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The quality of public management is a recurrent concern in many countries. Calls to attract the economy's
best and brightest managers to the public sector abound. This paper studies self-selection into managerial
positions in the public and private sector, using a model of a perfectly competitive economy where people
differ in managerial ability and in public service motivation. We find that, if demand for public sector output
is not too high, the equilibrium return to managerial ability is always higher in the private sector. As a result,
relatively many of the more able managers self-select into the private sector. Since this outcome is efficient,
our analysis implies that attracting a more able managerial workforce to the public sector by increasing
remuneration to private-sector levels is not cost-efficient.

© 2010 Elsevier B.V. All rights reserved.

1. Introduction

The quality of management in the public sector is a recurrent
concern in many countries. Part of this concern is based on the
perception that the public sector is an unattractive employer for high-
quality managers. Inferior remuneration and weak financial incen-
tives attract less talented managers to the public sector and lead them
to put little effort in their job. For the US, this is nicely illustrated by
the report of the National Commission on the Public Service (2003),
which concludes that “recognition that there is much wrong with the
current organization and management of the public service is
widespread today.” (p.2) and that “too few of our most talented
citizens are seeking careers in government” (p.iv). Moreover, “too
many of the best recruits are rethinking their commitment, either
because they are fed up with the constraints of outmoded personnel

systems and unmet expectations for advancement or simply lured
away by the substantial difference between public and private sector
salaries in many areas” (p.8).

Not only policy makers are concerned about the quality of
management in the public sector. Employees in the public sector
have similar concerns and “vote with their feet”, as is illustrated by
Table 1. This table reports data from a large-scale survey conducted by
the Dutch Ministry of the Interior and Kingdom Relations among
workers who have quit a public sector job to take a private sector job
or vice versa in 2002 in The Netherlands. The second and third column
of Table 1 list the percentage of workers who claim that management
aspects had been one of the threemost important reasons to quit their
former job.1 While 35% of the respondents who moved from the
private sector to the public sector consider management as important
in their decision to quit, this holds for more than 60% of the
respondents moving in opposite direction. It is also clear from
Table 1 that management aspects are an important reason to quit in
all 7 branches of the public sector.
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1 Respondents could choose from a list of 19 potential reasons for leaving one's job,
including items like salary, promotion prospects, atmosphere, and responsibilities.
Table 1 gives the percentages of people who among the three most important reasons
list either personnel policies, general management of their unit, or supervision. Similar
results arise if we single out each of these categories. Also, restricting attention to the
single most important reason for leaving one's job or to people who do not supervise
anyone themselves does not alter the general picture.
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Several policy makers have called for a change: The public sector
should attempt to attract the economy's best and brightest managers.
In thewords of the National Commission on the Public Service (2003):
“Salaries for [executives in government] should be based on the
compelling need to recruit and retain the best people possible.”(p.26)2

This paper questions this view. In a nutshell, we show that, if demand
for public sector output is not too high, perfect competition on all
markets results in an equilibriumwhere relatively fewof themore able
managers seek employment in the public sector. The equilibrium is
efficient. Hence, attempts to attract a more able managerial workforce
to the public sector by increasing remuneration to private-sector levels
will reduce efficiency.

We develop a model of a perfectly competitive economy with two
sectors, the public sector and the private sector. The sectors differ only
in the kind of output that is produced; the production technology and
the institutional environment are assumed identical. Production takes
place in units consisting of one agent (the manager).3 Output is
homogeneous within a sector, and is sold at themarket-clearing price.
Further, agents are residual claimants of their unit.4

Crucially, agents in our economy differ in two characteristics. First,
agents differ in managerial talent. Talent increases one's effectiveness
as a manager. Hence, better managers earn a higher income and attain
higher utility.

Second, agents in our economy differ in public service motivation
(PSM), which we define as a relative preference for working in the
public sector. Public service motivation can arise from a preference for
tasks specific to the public sector, for contributing to goals specific to
public organizations, or for helping the specific set of clients that is
served by public organizations in sectors like health care and

education.5 Inmost of the paper we let a person's PSM be independent
of effort and output; later on, we relax this assumption. Crucially, we
assume that PSM is sufficiently widespread in the economy (or,
equivalently, that demand for public sector output is not too high) so
that in equilibrium the marginal agents – those indifferent between
working in either sector – have positive public service motivation.
Consequently, the equilibrium price of public sector output must be
lower than the price of output in the private sector. For otherwise, a
given amount of production in the public sector would yield agents
equal or higher revenue and higher motivational utility compared to
the private sector, so that no one with positive PSM would be willing
to become manager of a unit in the private sector.

