketization in public administration. Asearly as 1937, Coase
pointed out that thereare* costs of negotiating and concluding aseparate contract for each exchangetransaction
whichtakesplaceinamarket” (1937: 389), and theselead to transaction costs. Besides, “ voluntary market
mechani smsare not sufficient to providefor theenforcement of contracts, the prevention of anarchy, and the
provision of other public goods; the coercive power of government isal so necessary” (Olson and Kahkonen
2000: 4-5). Thisargument suggeststheimportance of preparing el aborate plans before market forces can be
introduced in the provision and ddlivery of public goods and services. Thispoint isextremely important for
devel oping countrieswheretherulesand regul ationsmay be easily disregarded or misused to provideunfair
advantageto powerful and well-connected participantsin the process. In examining thetransition of industries
of Centra and Eastern Europe, Johnson hashighlighted theissues of “ transaction cost” and ‘ transaction modes”
(1995: 10-11). Thesed ementsare s gnificant intransforming public sector organizationsand introducing market
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elements.

Theintroduction of themarket principlein government hasenhanced the cost in many ways. Two obvious
flawsof the market theory arerel ated to the el usiveness of the equilibrium position* whichwill ensurethat all
availableresourcesaredeployed intheir most profitableuse”, and the concept of individud “ utility” (Self 1993:
205). Market failures can take place and the consequences coul d be more disastrous than theimpact of the
poor performance of governments.

Themeritsof amarket system must, neverthel ess, be recognized. Market mechanisms, or more broadly
theintroduction of private sector principlesand practices, could serveto alleviate several of the problems
generdly found intheoperation of traditiona government agencies. Society hasto look toward the government
to deal withthe problem of market failures, or at timesof other crises. Government regulation, thus, occupies
aplaceof great importanceinal societies. Government intervention in theeconomy has been justified on many
grounds, particularly with referenceto the protection of the disadvantaged, regul ation of undesired behaviour,
or to cater to people with special needs. The United Nations Human Rights Convention, 1948 requires
governmentsto deliver certain basi ¢ servicesincluding health and education. But many devel oping countries
havenot yet been ableto achievetha aim and thequaity remainsunsatisfactory inthelimited facilitiesavailable.

“ Gradudly theideagrew that government had aresponsi bility for such goa sasprotecting andimproving
the health of the population; widening opportunitiesfor recreation and culture; devel oping agood education
systemfor dl; reducinginequalitiesof wedlth; hel ping depressed areas, improving the hous ng and environment
of the poor; guaranteeing a basic income; combating unemployment; and guiding the development and
conservation of basic resources’ (Self 1993: 214). In other words, the activeinvol vement of the government
was considered essentia in order to maintainafair and impartia environment in which variousgroupsand
interestscould interact to reach equilibrium to minimisethe negative consequences.

Sdf identified two more causes behind the push for marketi zation of public services. He pointed out that
“individuascan choosethe servicesthey requirefrom the market, subject to their income, whereasgovernment
provision of servicesistheresult of acomplex collective processwhich leavesthem with little or no choice’.
Self found that “ governments have become overloaded and public expendituresinflated by the claims of
numerous organized interests’. Hereported drastic reductionsin the number and security of employment of
full-time public servants, devolution from central agenciesto line departmentsand further down to executive
agencies, introduction of financid incentives, and increased politicization of the public servicethrough recruitment
of political advisersand technocrats (2000: 101-5).

Some of these obj ectives have been achieved through privatization of public organizations, contracting-
out of public servicesto the best biddersfrom the private sector, and using fixed-term gppointmentsof officias
on contract with an emphasis on performance. Although the efforts are aimed at €liminating the problems
associated with traditiona bureaucratic organizations, alarge number of associated problemshaveemergedin
defining theaimsand objectivesof the public services, performance measurement and thelimitationsimposed
by transferring control over to private organi zations.

