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The Relativity of Efficiency

OnE oF THE menTs of American citizenship most fiequently exeicised
15 that of cuticizing the mefficiency of government, but 1t 1s difficult
to find many references to the lack of governmental efficiency that
reflect genuine thoughtfulness. Almost no one, howeves, indulges m
sinular glb lizations about the effi of other mstitutions
o1 organizations Few peisons attempt to judge, for example, the gen-
eral efficiency of Bethlehem Steel or of General Motois, Most of us
need to develop a corresponding 1estiamt m evaluating the efficiency
of gov It is dang to be dogmatic about effi of
admumstiation m any field, pubhe or private, big or little. Who would
venture to assert that the prmtmg plant producing the New York
Times every day 1s more or less efficient than the plant producing
the Saturday Evening Post every week? Presumably the Times plant
18 the most effictent plant known for producmng the New York Times.
Presumably the Post plant 1s the most efficient one known for produc-
mg the Saturday Evening Post. The question is: what objectives is
the 10n trymg to phish? What means aie available to
obtam the deswred end? In shoit, what ave the critena?

Evaluation of Efficiency

Fashion merchandise does not lend itself to assembly-line produc-
tion. Small shops can spLing into action and serve a maiket for such
goods before a big one can even get orgamzed Clearly an rtem chiefly
dependent on some rare manual craftsmanship can be most effi-
ciently produced m a small shop. Nor aie these the only advantages
that go with smallness n size, The owner of a prmting plant domng a
mllion-dollar busmess once told me that any prmting job amounting
to less than a hundred dollars costs hun money because it costs that
much merely to get a job gomg in his establishment. Yet certainly
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there are hundreds of small plants which can earn a profit even from
five-dollar jobs

Some years ago an industrialist described to me the difference in
efficiency 1m two plants he operated, both manufacturng similar
products. One had been m production only three years. It employed
thiee hundred peisons. The other had been in opeiation for thurty
yeais and employed thousands Yet similauity m then functions of-
fered a basis for computing comparative efficiency. What he had
found was that the new plant was not nearly so effictent as the old
one; 1t was, as he said, too new to be lughly efficient It 1s my ob-
servation that this factor of age 1s equally 1mportant m government.
From the standpomnt of opeiations pei se, a new governmental agency
simply cannot be expected to be as efficient as an old one New
oiganizations, whether m or out of goveinment, are Iikely to be
more efficient in terms of “dnve,” mmagmation, and bold policies,
but they are almost necessauily less efficient than older ones m ef-
fectuating their purposes. Obviously any big and complex new unit
with a big and complex new function will be less efficient in 1ts opera-
tions than a new unit with a small and simple function But 1t 15 also
a safe assumption that small new agencies will ordmanly be less
efficient than big ones that are older.

These considerations illushate the futility of most references to
governmental inefficiency as contiasted wath the efficiency of piivate
mdustry. Patently the government 15 moie efficient as a political
agency than 1s puvate mdustiy. Even with all 1ts modern mterest m
public relations and 1ts growing appieciation of p 1 ad
tration, industiy does not have to be nearly so political as govern-
ment And surely government 1s more efficient at providing mmimum
educational advantages, o1ganizing 10ad systems, and many other
things mcluding commg, issung, and regulating the value of money.
Some of these functions are of the essence of government and are so
completely accepted as such that there 15 today no argument what-
soever as to the propriety of these things bemg handled by govern-
ment, Yet 1t was not always so and the fact that 1t was not should help
us appreciate that the real question with 1egard to new uses of gov-
ernment is smply this has the function mvolved come to have a
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handled governmentally? Theie is no clear hmting prmeiple for
gov 1 action in a d . The range of public power and
activity will and should differ at different times m history.