This difference in output prices between the public and the private
sector has profound implications for the effect of managerial ability on
an agent's payoff in the two sectors, and so for the sorting of people
into public and private management. We show that, in any
equilibrium where demand for public sector output is not too high,
the marginal return to managerial ability is higher in the private
sector than in the public sector. Hence, the relative attractiveness of
the public sector decreases in ability, and when the right tail of the
ability distribution is sufficiently long, all of the most talented agents
reside in the private sector. Furthermore, relatively many of the least
able agents sort into the public sector.

An important aspect of our analysis is that low remuneration for
agents in the public sector arises endogenously. While this implies
that the public sector attracts agents with relatively low ability, it is
the least costly way of producing a given amount of public sector
output. Hence, attempts to attract a more able managerial workforce
to the public sector by increasing remuneration to private-sector
levels are not efficient, neither from the perspective of a policy maker
minimizing cost of public goods provision nor for a social planner
maximizing social welfare.

Our theory is well in line with recent empirical findings on public–
private wage differentials at the higher echelons as presented by
Bargain andMelly (2008), using panel data for France. Whereas cross-
sectional estimates show substantial negative public sector wage
premia at the top of the wage distribution, these are much smaller
when controlling for individual fixed effects. Bargain and Melly
(2008) conclude from this finding that: “At the top of the wage
distribution, agents with the highest wage potential ... have self-
selected in the private sector” (p.13). Earlier papers on public–private
wage differentials also find public sector wage penalties at the top of
the wage distribution (Poterba and Rueben, 1994; Disney and Gosling,
1998; Melly, 2005), but cannot account for endogenous selection
effects.6

Our theory is also applicable beyond the public–private setting. For
instance, jobs offered by non-profit organizations are often regarded
as attractive to intrinsically motivated people (cf. Preston, 1989; Rose-
Ackerman, 1996). In line with this, most empirical studies find a
negative wage differential in the non-profit sector (Mocan and Tekin
(2003) being a notable exception), and some studies attribute this
finding partially to selection effects. For instance, Weisbrod (1983)
finds a 20% wage penalty for lawyers in non-profit “public interest”
firms, while Goddeeris (1988) argues that a large part of this
differential is driven by selection. In line with our theory, Preston
(1989) finds that the non-profit wage penalty is higher for managers

2 Similar recommendations can be found in a report from the OECD (2001) that
studies countries' experiences with recruiting and retaining public sector personnel.
The report concludes that “The public sector is not usually able to compete with the
salaries offered by private employers, especially those of highly-educated personnel
and managers. However, pay increases may be necessary to prevent an outflow of
highly-qualified personnel.” (p. 29).

3 A more extensive model, including two types of jobs per sector (manager and
worker) and endogenous demand for workers by managers, is contained in a previous
version of this paper (Delfgaauw and Dur, 2008b). These additional features do not
affect the main results.

4 This may seem to be a far cry from real-world production and wage determination
in the public sector. However, this setup allows us to analyze self-selection of people
into sectors when no restrictions are being imposed on price or wage formation, which
gives the efficient allocation. This serves as a benchmark for evaluating attempts to
improve upon the pool of people opting for public management.

5 Recent empirical studies on the motivation of workers in the public sector include
Antonazzo et al. (2003) on nursing workers, Edmonds et al. (2002) on teachers, and
Frank and Lewis (2004) and Gregg et al. (2008) on employees in these and several
other areas of the public sector. Le Grand (2003, ch.2) and Perry and Hondeghem
(2008) provide overviews of the empirical literature on PSM.

6 At the bottom of the wage distribution, empirical studies often find positive rather
than negative wage premia. One reason – outside the scope of our theory – for this
may be that, during wage negotiations, employers in the public sector are less tough
than private sector employers, as in e.g. Haskel and Szymanski (1993).

Table 1
Percentage of workers who mention management aspects as one of the three most
important reasons to quit their former job.

Workers moving from
the private sector to the
public sector

Workers moving from
the public sector to the
private sector

All 35.0 61.6

Part of public sector
Central government 33.9 61.3
Local government 40.4 65.9
Police 31.3 71.5
Researcha 30.7 66.3
Hospitalsb 41.3 53.4
Defence 25.6 63.5
Education 35.5 47.5

Data source: Ministerie van Binnenlandse Zaken, Mobiliteitsonderzoek 2002. All
differences between inflow and outflow are significant at the 1% level except for the
sector hospitals. The total number of respondents is 3038.

a Research consists of universities and research institutes.
b Only university hospitals were included in the survey.
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