Pai believesthat market-driven agencieswould be ableto provide better servicesat lower pricesand
respond to their needs, leading to ahigher level of satisfaction (1994, 159-60). The all ocation of goods and
servicesarea so expected to bemore efficient (Hamilton 1989). A combined effect of dl theseassumptionsis
that the problem of program overload on the government will beresolved, and improved public serviceswill be
provided by moreefficient agenciesthat woul d be concerned about the needs of thecitizens. Such outcomes
arelikely to beachieved in the devel oped world. Bailey (1986) found that deregulation inthe United States
allowed industriesto strivefor more competitive pay scalesand led to higher productivity. Inthe developing
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countries, however, thegrowth of the private sector isaffected through strict government regulation aswell as
state support for theinefficient public enterprises (Kikeri, Nellisand Shirley, 1994), and it very difficult to

achievethebenefitseven after introducing market principles.

Developing Countries

Public adminisgtrationin devel oped countrieshasevolved over ard atively long period of time, thusalowingthe
vaues, traditionsand practi cesto betested and refined. Devel oping countriesfaceanew set of chalenges, and
aresdldomintheided positionto attempt drastic reforms. Development impliesatrangtionfrom anagrarianto
industrial society, and subsequently to apost-industrial level. Heady highlighted the core of this concept by
suggesting theincreasing role of technol ogy and theoretica knowledge, pre-eminence of the professiona and
technicd class, and ariseinleve sof education and affluence. The absence of thesefeaturesmakesdeve opment
achalenging task. Heady a so noted that | ess devel oped countrieswitnessed negative political development,
“preventing numerous countriesfrom changing their political systemsto conform with requirementsfor themto
be considered devel oped” (2001: 136). Thisproblemisamaor one because the concept of developmentis
defined from different pointsof view, and |eaders of devel oping countries are often unsure about therouteand
destination inachieving devel opment.

Somefactorsthat have animpact onreform attemptsin devel oping countriescan beidentified intermsof
political, social and economic congtraints. These countriesoften suffer from political instability and unusua
arrangementsand practices. The concept of state undergoesadramatic changein devel oping countriesin
embracing the market-oriented approach. Electionsare not held regularly and may not befreeand fair when
held. Change of regimes may be preceded or followed by abreakdown of order and escalation of violence.
Therulesof palitica engagement may bedisregarded, and the government hardly gets support and cooperation
from the opposition. Ideol ogica confusi on among competing groupsisnot unusud. Asthenew statesachieved
independence and attempted nation building, thetraditiona valuesclashed with themodern, and governments
faced difficultiesin reconciling thetwo. Such circumstancesarenot conducivefor theformulation andintroduction
of reform attempits.

At another level, considerationsrel ating to factionalism, ethnicity and other factorscreepin. A study of
privati zation effortsin South East Asiareved ed diverseimpacts. Marketization could lead to the emergence of
strong conglomerateswhich could be owned by asingleethnic group and facilitatetheemergence of entrepreneurs
and even“rent seekers’ (Milne 1992, 27). The study found that such reformsmay a so beaimed at enriching
thecoffersof ruling politica parties, extending apatronage network, enhancing the power of leeders(Maaysa),
rewarding supportersof theruling leaders (Indonesia), and confirming rule by the political elite(Singapore).

Thesocial conditionsin devel oping countries also have animpact. Uneven distribution of power and
control over resources by aprivileged few lead to extremeinequalities. Diverse groupstake aconfrontational
approach asthe scarcity of resources compel s participantsto view devel opmental activitiesasazero-sum
game. Whilethe poor section of the society isunableto pay for public services, corruption rearsitsugly head
inmost aress. lllegal and unethica transactionstake place. Such problemsexacerbatetheexistinginequalities,
and reforms become meaningless. Such conditions provideafertile ground for corruption that hasinfested the
processof public administration in many devel oping countries.

Finaly, the devel oping countriesface an extremely tough challengein the areaof economic capability.
While several of these countriesare resource-poor, otherssuffer from gross mismanagement. Consequently,
they areunableto afford the cost of planning and implementing changesfor improvement. Severepalitical and
socia problemsimpose aheavy burden asproductivity declinesand the quality of public servicessuffers. A
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study haspointed out that privatization of state enterprisesin many Latin American countries has not brought
about increased market competition and reduced costsand prices, mainly dueto the monopolistic privileges
enjoyed by these entities even after privatization (Manzetti 1993, 449). Hong Kong' sattempt to introduce
market princi plesand competition through the designation of somegovernment departmentsas*trading funds’
confirmssimilar concern (Huqueet a 1999). Evenresource-rich Argentina seffort to becomea* First World”
country through privatization of public services has been unsuccessful (Khan 2003). Thevicious cycle of
politica, socid and economic congtraints posesaformidablebarrier ontheway toimprovement by introducing
reforms.

