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                    Governing SOEs as hybrid organizations
                

                                    
                        In document
                        
    State-owned Enterprises as Institutional Market Actors in the Marketization of Public Service Provision
                        (Sider 167-171)

                    

                            
            
                                
                    Hybridity is not a novel phenomenon (Skelcher and Smith, 2015)  and SOEs are a historical 
 hybrid form that has been understudied in recent years but has found new relevance (Florio and 
 Fecher, 2011, Thynne, 2011, Bruton et al., 2015, Grossi et al., 2015). They are an important part 
 of contemporary public governance also in transportation (OECD, 2014)  and within the 
 economy as such (Bruton et  al., 2015). Public ownership had its heydays in the interwar and 
 post-war periods and became the preferred solution to providing public service (Milward, 2011). 


Public ownership served social and political goals (Milward, 2011)  so it was not unusual for 
 SOEs to prioritize political and societal objectives over economic performance (Wettenhall, 
 2001). In the New Public Management (NPM) reforms (Hood, 1991, Pollitt and Bouckaert, 
 2011)  –  as a marketization process whereby previously state-provided goods and services are 
 transferred to market-based arrangements (Flinders, 2010) – SOEs were the battlefields, and if 
 not wiped away by privatization they were corporatized (Christensen and Lægreid, 2003).  


From a public governance perspective, corporatization of SOEs (Wettenhall, 2001)  can be 
 described not only as judicial or economic reform but also as a process of internal marketization 
 that stresses the move from hierarchal orders towards state-ownership at arm’s length focusing 
 on three elements based on NPM logic. One element is professionalization of ownership where 
 companies are granted economic and juridical independence (Van Thiel, 2012) and ownership is 
 governed via independent boards of directors and management with the purpose of 
 professionalizing the relationship between the government and the companies (Christensen and 
 Lægreid, 2003). The second element is commercial reorientation  where organizations are 
 disintegrated and specialized with the purpose of securing more autonomy (Hood, 1991). This is 
 combined with a move from governing through policies to performance management (Pollitt 
 and Bouckaert, 2011) focusing on commercial objectives (Wettenhall, 2001). The last element is 
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de-politicization of SOEs, which implies that political and coordination tasks should be moved 
 to agencies (Verhoest et al., 2012).  


Despite internal marketization, SOEs are still regarded as facing an inherent goal ambiguity that 
 stems from a demand to exist as market-based public organizations (Wettenhall, 2001)  where 
 ownership by the state entitles certain societal expectations that could be governed by clear 
 objectives (Thynne, 1994) and where governance matters (Bruton et al., 2015). This ambiguity 
 has recently led to the study of SOEs as hybrid organizations (Grossi et al., 2015) highlighting 
 mixed ownership (Bruton et al., 2015, Grossi and Thomasson, 2015), regulatory and governance 
 challenges (Koppel, 2007, Christensen, 2015) and value configuration in management practices 
 (Alexius and Örnberg, 2015). Using the Finnish case as an example, however, Kankaanpää et al. 


(2014)  implicitly put forward the potential variation in hybridity as they show how activities 
 vary from commercial markets to monopolies and that the political purpose of SOEs differs 
 from none to special purpose. This paper studies how hybridity evolves over time as the 
 historical repertoire of political and hierarchical governance of SOEs is mixed with NPM logic 
 in a process of internal marketization. Table 1 shows the analytical dimensions. 


Table 3 Analytical dimensions of the hybridity in the governance of SOEs in internal marketization


NPM logic  Historical governance of SOEs 
 Professionalization 


of ownership 


(professionalization) 


Economic and judicial 
 independence 


Independent management and 
 board of directors 


State subsidy on financial act 
 intervention by the minister as 
 owner and bureaucracy in 
 management 


Commercial 
 reorientation of 
 SOEs 


(commercialization) 


Specialization and disintegration 
 of the organization  


Commercial objectives in a 
 performance management set-up 


Integrated organization  


Policies on the political and 
 societal objectives for activities 


De-politicization of 
 SOEs 


(de-politicization) 


Political and coordination tasks 
 in agency 


Political and coordination tasks 
 in SOEs 
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The article applies a historical institutional approach on gradual change that bridges governance 
 and an organizational focus and has the advantage of studying institutional change over time. 


Unlike other institutional perspectives in the hybridity literature that focus on informal 
 institutions and the cognitive level (Denis et al., 2015), gradual change  focuses on formal 
 institutions as formalized rules (Streeck and Thelen, 2005) and has only sporadically been used 
 in public governance literature on hybridity (Christensen and Lægreid, 2011). The focus is not 
 to find the optimal design as in agency literature (Koppel, 2007, Kankaanpää et al., 2014), but to 
 study the imperfection of reforms as rules that are seen as ambiguous with gaps, which leaves 
 room for the actors in play to change the institutions in a gradual way in implementation  
 (Streeck and Thelen, 2005). The idea is to move beyond the formal set-up to the study of how 
 they  are implemented in, for example, bureaucracies (Hacker et al., 2015)  as a process of 
 continuous interaction between rule makers and rule takers that interpret the formal institutional 
 set-up and therefore become key to understanding institutional change (Streeck and Thelen, 
 2005). Streeck and Thelen (2005) identify five different types of gradual change; layering, drift, 
 displacement, exhaustion and conversion. Layering  is when new institutional elements are 


‘layered’ on existing unchangeable institutions. Displacement  is when new institutions 
 endogenously replace old institutions. Drift is when an institution keeps its formal integrity but 


‘drifts’ away from its original intentions. Exhaustion is gradual breakdown owing to time as a 
 changer. Conversion is when an institution is redirected towards new goals (Streeck and Thelen, 
 2005). The following section presents how the comparative case study of hybridity in the 
 governance of SOEs in internal marketization has been conducted from a gradual change 
 perspective. 