Efficiency Is Relatwe

Theze 15 no absolute, universal, and mtrmsic difference m efficiency
as between public and private management or between big and Iittle
busness that may serve as a safe guide 1 determining, on that basis,
whether o1 not any particular function should be entiusted to govern-
ment But there are other objectives and considerations according to
which governmental management of that particula1 function wall be
adjudged by the people to be more or less desitable than continued
puvate management These other objectives and considerations
change from time to time and they are certain to change 1 the future
as they have n the past These things are the vatally important fac-
tors, they count for more 1n the scales of democracy than the relative
efficiency of government—though this too 1s impoitant—n the per-
formance of a function that could concewvably have been left in
private hands,

Even 1f one should believe that government 1s more efficient than
other forms of enterpuise, there are other values than the values of
efficiency about which one should be concerned. Our descendants
may espouse socialism 1 some foim or other, whatever they do, 1t
can be set down with certainty that they will insist that thew society
shall foster and protect 1 new and special ways values moie m-
portant than mere efficiency Man never will live by bicad alone The
argument, however, should be made on the pomts of our 1eal con-
cen Are there new and better ways of mamtamng old values we
know to be good? If so, let them be developed, considered, and
adopted This1s the hope of giadualism, as contiasted with 1evolution.

Agamst this background, however, there aie many things that
could be saxd about specific aspects of the relative efficiency of gov-
ernment and busimess. Is there, for mstance, moze o1 less nepotism 1.
business than m government? Are appomtments n the one field more
a reflection of pull and puvilege than in the other? No one knows.
My guess is that m these respects government 1s superior. Yet it may
be otherwise; the subject 1s certamly debatable, Is purchasmg as done
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by government more or less a matter of favonng fiiends as compared
with purchasing as done by corporations? No one knows Agam my
guess 1s that government has the better record. Do the personal, 1r-
relevant wmterests of executives determine thewr decisions more often
m busmess o1 m government? No one knows. But here too my guess
is that because of the public-interest phere sur ding 1t gov-
ernment normally gets a more completely disinterested judgment
from 1ts executives than does a commercial corporation.

Countless sumlar questions could be posed The answers to them
would doubtless underscore anew the fact that people are capable of
reacting to dufferent stunuli m many different ways. The profit motive
is not the begmning and end even of self-interest Enhghtened self-
imnterest often becomes astomshingly altrwstic It is by no means un-
common for busmessmen to work every bit as hard at things mvolving
no material self-interest as at then businesses The selfish desire to
be well regarded often floweis 1 truly social atttudes Persons in
government are charactenistically among those who seek other than
monetary returns and rewards. Perhaps scientists carrymng on re-
search m government laboratories furnish the clearest examples;
they carry on significant and zealous work without bemg moved by
anything hike the profit motive.

The Dynamac of Competstion

But the prmcipal advantage commonly attributed to private enter-
puise 1s that of dynamics “Individual mitiative” and “free competi-
tion” are popular slogans because we have believed that they have
been the prmerpal secret of our rapid progress. Even with respect to
these factors, however, we have more sentiment than cold analysm
and measurement. Take, for example, the 1ather common charge that
we have an “economy of waste”, that waste has been blandly de-
fended, or discounted, as good economucs, as bemng on the ‘whole
profitable But no one seems to have attempted to compute a balance
sheet, a careful, factual estimate of the total cost of our wastes and
total dynamic return from them.

Probably we shall never make a determmation on any such basis,
but 1t 15 worth while to ponder the question a bit. Before the war a
friend who 1s in the o1l busimess told me that if a motorst started from
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Richmond to drive to Los Angeles and bought a pint of gasolme at
each filling station he passed, he would, on arriving at Los Angeles,
have not only a full tank of gas but enough m addition to fill two tank
tranlers. This is just one aspect of a situation treated popularly some
years ago in a series of articles m Colher's Weekly, “Too Many Re-
tailers ” It1s a famihaz story to anyone who visits his old home town
and observes the effects of moitality among busmess houses. The
once familiar Man Stieet has become a stange place—and this
despite the fact that he cannot know of othex changes between his
vasits which have left no trace at all