The problems are compounded as devel oping nations struggle to build amodern administrative system
without disturbing thetraditiona foundations. Dueto faulty planning, organizationd structuresand relationships
arenot awaysclearly defined and thisleadsto more conflicts. Thelegitimacy of policy makersischallenged,
peoplewnho back up their claimto legitimacy by coercion formulaterules, and the group in power manipulate
rules(Huque 1987: 445). Thisissgnificant asthe country findsit impossibleto achieve effectivereforms. “ A
vaguegoal of ‘development’ is pursued without defining theterm clearly with reference to the needsand
capacities of the society, and it taxesthe administrative system tremendoudly” (Huque 1990: 12). Eventhe
gpparently smpletask of implementation of existing rulescan beaformidable chalengefor wesk governments
indevel oping countries. Obvioudly, planning, implementing and monitoring market-oriented reformsin such
countriesposean extremdly difficult challenge.

I mpactsof Reforms

Traditiona andingtitutiona forcesplay amgor rolein shaping thenature of public administration. Christiansen
(1998) noted that provision of public servicesby the private sector hasnot increased in Denmark duetothe
existenceof “ strong institutions of traditional public sector governance’. It isuseful to reconsider thevaue of
traditional public administration principlesand practicesbefore arriving at aconclusion on the successor
otherwiseof themarket principlesin thisarena. Thiscan bedoneby reviewing the strategies advocated to deal
with theweaknesses of traditiona public administration and the phil osophy behind opting for the changes.

However, changesin theapproach, circumstancesand arrangementsfor financing and managing public
servicescan resultintheemergence of new problems. Whilesuch changesexert pressureon public organi zations,
which areunaccustomed to competing inthe open market, their clientshaveto put up with uncertainty regarding
thecost and quality of services. Self haschalenged, among other things, thewisdom of emphasizing market-
led economic growth and the cutting down of government functions, and exposed their adverseimpacts.
Accordingtohim,“...thesedogmasrepresent apowerful thrust towardssomeloosely defined goa of minimum
government which would work primarily asan auxiliary to the market system and would reflect themarket’s
image”, and that the*” ... political processinvolves many grossdistortionsof theindividual preferences of
citizens, which do not occur within acompetitive market process’ (Self 2000: 99-100).

Privatization failed to produce the desired effect. M any devel oping countries could not find buyersfor
public enterprises sincethey were already running at | osses, and al so dueto the strong presence of 1abour
unionsthat were responsibleto alarge extent for thelosses. The Chairman of the Privatization Board in
Bangladesh reveal ed that public enterpriseswere sold at abnormally low prices and the buyerswere more
interested inthevalue of land they could thusacquire, rather than the units (Ajker Kagoj 24 May 2003). The
problem of under valuation of the unitswasaso found in India. In Uganda, the privati zation program faced
resi stance emanating from mistrust of the government. Kauzyareported that sales of public enterpriseswere
affected by such factorsasthe absence of acapitd market through which fundscan bemoaohbilized, an undeve oped
banking system, highinterest rateswhi ch discourage borrowing from banks, low savingsand the desireof most
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locd entrepreneurstoinvest inthemorelucrativereal estateand traderather thanin public enterprises’ (1995,
130). Effortsto marketize schoolingin Macau haveled “to alowering of standards of educational provision,
organisation and achievement” (Tang and Morrison 1998: 259). Therefore, marketization of public servicesis
unlikely to succeed in devel oping countriesthat do not have profitable public enterprises. Anexcessivenumber
of employeesaddstothecost of operating theseunits. In countrieswith high rates of unemployment, governments
cannot command strong popul ar support for privatization and retrenchment.