Methodology 


The paper is based on a comparative qualitative case study of hybridity in the governance set-up 
 of two SOEs –  Danish DSB SOV and Swedish SJ AB –  in the internal marketization of 
 passenger rail from a gradual change perspective (Streeck and Thelen, 2005, Hacker et al., 
 2015). From the backdrop of the limited focus on SOEs in recent years (Florio and Fecher, 
 2011), especially from a hybridity perspective (Bruton et al., 2015, Grossi et al., 2015), it seems 
 appropriate to conduct in-depth case studies to advance both conceptually and empirically on 
 this matter (Eisenhardt and Graebner, 2007). The two cases were carried out as single in-depth 
 case studies, but were organized in a structured way around analytical themes about SOEs in 
 internal marketization. In both countries, the period under study was marked by the 


157 


commencement of overall market reforms with a special  emphasis on the period from 
 corporatization to today. In Sweden the period was thus from 1988 to 2015 with special 
 emphasis on 2001 onwards. In Denmark the period was from 1993 to 2015 with special 
 emphasis on 1999 onwards. In the literature the two countries are often categorized together 
 (Pollitt and Bouckaert, 2011), whereas in this paper they were chosen as polar cases in a by 
 purpose selection (Eisenhardt and Graebner, 2007) to strengthen the analytical generalizations. 


Hence, they are polar in terms of corporatization where DSB is a statutory company and SJ is a 
 limited company. In terms of sectorial role, both companies have been protected –  through 
 regulated monopolist rights in Sweden and in negotiated contracts in Denmark. Yet, in Sweden 
 these rights were dismantled whereas in Denmark they persist. The comparison of the two 
 in-depth cases therefore gives insights into how mechanisms and processes of change in the 
 hybridity of SOE governance evolve over time in internal marketization.  


Regarding the perspective of gradual change (Streeck and Thelen, 2005)  the focus of the 
 analysis was on how the formal institutional governance set-up is altered through interpretations 
 by the rule takers, in this case SOEs, and the rule makers as the responsible resort ministry. 


Therefore, the analysis was twofold. First, the formal institutional governance set-up between 
 the SOE and the owner was analyzed and the periods ‘market reforms’, ‘corporatization’ and 


‘different directions’ were identified through document analysis of policies and legislation, 
 ownership policies, contracts and annual reports18  in NVivo, focusing on changes in the 
 analytical dimensions of internal marketization. Second, the analysis focused on the SOEs’ 


interpretations after corporatization. For the ‘corporatization’ and ‘different directions’ periods, 
 annual SOE reports focusing on strategy changes and statements by the board director and CEO 
 were analyzed. The focus was on how SOEs perceive and act on changes within the institutional 
 set-up and thus these paragraphs can be seen as interpretations. However, to understand the 


‘different directions’ period, the annual reports analysis was supplemented with interviews that 
 also served to contextualize and triangulate the case studies (Eisenhardt and Graebner, 2007).  


18 References to documents are not included in the analysis and reference list, but can be obtained by contacting 
 the author.
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A number of interviews – ten in Sweden and eleven in Denmark – were carried out during 2015 
 and at the beginning of 201619 with a length of forty to sixty-five minutes. The CEOs and board 
 directors were chosen because of their positions as being responsible for the SOEs. Next to this 
 other members of the SOEs’ management teams were chosen to elaborate on the strategic 
 interpretations of the SOEs’ commercial and political objectives. Finally, responsible ministries 
 were contacted and managers involved in the governance set-up were interviewed as rule 
 makers. The two latter categories of respondent were offered anonymity as they represent their 
 organizations. The interviews were semi-structured and centred on the overall themes of 
 changes in governance set-up, policies and SOE strategies, political involvement in the 
 management of SOEs, handling of political and commercial objectives, and the role of SOEs in 
 the sector. During the interviews the respondents were asked for examples and specific details 
 and clarifications depending on the person’s job. One manager did not respond to the interview 
 request and another manager set  up an interview with a fellow manager. All interviews were 
 transcribed verbatim and sent to the respondents for approval, and a few corrections were made. 


Both statements and interviews were analyzed in NVivo focusing on how rule makers and rule 
 takers interpret the hybridity between NPM logic and historical governance in the governance 
 set-up in internal marketization. In the following section the case studies are analyzed and 
 discussed focusing on the dimensions of internal marketization from a gradual change 
 perspective. 
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