Governments Operated Like Corporations
By Tim Holland

Why is it that each election cycle we hear the challenge that governments must be run more like corporations?  The proponents seem to be trying to make the argument that there is no corruption, greed, inefficiency, inequality, pettiness or political intrigue running throughout the corridors of the corporate world?  Really? Have I missed something?

It seems to me that attempting to merge the two is somewhat like trying to combine the positive and negative poles of a magnet: an interesting idea doomed to failure as the two components are diametrically opposed to one another.  Governments, especially democratic ones, have a primary focus on people; on their lives, their liberty and their pursuit of happiness (within certain bounds). Corporations are focused on things; on their manufacture, their sale and the income they can generate (within certain bounds).

Are corporations more efficient than governments?  Of course they are!  Corporations have a benchmark that is clearly definable: product profitability.  Democratic governments have a benchmark that is indefinable: citizen happiness.  How efficient would a corporation be if its management, at all levels, were elected by its customers?  Dictatorships always seem to make the trains run on time but democracies…?

Where governments and corporations seem the most alike is when they lose their way.  In both instances the cause is similar: for corporations it is the excessive focus on profitability and for governments it is the excessive focus on citizen happiness.  When corporations shortcut the manufacturing process for the sake of “efficiency” and promote the “sale at all costs” the profits will soar – initially – but are doomed to fail in the long run.  When governments grant their citizens rights without responsibilities and promise them freedom and prosperity without sacrifice the happiness of the governed will soar – initially – but are doomed to servitude and recession in the long run.

There are many things that governments can learn from corporations and the same is true in the reverse.  The key questions have to do with making the right choices.  The problem is that when a corporate manager moves to government he brings an inordinate amount of corporate bias along as baggage.  Keep in mind that “people” on the corporate income statement are an expense, something to be managed; something to be controlled, a limiting factor in reaching the corporations profitability goals.  Corporations are not run for the benefit of customers or for employees, they are operated for the purpose of generating income for the owners.  

It is easy to see why a corporate executive has such a difficult time adjusting to the world of government since it is a completely alien environment.  One hundred percent of the “owners” of a democratic government also happen to be its customers.  Consider a company that has a product whose only market is its own shareholders.  What would be the reaction of shareholders who were told that their annual contribution (taxes) to maintain their ownership in the corporation was to be reduced?  Cheers. However, the reduced income will also force a cut in services (the dividend)?  Boos.  Now there are those that claim that the annual contribution reduction can be achieved by operational efficiencies over the long term, which, of course never seems to come.  In the United States government, management changes come at least every two years with major upheavals every four years.  On the other hand, corporation are able to keep management teams in place for ten to twenty years and successors are usually hand picked.  Five, ten and twenty year plans may work for dictatorships but have a hard time in democracies.

There is also another very basic philosophic difference in the missions of corporations and governments which, if confused, can create serious problems for both and that is in the realm of good times and bad times.  When times are good and an economy is strong, this is when corporations expand: they hire more people, increase salaries, expand product lines, increase capital investment and debt, give bonuses.  As a recession looms, the reverse begins to occur: hiring freezes, layoffs occur, product lines are discontinued, subsidiaries are sold, debt is repaid, bonuses and salary increases disappear.

For governments, their obligations are the reverse.  When times are good governments have an obligation to retrench: they increase taxes and pay down debt, lower expenditures, reduce underused services, focus on planning.  As a recession becomes reality, they are obligated to reduce taxes and increase debt, services increase and employment expands, emergency plans are put into practice.

Reversing or confusing the two roles is where the problems occur.  When governments decrease taxes during good times instead of increasing them and taking the opportunity to pay off debt, they are missing the role of government.  When they hunker down and decrease services and increase taxes as a recession looms, they are missing the role of government. 

It is important for government officials to understand how corporations function and operate but also to understand they have fundamentally different missions and roles.  Yes, there are some management techniques that can be useful in running a large bureaucratic organization but they should be used to enhance the mission and not to change it.  Corporations are all about “things” governments are all about “people.”  Governments exist to serve and protect “people” and when they begin to serve and protect “things” at the expense of “people” they need to have their focus changed or they need to be replaced.
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