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MANAGING TO MAKE GOVERNMENT MAKE A PROFIT


What is profit in government? It's slightly different than the private sector. The private sector definition is clear: revenue in excess of expense. But in government, two things complicate the equation. 

First, there are different types of revenue. Managing state government for example, involves federal, state, local, and private funds, and many subcategories of these. Increasing the federal share of expense produces "profit" for state government, just as cutting expense or increasing sales does for a corporation. 

Second, government is in business for the long term and has certain fixed or hard to change commitments, such as paying for foster children or welfare benefits. Cost avoidance is, there​fore, even more important for government than business. If costs that are certain to occur without intervention can be avoided by management action, this too is government "profit". 

A definition of profit for state government might therefore be: Reduction or avoidance of state expense in excess of the state investment needed to produce such effect. 

What have state governments done to manage their operations to make a "profit"? And what can be done to encourage government managers to do more? As revenues are squeezed further in the coming years, government "profitability" may make the difference between successful and unsuccessful governments and successful and unsuccessful politicians. 

WHERE HAS GOVERNMENT PROFITABILITY WORKED? 

Of the many possible examples, consider the following three: 

1. Who pays the doctor's bill?
Problem: Many recipients of Medicaid are receiving such benefits at 100% state cost, even though many are likely to be eligible for federal Medicaid at 50% federal reimbursement. 

Solution: Use state funds appropriated for Medicaid benefits to pay for the staff and contracting costs necessary to determine these people eligible for federal benefits. 

Result: A reduction in state expenditures for this group of recipients in excess of the cost of determining their eligibility. 

2. Unnecessary foster care
Problem: The state is supporting, at tremendous expense, many foster children who could be returned safely to their natural parents. Children are entering foster care, where efforts to prevent foster care would cost less than the ultimate cost of caring for the child out of home. 
Solution: Use funds appropriated for foster care "maintenance" to pay for staff necessary to assess cases and reunify children with their natural parents where this is safe and appropriate. Use funds appropriated for "maintenance" to pay for preventive services where a child is likely to enter foster care and such intervention will prevent placement. 
Result: In one state, the foster care population was cut in half. An investment of $16 million saved outright or avoided costs of over $24 million. 

3. Fathers who won’t pay 

Problem: Many absent fathers refuse to pay child support for their children. As a result, many families are destitute, and many of these families receive assistance at public expense. 
Solution: Use a share of child support collections to pursue additional child support using contracts with collection agencies. 
Result: Many states have shown that such investments of state funds produce more child support collected than funds invested in the collection effort. When federal support for such collection efforts is put into the equation, states make a "profit". 


WHY ISN'T THIS DONE ALL THE TIME? 

Imagine, for a moment, a business which is organized so that sales revenue is so completely separated from marketing and manufacturing cost centers, that even when the company has a surefire proposal to make a profit, a wall of red tape prevents reinvestment of company funds. What you have, in effect, is a traditional government structure. There is an impassable wall between accounts with money that might be reinvested and programs that could produce offsetting savings. 

Imagine a company where it was so hard to increase profits that the managers threw up their hands, managed "by the rules", and let the company fumble toward bankruptcy. This sounds like the failures of planned economies, and it is. If innovation and entrepreneurship are what make the American economy strong, why cannot these same engines be tapped to make government strong and dynamic as well? Such dynamic performance is possible in government. But it is generally so hard to do that only managers with exceptional perseverance, vision, and political fortitude will undertake the battles to make it happen. 

A PRESCRIPTION FOR SUCCESS 

So what can we do? Consider the following seven point plan: 

1. Put revenue and related expenditures together in the government appropriation process. Make it mechanically easier to move money from the revenue side of the equation to the expense side of the equation when an investment will lead to government profit. This means such things as budgeting child support collections in the same place as child support collection staff; linking up the appropriations for Medicaid doctor bills and Medicaid eligibility determination. It does not mean a blank check for transfers; it means a less bureaucratic channel for transfers when they make sense. 

2. Encourage entrepreneurship in government by making managers report "balance sheet style" on the expenditure and revenue sides of their programs. Put together a true picture of "prof1t" for government, linking revenue and expenditure accounts in government presentations and management accountability. 

3. Find a way to make it easier to approve entrepreneurial government. This will be different for different government and legislative structures, but could include an Entrepreneurial Board made up of respected business leaders with power to approve such projects. It could include expedited procurement procedures for projects. It could include a revolving fund as the government equivalent of a bank. It could even include a monetary reward (for individuals or organizations) for successful entrepreneurship. 

4. Give investments time to payoff. Most governments suffer from "budget myopia", requiring that investment proposals payoff in the current fiscal year. Few business ventures succeed in this way. Most investments have break-even points two, three, or even four years in the future, after which significant profits accrue. If government cannot think in investment terms, it will strangle on its own shortsightedness. 

5. Allow managers to reinvest profits. One of the greatest incentives for managers is to be allowed to use the fruits of their labor to do a better job. Reinvestment can also greatly increase profits, and can speed cash flow by allowing a pilot effort to expand without interruption and loss of momentum. 

6. Train managers in entrepreneurship. Government managers want to do a good job. Government managers want to be accountable. (Government wouldn't work at all if government managers didn't have strong motivation to make government work.) But any manager held accountable needs the tools to control success or failure. Nobody wants accountability without authority. Train government managers on how to use authority and then hold them accountable. Everyone will be surprised by the results. 

7. Most importantly, change the way we think about government entrepreneurship. Virtually every expense category in government has a counterpart, where prudent and targeted investment can reduce cost. Find those linkages and make them work. 