Notwathstanding all we hear about “duphcation” in goveinment, 1t
15 my observation that this 1s no more a major problem m public ad-
ministation than 1t 15 1 any other field. Bureauciacy 15 1ts own check
against duplication—and fo1 much the same reason that busimessmen
would, if they could, end competition. Duplication exists m almost
all non-governmental fields, and though 1t is generally believed to be
a blessing, 1t 15 not so 1egarded by busmessmen as they come directly
up against 1t On the contiary they do then best to get away from the
“fee competition” they loudly espouse during pohiacal campaigns

One of ow national busmess journals called two or three years ago
for suspension by the Department of Justice of its enforcement of
the anti-trust laws, The waiter did not attack Congress and demand
repeal of the laws Instead he attacked Thurman Arnold for trymg to
enfoice them! He did 1t by questioning the national behef m free
competition and by insistmg on the mevitability of bigger and bigger
business Here are three of his paragraphs:

“The old theory of competiion was that 1t lowered prices down to a
pomt just far enough above the cost of production to assure a small margin
of net profit and contmuance of the busmess. Actually, as we have learned
over and over agam {rom d p forces
prices down to & level which is less than the actual cost of production.

“In any competitive price war, which so many politicians seem to thnk
should be encouraged, the lowest piice level 1s from 10% to 20% under
the real cost of production This means that a corporation with the greatest
resources 1s bound to win at the end of any competitive struggle It also
means that in a price war, competitors would fight on, gradually exhausting
their strength until, Iike roosters m a cock fight, one or both dies. Unlke
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roosters, however, mds hists have imtellige and judgn So they
do therr best to bow to the law, at the same time they get together some-
how to prevent suicides. . . .

“With every good mtention, they attempted by legal enactment to
reswrect and 1evitahize 1t They sought to upset an economic trend and to
break up combmations by law. Of course, they did not succeed Natural
law made cynical jokes of our man-made anti-trust laws Withm the past
50 years, and since the passage of the Sheiman law, there has been a
ventable slaughter of small umts Corporations and combmations of
them have grown by leaps and bounds, until the so-called mdependent
15 today the exception. Officially we have not yet recogmzed the im-
mutability of the natural law. The fight agamst 1t is kept up at great and
wasteful legal expense ”

After this defense of big and bigger business, the writer opposed
big government, Consider his argument

“Ideas and progress come from individual minds, pot from the mass
The crowd can feel, hate, consume and destroy, but it cannot build ”

Here he seems to be on Thurman Arnold’s sidel He apples ths latter
thought to government It could as well be applied to busmess

The problem of dynamics i big business 1s not mherently different
from the problem of dynamics m government. Socially we have rehied
less on progress brought about by a single big company than on
progress made by a varety of companies, both big and httle Yet
big busmess 1s capable of making many mportant contributions to
society So, too, 1s government, which 1s one entity and yet many.
But both of them can perfect thewr oiganization to enswe greater
dynamsm—and both need to do 5o, Incieasing giantism m our major
corporations will simply mean that this will become more and more
of a common problem for buswess and for government.

1t has been said that Congress causes government to be inefficient
by ordermg the domg of thmgs that are not requued. According to
whose judgment? By what critexia? Who 1s to say that Congress is
“wiong” m interpretng popular sentiment as mdicating a need for
a certam action? Wherem does such a Congressional determination
duffer essentrally from that of the board of directors of a commercial
corporation? The board has the criteron of corporate profit, Con-
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gress, the criterion of national need and sentiment. Is the criterion of
corporate profit a superior and more efficient criterion? Are all exec-
utwve and board decisions m business good decisions?

