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Abstract: Implicit and explicit risks implied in contractseaallocated optimally if the risk-taker is alwaye party who can

manage risk at the lowest cost. This principle Istaply even if one of the parties work in the palslector, and the other in
the private sector. As risk-attitude of contactpaytners is of vital importance in risk-sharingistpaper reviews the key
factors influencing risk attitude of governmentajanizations and their leaders, government ofscedécted or appointed for
a cycle, and business organizations and their neasagractors resulting in non-optimized risk altoma are discussed in
detail, for example, public sector bureaucratstetbédor a cycle focus on outputs of great publieriest and tend to discount
targets to be realized after the election cyclel gnerefore projects more risk appetite than preslp assumed. In business
organizations principal-agent relationship and latlentrepreneurial orientation are key factorspséhsignificance increase
in proportion to the size of business and make @ongs more risk-averse. Short-term contracts, pestip of small-scale

businesses, or if there is too much at stake @.lgrge value bids) for the scale of a company ¢@&s space for such
distorting factors, and reduce the possibilityiskrallocation detrimental to the public sector.

Keywords: Risk Attitude, Risk Allocation, Public-Private Copération

1. Introducti risk sharing in several areas of the business sagh
- Introaucton INCOTERM clauses in foreign trade or sample comsréaor

In legal term written contracts provide framewodk the taxatio_n of _cross-borde_r transactions_ betweenstate
vast majority of organization’s co-operations. Athe Pgrtles In de_.\t_ermmlng _the details of th_e contrao
conditions and other terms considered relevantudiog ~Continuously pricing the risks, then burdening thetves
rights and duties of the parties as well, are eoin written With the risk and passing the risk-premium to tkieeo party
contracts. or pass the risk to the others and bearing theprisknium.

Most written agreements detail economic and firginci /S @ consequence, an optimal risk allocation isexel
arrangements of the parties, which mean they comthithe between them Wher_1 each of the risks is burdendgtéparty
project-level risk sharing related to the settletresren if not Who can handle it in the best (the cheapest) wayerfect
each of the risks is identified individually. Inseaof the risks COmPpetition every rationally behaving contractore avell
not displayed in itemized form among the termsanditions mformed and equally risk-averse. The parties atal@ll the
of the contracts, general (contractual) legal ralespecified "'Sks equally and properly, and chose the cheageston of
norms provide guidance. It does not mean that eifipeisk 'Sk allocation, undertake or pass each of the srisk
sharing case cannot be disputed or litigated aéetedue to  accordingly, create a series of choices, and fina the
different interpretations of the law, to the comxitie of the ~ €conomically most reasonable risk-sharing. _
situation or because of a legal void. Therefore, optimal risk allocation is ensured quasi

In complex cases standards could help the judgeselis automatically in the contracts. Unfortunately, inetreal
as contractors. There are professionally accepteBUSiness world, outside such pure economic paeeibi

recommended pre-engineered package solutions &iracal situation, everything is different especially iktleontracting
parties are a private and a public organizatide, iin case of



54

Katalin Fulép and Tibor Tatay: The Co-Operati@tween a Private and a Public Company from thepeetive of

Desirable Risk Allocation

PPP projects.1

In the followings the characteristics of risk beiloavof
typical public and business organizations are mtese
namely the risk attitude of company and the officethis
paper we list the factors influencing their attésdon the
basis of economic, psychological, and social pshical
researches that examined the risk attitude of mecimakers
and organizations. After that,
consequences regarding to what might hazards thiealp
risk allocation between these two actors.