Privatization cameat acost intheform of increased unemployment (especialy among ol der workers) that
put pressure on thewel fare budget, human effects (inlossof prideand purposeamong workersmaderedundant),
andincreased economicinequdity (witharisein profit and fal inwagein the privatized industries) (Self 2000:
112). Severd governmentsinthedeve opingworld havefaced difficultiesinfinding buyersfor public enterprises,
and corrupt practices have been aleged in caseswhere the assets have been sold at unusually low prices.

The contracting-out processisal so open to corruption and mismanagement. A natura responseto the
overloading of government agencies has been to contract-out operationsto private agencieswhich have
experiencein providing certain kinds of services. Starting with the specification of goodsand servicesto be
provided, the processbecomesimmensely complex and difficult to manage asthe need for constant monitoring
and supervision addsto the aready heavy load of work and cost for the public agencies. Theselead todiverse
resultsin devel oping countries. Whilethe cost for service provision could be reduced, the quality wasa so
lower in India(Mills 1998, 38). Beracochea (1997) found poor results of contacting-out in Papua New
Guineadueto inexperienceof contractors, low wage pai d to workers and poor management of the contracting
process. Contracting-out in South Africacost morethan that of direct provision (Broomberg, Masobe and
Mills1997). Therearewaysfor “ providing incentivesfor contractorstoimprove performancein abest-efforts
environment and to keep costsunder control inacost-reimbursement environment” (Kelman 2002: 295). But
therigid bureaucratic systemin the devel oping countriesis unableto make such adjustments. These problems
offset someof thefinancia gain achieved by marketization for increased managerid responsibilities.

Theintroduction of fees and chargesfor the use of public serviceswas advocated on the pretext of
increasi ng efficiency and accountability. But it must be gpplied with utmost care. Some public servicescannot
and should not befinanced through charges, while others can beimproved if the public aremade aware of the
cost and can be persuaded to pay for using them. Thisstep could facilitate competition with the private sector
and result in areduction of consumption. User feesare not recommended for core government serviceswith
broad socia objectives.

Theargumentsagainst user feesare grounded on the principles of equity and ability to pay. In developing
countries, thisapproachislikely tolead to higher cost of essentid servicesthat alarge section of theimpoverished
popul ation may be unableto afford. The consequence could be an exacerbation of thed ready existinginequities
andintensified dissati sfaction and dissent among the citi zenry. The price of consuming public servicesislikely
toriseastheWorld Bank has been exerting pressure on several developing countriesto increasetariffsand
aspectsof equity, equality and accessaswell asthequality of services. Intheabsence of asound system of rule
enforcement and alevel playing field in devel oping countries, it becomesa most impossibleto ensurefair
competition. Whilethe previousarrangements sought to uphol d these public sector va ues, marketi zation replaces
themwiththethree Es- economy, efficiency and effectiveness. Sincegovernmentsin devel oping countriesface
variousimpedimentsin theway of achieving efficiency and effectiveness, both setsof valuesremain unachieved,
and thecitizensareworse off with the new pattern of serviceprovision.

Public services have been distinct dueto the characteristic of being accessibleto all citizenswithout
regard to their ability to pay. Traditionally, governmentsfelt obliged to arrange for anumber of basic services
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that could be consumed by the public, and no barrier wasimposed in theform of feesand charges. Infact, the
intention wasto make such services avail ableto the vul nerabl e groupsin soci ety and this congtituted one of the
most critical functionsof thegovernment. In devel oping countrieswith hugeincome di sparities between groups
and higher incidences of poverty, such arrangementshave awaysbeen vital to thesurviva of thegroupsat the
lowest income bracket. M arketization seeksto eliminate such distinctions between powerful and powerless
groups, and makes service provision contingent upon the singlefactor of ability to pay therequired feesand
charges. Evenwith subsidiesfromthegovernment, the strong emphasison thethree Esthreatensthevulnerable
groupswithexclusion.