Anatomy of Efficiency

The most persistent and most thoughtful argument respecting the
relative efficiency of government and busmness 15 that competition,
presumably present m business and lackng i government, guaian-
tees efficiency m buswmess and that therefore puvate enterpiise s
natwally more efficient than public enterpuse. But 1t may be ques-
tioned whether competition 15 absent fiom governmental adminstra-
tion Each of thousands of budget estimates competes stienuously
with all others for appropuations Each buieau, each program, each
project, has to fight for bfe and funds A section head 15 under tre-
mendous pressure m pirepang estimates to justify his askings, he
has to play down, skump, or 1educe estimates for projects that he can-
not hope to justify effectively m contiast wath other items from other
sections. Thioughout the year that follows he must contmuously
watch and review so that he can adjust any part of hus work that
would make his section competitively vulnerable, The division chief
goes through the same process, coming up at the end of the yea1 with
a budget 1equest he knows he can fight for agamst askings of other
dvisions in the bureau. The bureau chief functions similarly m
handlng requests from all lus divisions, accepting those he feels able
to justify m the depaitmental compelition with other bureaus. So
with the department. It presents to the Bureau of the Budget only
what 1t feels able to justify m competition with other depaitments.
The Budget Bureau goes through the same process m preparing sub-
mussons to the President and to the Congress. Finally Congress itself
holds lengthy hearmgs, cnticizing and scrutimzing the budget in de-
tail m terms of the probable reactions of constituents back home. In-
variably these hearngs result m definite cuts; yet these reductions
may not represent the end of the gantlet. Even when the chambers
are unable to decide on specific ways to make reductions, they may
order horizontal cuts, leaving 1t to agencies to find ways of making
particular reductions.

This process resembles very much what happens n busness, There



The Relativity of Efficiency 55

the drive behind the process may come from competition m the sense
of the urge for profit, whereas m government the dnve behind the
process comes from desne for public acceptance and approval But
the process 1s essentially the same. Can anyone be swe that these
different urges workmng thiough smlar admimstrative processes wall
produce essentially different results?

It 15 to be questioned, too, whether competition 1s by any means so
constant a force i private busness, or so cleaily a force mn the direc-
tion of efficiency, as many assume.

A perfect monopoly would obviously be free from the immediate
and most drastic pressures of competition. But thcxe are many de-
grees and lands of poly, so that 15 d in
countless ways and in varying degrees It 1s 1n the nature of busiess
to want to ehmmate competition It 15 m the nature of busmess also
to try to set its own competitive stage by focusing attention on pomts
other than those calculated to encomage objective companson be-
tween 1ts products and those of 1ts competitors What 1s to be said of
the trmnsic efficiency of mvesting huge capital and a great volume
of manpower m the manufacture and sale of such products as chew-
g gum, nail pohsh, lipstick, Dr. Kwack’s Gout Router, and other
simular tuvia? Even with government restraming the mefficiency of
free enterprise through a Food and Drug Administration empowered
to exclude many deleterious goods fiom the channels of trade, there
15 m the market a ternfic amount of what-of-1it merchandise. Wasteful
and unimportant featmes become the basis of competition 1 many
mstances Department-store overhead has tended to go up steadily
for yeais because of a competitive race to provide costly services and
features Two Ily known i industrialists asserted m
my heaimg several years ago that the way to make money 1s to mvent
a doodad 1ather than to expend effort on more fundamental reseaich.
These aie some of the aspects of competition that disqualify 1t as a
force making for efficiency.

What is an “economic good” after all? Is 1t not anything that satis-
fies a human desure or a deswe people can be made to have? Wheremn
acmally does 1t differ from a po]mcal good” which 1s the basis for

1 action and gov: 1 administration? What 1s more
eﬂiclent than what? Who says so? What is efficiency anyway? These
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questions, 1t seems to me, all fall before another, greater question:
What do the people want to do? That is a pohitical question Politics
determmes the basis on which economics hves and moves There 15
therefore no easy way to compare efficiency m government with effi-
ciency m busmess. The president of the New Jersey Bell Telephone
Company, Mr. Chester Banard, m The Functions of the Executive
declares that there is no objecte test for broad efficiency eacept sw-
vival. There 15 no real pomt {o ghb assertions concerning 1elative
efficiency of government and busmess There 1s much pomnt to efforts
directed toward making both government and busmess better able
to survive, more adjustable, more satisfactory 1 then functioning,