2. Factors Influencing the Risk Behavior
of a Company

Uncertainty and risk are regularly implicated iregyday
language as negative terms; they are related watthand
danger, and associated with the possibility of.l@gthough
business risk is also linked to the demand of oautind
prudence, however, it is not only the chance of,|bsit also
conceals the possibility up to large gain. It i®km that the
ultimate driving force of business is interest iroffi, and
risk is the source of profit according to Knight&assic
interpretation [1]. Taking risk is one of the ditrtes of
business, and that is why business organizatiomsota
behave permanently and excessively in a risk-awease

Risk behaviors of organizations can vary in a wiglege,
and even the same organization may behave diffgrémt
different situations, so we should definitely calesi the
factors that shape a business organization's tiskde.

and lack of emotional stability is negatively cdated with
performance [3]. Risk preference does not showrangt
relationship to none of the elements of the BigeFigither,
although there is weak but detectable relationgidpwveen
risk behavior and four elements of the Big Five.@e hand
openness and extraversion have slightly positiveereas
conscientious and friendliness on the other hane khghtly

we try to draw thenegative correlation with risk preferences [4].

Zuckerman’s researches [5] show that risk-takers ar
strongly attracted to novelties. According to txperiments
of Hoch, Deihton [6] and Raju [7] similar to thentext in
case of tolerance of ambiguity, the personality vitawdly
tolerates ambiguity is usually more risk-averseer€hs also
detectable correlation between self-confidence aisti-
taking, as Krueger and Dickson [8] pointed out with
psychological researches; higher level of self-mmrfce is
often coupled with stronger risk-taking behaviorheT
relationship between the pessimism and anxiety his t
opposite. Maner’s studies [9] demonstrate that bseaof
pessimist or anxious individuals overestimate tlgenptial
dangers, they show much lower risk appetite thdrerst
Relatively strong is the relationship among psyitsot
impulsivity, and risk-taking. According to Dahlbagl10],
psychopathic individuals demonstrated greater tagikag
propensity. There is also a strong correlation betwrisk-
taking and criminality. Dahlback emphasized that-aocial
behavior and individuals with criminal inclinatiorshow
higher risk predispositions.

Further personal characteristics in strong relatmmisk-
taking are innovativeness, tolerance, and perfocean

In the followings we summarize the impact of selerdyiantation [11]. According to Schumpeter the cofethe

characteristics of organizations and their decisi@akers on
risk behavior.

A Hungarian study lists eight explanatory variakitest are
relevant in the case of a business organizaticassume the
risk: organizational culture, senior managemerdugreffect,

characteristics of entrepreneurship is innovatigen&night
emphasized the importance of independent and camtfid
judgments, while Johnson focused on increased ipeaioce-
motivation. In case of business organizations d@timakers
assumingly have strong entrepreneurial orientafitve. term,

competence, reward system, environment, and the P&read by Lumpkin and Dess [12] covers the follgwin

performance of the organization, such as the iotiemra of all

these factors [2]. In simple terms the influencoagnponents
are the decision makers’ personal characteristsmane
organizational characteristics, and environmentapaicts
explain the organization's attitude toward risk.

3. The Personality of the Business
Organization's Decision Maker

According to basic psychological knowledge, peripna
can be characterized by five main features (i Biy Five).
These are: openness, conscientiousness, extraversi
friendliness, and neuroticism. Interestingly,
conscientiousness is correlated positively withfqgremance,

1 PPP can be described as a long-term, contractoedjulated cooperation
between public authorities and the private sedaratry out public assignments,
in which the requisite resources are placed unmat jnanagement and project
risks are apportioned appropriately on the basihefrisk management skills of
the project partners. (2006/2043 INI Europeandpaeht).

only

personalities and dimensions: innovativeness, pir@ess,
risk-taking, autonomy, and competitive aggressigsneof
which innovation plays the key role. As innovatisralways
risky, a prerequisite for risk-taking is evidencseveral
studies have pointed out higher level of busingssmism,
selfishness, masculine attitude, impulsivity andessive
self-confidence as well. Each assumes an abovexgeeisk
tolerance.

Although entrepreneurial orientation of businessigien
makers seems to be obvious, in fact it is not. Steet al [13]
for example, demonstrated that senior managemamts i
Business organizations do not necessarily idetfidynselves
with entrepreneurial orientation. While a self-eoysd
entrepreneur does his business under his or herrmamme
and exclusive risk and therefore is compelled tarbiell
responsibility for each of his decisions, the indial risk
appetite of senior managers of large business matons
can be much lower.