Competition among providers seeking to providethe same services could tilt the balancein favour of the
consumers. [dedlly, the providerswoul d seek to attain alarger share of themarket by improving thequdity and
range of their services and make constant effortsto keep the price within thelevel of affordability of the
consumers. Thesebasi ¢ principles of themarket system do not gppear to havethedesired impact in developing
countries. In many cases, the competitors becomed liesin striving for winning the contracts, and cartel s (often
informal) areformed. The position of the government becomesweak asthe powerful private enterprisesgang
up to wrest contracts at absurdly low prices and thereafter continueto disregard the rulesand regulations
intended to ensure the quality and price of services. Assevera governmentsin the developing world face
chronic political and financid problems, they often become hel pless and tend to accept the unfair conditions
proposed by the private sector serviceproviders.

Sdf dispelled themyth of impartiaity in small governmentsby pointing out theinequality in resourcesand
influence among interest groups and stated, “that the worst affected interests are those of the poor” (2000:
119-22). Governmentsin devel oping countries are often challenged on the grounds of | egitimacy or of winning
electionsthrough unfair means. Thereishardly any cooperation fromthepolitical partiesin opposition. These
factorsmakethegovernmentsextremey week, and makeit impossiblefor them to mediatein disputes between
thevulnerable consumersand powerful providersof public services. Infact, they may beforced tofollow the
dictatesof the providersin order to collect whatever amount of revenuethat may beforthcoming from these
private sector agencies.

The popular argument that the government i sless efficient than the private sector in providing servicesto
thecitizens can bechalenged. Thecriticism usualy stemsfrom the poor performance of public enterprisesin
terms of economy and profitability (Heracleous 2001: 70). Because of competition and the profit motive,
market firmsmakemoreeffective use of given resourcesthan government agenciesthat lack smilar incentives
(Self 2000: 100-1). Thisargument holdsfor only ahandful of private enterprises, and many market firmsthat
go out of businessdueto inefficiency or bad business practicesare not cited asexamples. Althoughrelatively
smdll-scale problems and cases of i nefficient practicesin public agenciesreceive widespread publicity, many
private agencies have escaped that kind of mediaexposure.

M arketization and competition have captured theimagination of anaystsand governments. International
agencies such asthe World Bank, International Monetary Fund, and the Asian Development Bank have
strongly advocated such reformsto hel p devel oping countriesovercome someof the basic problemsingoverning.
These agencieseven attach conditions of structural reformsto the grantsawarded for aid and assistance. At a
cursory glance, itispossibleto list anumber of benefitsthat could bereaped from amovein thedirection of
marketization of publicadminigration. But themarkedly different circumstancesin devel oping countriespreciude
thepossibility of successfully introducing and implementing reforms, and most of the expected advantages
remain unattained (See Caiden 1991). Infact the side effects of marketization can lead to more unfavourable
outcomefor devel oping countries and they may beworse off than before.
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Increased Income Disparities

Disguised unemployment isacommon festurein devel oping countries. Large numbersof employeesare
onthepayroll of public enterprises, dthough their contributionto the performance of theorganizationisminimd.
Frequent reportsin the mediaabout thelack of work and profit in public enterprisesforced governmentsto
serioudly consider privatization. In several Asian countries, there hasbeen strong resistanceto privatization
from the empl oyees and the unions. Union resistanceled to ashutdown asmillions of state employeeswent on
grikein Indiaover the government’sprivati zation plans (Internationa Herald Tribune, 22 May 2003). In some
countries, theunionsareoften controlled by |abor frontsof political parties, and thusthe oppositionto change

Tablel

Problems of Public Service Marketization in Developing Countries

Strategy Desired Result Side Effectsin Developing Countries

Lack of buyersfor public enterprises

Interest in assets, not enterprises
Roll back gover nment
L arge-scale lay-off and unemployment
Privatization | Efficiency
Social cost of job loss

Competition
Union resistance/l ndustrial problems

Better Services
Lossof industrial base
Corruption
Added burden of regulatory

Reduce burden on arrangements

Contracting | government
Out Irregularitiesin tendering process

Open Competition
Poor system of monitoring

Fair Price
Cartels
Reduce public Exclusion of the poor
expenditure
User Unfair price-setting system

Charges Cost recovery
Cost of collection
Rational consumption
pattern Increased income disparities
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canbeformidable. Thesodid dimens on of large-scd eunemployment isa so afactor. Governmentsin devel oping
countriesdo not have the capacity to arrange aternative employment, nor do they have asound system for
providing socid support. It bearsthe potentia danger of lossof self-esteem for alarge number of peopleaong
withthestigmaof unemployment. A pprehension of socid disturbance and massresentment preventsgovernments
from taking harsh decisionsessentia for effective marketization of public services.

With the advent of globalization, increased movement of ideas, talentsand commaoditieshave been taking
place acrosstheworld. Such changeshave added to the compl exities of planning and implementing changesin
the public sector without di sruptions. Devel oping countrieshavelong suffered from theimpact of “braindrain”
astrained and high calibre employeesmove out to other countries offering better opportunitiesand rewards.
Thequality of the public service suffersand gradually comesto be dominated by bureaucrats of mediocre
cdibre. Thisseverdy affectsthe chancesof improving thequality of public servicesand underminestheguiding
principlesof public management reforms.

However, there has been limited successinthe effortsto introduce market principlesin the provision of
public servicesin some devel oping countries and | essons can be drawn from them. Bhaskar and Khan found
that amajor public sector enterprise in Bangladesh had an excess number of white-collar workers, and
privatization helped to reducethis problem (1995, 271-72). “ Mexico hasfollowed the strategy of privatizing
smaller and less controversia enterprisesfirst and use the experience gained to in the processto privatize
larger, riskier and priority sector industries’, and this seemsto have succeeded (Daoshi 2000, 674). Ecuador’s
experience suggeststhe establishment of aregulatory framework before privatizing (Anderson 2000). Other
experiencespoint to theutility of adopting alonger timeframefor marshalling theresourcesaswell aspolitica
support for the privatization process, particularly to reassure the stakehol ders (Molano 2000). However,
Haquehaspointed out theincompatibility of administrative systemsin Third World countrieswith their economic,
political and cultura contexts(1996a, 323-25). The sameargument gppliesto theideaof replicating privatization
and contractud arrangementsinimproving theddivery of public servicesin devel oping countries. Such changes
can only beeffectivewhen applied in cons stency with the socid, politica and economic realitiesthat confront
devel oping countries. Based on the current state of affairsin most developing countries, it can be said that the
groundsarenot yet reedy for proceeding with marketization indiscriminately and it could generateunfavourable

reactionsfrom the stakeholders.

Outcomeand Consequences

With cutbacks and reduction of personnel, some governmentsin devel oping countries havebeen ableto bring
downtheleve of direct financia cost of providing some services. But theindirect costs— related to loss of
jobs, social status and self-esteem, and moreimportantly, the tendency by agenciesto cut cornersto remain
withinthereduced budgetary limits- adversdly affect the quaity of management and the senseof well beingin
the society. With high rates of unemployment and socid unrest, devel oping countriesare compelled to replace
thedirect cost of providing public serviceswith higher indirect costs.

Oneof the principal reasonsfor the sustenance of traditional public administration valuesand practices
has been the monitoring and scrutiny by thelegid ature and other supervisory bodiesthat keep aclosewatch
over public agencies. Oncethissafeguardisremoved by transferring thetask of providing public servicesat a
chargeby private agencies, consumers|oseacons derable degree of confidence and control over thestandard
and range of services. Haque (1996b, 527) described the * gradual replacement of such public normsas
representativeness, accountability, equaity, and responsivenesswith the market values of individuaism, utility,
competition and efficiency” asanintdlectua crissfor public administration. The problem becomesmuch more
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complex astheinherent problems of devel oping countries escalate and affect the delivery of public services.

Thus, the process of marketization of the public sector in devel oping countries|eadsto severa associated
problems. First, the highly publicized gainsin efficiency and reduction in public expenditureisoften surpassed
by theextremely highindirect costsand artificial enhancement of productivity. Thehigh transaction costsare
ignored and this produces adistorted view of the benefits of marketization of public services. Small savingsin
termsof money and manpower are attained at the expense of some of the fundamental principlesof public
serviceaswell asthelossof confidence of the publicin the competence of the government and itsagencies.
Deve oping countriescannot afford the high cost of introduci ng the princi ples of marketization and competition
inreform attemptsto cut cost and rai se productivity.