Due to the principal-agent relationship they arde ab
reduce their individual responsibility and the net&s of
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them is not limited to the company profit interdst is why
their risk averse can be higher. Moreover, in largmpanies,
especially in monopolistic situations, even theamigation
itself limits the prevail of entrepreneurial oriatibn of
managers with corporate culture elements, groupsides,
etc., so it may be suppressed if the circumstacesot
force the big company to behave in a less risksevemy.

However, some researches show that entreprenasks’ r

appetite is not correctly measured due to samphnd
measurement errors, which distort it upwards, sitloe

evaluation of risk behavior is mostly based on -selfof capital

assessment. Also because risk-taking
component of business organizations’ thinking ohaggers,
in surveys managers overestimate their own desiraigk
and understandably project more enthusiasm of nirena
risk-taking on paper than in real decisions [14].

4. Internal and External Endowments of
Business Organizations

The internal reward system as well
environment also influence the risk behavior of ibess
organizations, since both can reward or punish-aigksion
in the decision making process. If incentives aelyard the
positive outcome and punish the negative consegsent
the decision, risk-taking is a less advisable tgp&ehavior
compared with an incentive system, where the effort
combat the challenges is also rewarded encouragitigit
the risk-taking.

The role of the external environment is similar. thie
business environment surrounding the organizatien
variable and dynamic, a proactive, risk-seekingtegfy can
be advisable and successful; however, ruthless etiiom
and hostile business environment can drasticaijram the
risk-taking appetite of decision-makers.

No doubt those past experiences creating a backdrfmu
present decisions of an organization also affeetdicisions
of today. Previous attitude to risk determinestbbavior of
today, because the currently available assetdareetvard of
the past risk-taking behavior, although it is stitider debate
how these experiences are incorporated into présdravior.
Tversky and Kahneman called attention to the phemmm
that people in a good position are tending to mtotheir
resources by tending to avoid risks those in a fixasitions
are taking more risk probably with the feeling @ithing to
lose [15]. This is contradicted by the results adrivh getting
at the opposite conclusion: lower risk threat iscped at
people in good positions, as the availability offisient
amount of resources increases the likelihood ohdigisk-
taking [16].

Ghosal and Loungani studied the role of firm sizeisk
behavior. They found that higher level of risk-aeerwas
detectable in industries dominated by small-sizethganies.
Although there are no a priori arguments why theteayatic
risk preference would be variable in size, but saviactors
have been found that can explain the above efféae
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consequence of a mistaken investment decision dsege
small businesses’ bankruptcy risk.

Another indirect explanatory factor is the availdpiof
external sources in financing for larger compan@se to
information asymmetry between the lender and theoler
where the borrowers are in a better position, uaggy
regarding to an investment is less deterrent femth

It is also possible that due to wrong investmemtisiens,
sunk costs also play a role in risk attitude. Fargé
companies it is less burdensome because of thdesnws
seling and the better chances of cépita

is the eabentieallocation within the company [17]. Some researsh

suggest that the age of companies is also releanterning
the risk behavior. Lumpkin and Dess [18] found thak-
taking can be an effective strategy for companiegrowing
stage, especially in dynamic environment. It cammtbasable
both for the previously successful
organisms.

Risk aversion can be advisable for companies itagesof
maturity operating among active and aggressive etitops,
particularly if they has been successful in buiddsufficient

as the outelront of resources. The results also reveal Heaetis no

per se relationship between firm size and risk biehasince
the latter is the resultant of complex effects.

To sum up the above mentioned results, a businask’s
aversion is weaker if the organization operategitreme
(e.g. in monopolistic) situation. As far as busmesze is
concerned, smaller companies tend to be risk-aviérae
growing stage and in the beginning of the life eycl
especially in dynamic environment. The decision-enakof
the organizations influence the company’s risk aawith
their risk attitude quite dominantly.