Secondly, thereiserosionin the power, credibility and legitimacy of thegovernments. Weak governments
indevel oping countrieshavelittle bargaining power intheir dealingswith theresourceful, organized and highly
competent service providersfrom the private sector aswell astheinfluential international agenciesand
multinational corporations. Theseagenciesareableto securevariouskindsof unfair advantagesby negotiating
with the government and pledging their support in order to obtain autonomy in setting fees and standards of
services. Strings attached to aid and revenue generated through the operation of multinational corporations
erodesthe bargai ning capacity of governmentsin devel oping countries.

Thirdly, consumers of public servicesarealready in aweak position in devel oping countriesdueto
inadequate protection from the government and the existence of regulationstilted in favour of the service
providers. Asaconsequence, the consumersemerge astheweskest party after theintroduction of marketization
inpublic administration. A parallel development of thistrend isthegainin power by the private enterprises.
They forgealianceswith powerful groupsinthe government and are sooninaposition to dictatetermsand
conditionsinthetransactions.

Takinginto consderation the progressand potentid pitfallsof marketization of public services, thereare
reasonsto questionthemotives, principlesand practicesof suchreformsin deve oping countries. Thesecountries
areyet to arrive at the stage of devel opment where the provision of public services can be handed over to
private providerswithout risk of mgor disruptionsor threet to theinterest of the consumers. Thehighincidence
of poverty and wide gap between theincome groups makethe prospect of user charges counterproductive, as
thewedlthy receiveahigher shareof public services. Plansfor privati zation will not apped tothecitizensunless
the costsand benefitsare carefully cal culated, and demonstrated to benefit them. Contracting out will continue
to bearisky strategy without effective measuresfor enforcement and monitoring. Weak governmentsare
unableto provideclear direction, assuch transformati onshave not been on their plansand agendafor action as
they prepared to govern devel oping countries. Findly, themarketization of publicadministration at theingstence
of donor agencieshasled to ahost of undesirable outcomes. Instead of making governments more economical
and efficient and consumersmore powerful and conscious, marketization of publicadminigtrationin developing
countrieshaseroded the power of the consumersand thegovernments, while contributing to astronger position
for the private sector and international agencies.

Much of the fallout of recent public administration reforms can be attributed to the rapid wave of
globdization. A uniform gpproach intermsof thekey va uesinformulating rulesand implementing them and
delivering public servicesiscommendable. However, these need not be extended to push for uniform political,
socid and economic systems, becausethediversty of culturesand indigenous conditionswill producedifferent
outcomesin different locations. Uniquenessof culturesand countrieswill most likely producedifferent results
between devel oped and devel oping countries. Globalization and associated changes arefacilitated by the
establishment of knowledge-based societiesand acertain level of sophistication ininformation technol ogy, but
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most devel oping countrieslack the basic facilitiesfor performing public administration functions. In spite of
promises and pressures towards marketization, corporatization, privatization, customer orientation and
devel opment of thethird sector, theresultsarefar from satisfactory inthe developing world. At thesametime,
themethodsand mechani smsfor establishing asystem of democrati c governance, characterized by accountability
and transparency, areyet to be materiaized. Moreover, many devel oping countriesaredriven by thedesireto
protect nationa interests, and are under pressureto deal with ethnic diversity and other problemsthat tend to
bedivisivein nature. Thus, conflict of traditional and modern values and acertain degree of bureaucratic
intransigence affect the search for alternatives and hinder the successful implementation of reforms.

Theseargumentsare not meant to suggest that market-oriented reformsare not suitablefor improving
public servicesin deve oping countries. Rether, the point isto emphasizethe need for achieving reformsinbasic
social, political and economic activitiesthat would preparethe groundsfor theintroduction of reformstoroll
back the state, recover costsfrom users, and expose public service providersto the market forcesin order to
bring out the best of their efforts. Future research can bedirected at identifying theinfrastructure required for
the successful implementati on of market-based reformsand operating themin devel oping countries,
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