Entrepreneurial orientation, including risk-takings
required for the decision-makers of business omgiuns.
Entrepreneurial orientation is, however, associatéti the
business’s internal incentive system and the eatdmsiness
environment and can be very low if either of theogsl not
encourage but punishes risk-taking. In larger atdero
organizations the behavior of decision-makers shtegs
risk aversion and weaker entrepreneurial oriematio
However, it is likely that the promise of big gaian move
out them from this position.

5. Risk Behavior in Government
Organizations

There is a common attribute in all activities ofsimess
organizations that is the interest in profit preimn
excessive risk aversion. In the case of organimatio the
public sector it is difficult to find similar commmodriving
force.

Economics have long been interested in the behandr
decision-making processes of public sector orgapizs.
Since 1765, when French philosopher Vincent de fBawr
bureaucracy concept came to light, terminology e
the bureaucracy phenomenon has been rather nedative

and unsuccessful
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archetype of bureaucrat there is a infinitely comfist person
sitting behind his desk, and tends to abuse higepand
keeps the rules even against the common sensdaking
any risk, and keeps defending himself. In the nawb

hundred years bureaucrats became just the opposite

entrepreneur who creates the basis of prosperity.

Max Weber's sociological works reassess this phenom
in his view the bureaucratic organization of modsogieties
is an inevitable consequence of rationalizationwkler, the
Weberian bureaucracy is an ideal type, which fuomsti
rational and reliable way, bureaucrats are expattizand
follow clear administrative roads, but disfunctibties of
these organizations (such as like internal powrrggtes,
office propagation, slowness, and following setknest)
were already empirical evidences in that time [T]rrently
the most critical school is public choice basedths works
of many, e.g. Niskanen, Wolf, Wagner, Buchanan,otul
and Stigler.

the office, consequently bureaucrats try to maxamibeir

budget. It is easier to do so if the result of dffice activity

is less measurable because of non-market naturéheof
office’s outcome. Also, it is easier to increase thffice

budget if they have less competitors preventing apofistic

behavior and if they operate under non-market suppid

demand conditions.

With respect to business organizations it has dirdmeen
mentioned that on one hand uncertainty creates
possibility of profit, which is the first item inhé target
function of the entrepreneur; on the other handlizieg
profit is a possibility for a decision-maker withuficient
appetite for risk and right information. In thisgeed the
economic concept of profit is very closely relategower in
theory, because after all both derive from uncetyaand
both will get to the owner of information [24]. Buthile
entrepreneurship (as an expression of the entrepriah
orientation) is implicitly assuming willingness tiake risks, a

Niskanen's doubled office model shows bureaucrdits w public official avoids risk. These two ambitionsamely to

are misusing their power [20]. Another basic woskthe
much-quoted Wagner's Law, which warns of the dangér
growing role of the state. Stigler uses statistitath series to
prove how bureaucrats together with the industrigbjo
groups can hijack the original intentions of thegidtator,
following their own interests instead of publicargsts [21].

6. Risk Management of Public Servants

Public officials’ risk aversion essentially comeasr the
lack of profit motive, as risk-taking does not dilg
promises reward, while a possible administrativédurfa
could hamper carrier advancement, although the cgharh
job loss is usually very small. Business organizeti
employees are called to account for inefficientragien not
only by the owner or his agent (wage cuts, layoffs)t by
the market itself, because their behavior resultdifect loss
to the firm. But an office’s existence follows dfdient logic.
Therefore, bureaucrats can exercise other behdyiateerns
and different procedures to reduce risks.

These activities may be carried out more freelghére is
no competition with other offices. Niskanen calfeation to
the fact that just because of the above facts,ceffi
consolidations undertaken in order to increaseieficy are
useless. Eliminating duplication and achieving iztation
mean eliminating competition between offices, sthia way
monopole position is provided to
organizations [22]. Niskanen, among other reseasclaso
reveals information asymmetry between the principal the
agent, which may be even a greater problem in govent
offices than the principal-agent problem
organizations.

Public servants like anyone else, intend to maenuitility,
but instead of maximizing profit they try to maxiai their
power [23]. This is in line with Niskanen 4P modpbwer,
prestige, pay and promotion), the bureaucratic cspef the
utility function.

Generally, all these items increase together \ighsize of

in busies

increase power and avoid risk strengthen each athaany
instances.

Increase in office staffing and decision-making iesds a
great tool to reduce risk and enhance power. Thésida-

the

making responsibility may be more spread in greater

apparatuses; the aim is to increase the power refabiarats,
while reducing personal responsibility [25].

Further tools for risk reduction are procedurestquols,
extensive use of routines or patterns of the preskars, and
insistence to traditional methods. The individual&cision-
making competence and responsibility of a particatdor of
the authority will be very small. The organizatioemains
sufficiently "inefficient" as technological develment
penetrates very slowly, so the office keeps worldndigh
costs and high staff in the future too. The presimtention
is related to postpone the decision, because sndhse the
risks can arise later. If the risk-averse decisitaker has to
make a decision and choose between two projectsr bhe
will favor the one with risks in the distant futurghat
indifferent to the bureaucrat is that realizablandfé may
also get delayed.

The power of the official increases proportionailigh the
increase of the budget, while the increase of thdgbt
makes possible to draw a large number of experth®@mvay
to work, thereby reducing or shifting the decisioaking
risk to the contributors. Increasing the cost ofhe@roject

decreases [26].

If the efficiency of office operation or at leasbnse
elements of the output is measured by control spdieither
the risk can be reduced indefinitely by impairirgjther the
effectiveness nor the power can be increased smvthay. In
such a case, bureaucratic activity shifts dramidfiéa the
direction of the measured output [27].

Constructions are given perhaps the best examplibisf
The bureaucratic behavior is judged less rigoroasig with
less disapproval by the followers of the socialiropm
school. Musgrave and his followers agreed that \pitbper

the bureaucratilncreases the power of the bureaucrat, while thek ri
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inventiveness public institutions can be directesvards
optimal functioning. However, non-market supply ditions
obviously give less harsh limits than the marketldogive
for the decision makers.

Not only officials, but also elected representativare
involved in the public sector decision-making pres;ewhich
follow vote-maximizing behavior. The time horizor an
elected official lasts until the next election,ig® worth them
to discount the future even drastically [28]. Hatidcusses
one of the special risk-averse behaviors of an tedec
bureaucrat in detail that is the so-called blameidance
behavior [29].

Organizations operate embedded in the
environment and risk behavior cannot be indepentfent
this environment. With regard to cultural differesc
Hofstede's model must be mentioned [30]. In thisdeho
organizational behavior is rooted in the differencef
national cultures, like uncertainty avoidance ialgred from
this approach. Hofstede's researches show strocgrtamty
aversion to the Hungarians. It suggests that govem and
public services’ functions are deeply embedded hie t
cultural traditions so the relatively high level oficertainty
of Hungarians match to the bureaucratic-type omgiun
and fixed rules, because in that case the levelrigk
associated with negative consequences is the lofegst
decision-making parties.

7. Conclusions
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investment would be more important and efficienhetimes.
This false intention can lead to unnecessary and
unsustainable investments.

Similarly, it would be good for optimal risk shaginif the
contracting business partner was a smaller-scafepaay,
because entrepreneurial orientation may be stronger
smaller-sized business actors and they probablyw sho
greater willingness to take risks. This is the afian in
simple outsourcing, service or sales contracts.oAting to
the literature short-term contracts, partnershigrofll-scale
businesses, or if there is too much at stake éelarge value
bids) for the scale of a company give less spacestich

culturalistorting factors, and reduce the possibilityiskallocation

detrimental to the public sector.

This chapter on conclusions started with the assiomp
that risk attitude contains the impacts of exteara internal
characteristic of an organization and this attitaggéermine
the decisions. In fact there may be other diffeesnc
determining the decision-making process and thasibec
itself. Risk perception and risk evaluation can &lso
different [32], which can cause asymmetric allomatiof
information among organizations.

The above investigations convinced us that theee aar
number of other factors that affect risk allocatindeed, but
instead of damping the above described effecty; tagise
additional distortion, most of which also to therdeent of
the public sector.
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