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ABSTRACT

The spread of the new public management paradigm in public administration provided
footing for a new movement adhering to a particular set of ideas and concepts of
management reform in a wide range of countries at the end of last century and into the
21st century. Governments of different political persuasions fostered a radical drive
towards constructing new models for public management in which redesigning the role
of the state and introducing models targeting performance moved to centre stage.
Administrative management reforms became central amongst the nations of both the
developed and developing world. Making the state and its organizations attain higher
levels of performance at lower cost guided domestic strategies for producing reforms.
While the spread of management values achieved a considerable level of success, and,
comprised the main paradigm that guided the state’s reform policies, the same cannot
be said of implementing these reform experiments in public administration.
Comparative analysis reveals there are considerable limits to managerial adjustment,
which are caused by various mechanisms. This article discusses the implementation of
management reforms, and, seeks a theoretical explanation for the problem of why
failures in implementing such reforms occurred.

INTRODUCTION

The spread of a new public management paradigm in public administration provided
firm footing for a new movement of adhering to the main ideas of management reforms
in a wide range of countries at the end of last century. Governments of different political
persuasions fostered a radical drive towards constructing new models for public
management in which redesigning the role of the state and introducing models targeting
performance moved to centre stage. Administrative management reforms became
central amongst the nations of both the developed and developing world. Making the
state and its organizations attain higher levels of performance at lower cost guided
domestic strategies for producing reforms.

While the spread of management values achieved a considerable level of success, and,
comprised the main paradigm that guided the state’s reform policies, the same cannot be
said of implementing these reform experiments in public administration. Comparative
analysis reveals there are considerable limits to managerial adjustment, which are
caused by various mechanisms. This article discusses the implementation of
management reforms, and, seeks a theoretical explanation for the problem of why
failures in implementing such reforms occurred. Understanding the limits to
management adjustment is processed at three levels: a) by comparing objective
indicators of transforming the role of the state for countries as a function of income and
degree of development; b) by analyzing the mechanisms that produce limits to
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management adjustment; and c) by analyzing the experience of reform in Brazil by the
federal government in 1995, within the context of a case which reveals, at a deeper
level, the sequential failure of the management reforms.

The analytical strategy used involves a comparative perspective at three inter-linked
levels. The first sets out to present comparative evidence of the sequential failure based
on “objective data” from experiments in implementing reforms in differentiated national
contexts. The second, based on analyzing existing studies on implementing reforms,
aims at developing how to identify #ypical mechanisms present in explaining the failures
of the management adjustment. What is sought is to configure an explanatory matrix of
theories on sequential failure. The third analytical movement is related to the experience
of management reform in the context of Brazil with special attention to one of the key
mechanisms that generate failure: the dilemma of control.

The article is organized as follows. In the first section, comparative data are analyzed on
national management reforms, using the evidence of elements relating to two analytical
categories: nature and purpose; and the goals and direction of the management reforms.
To analyze the nature and purpose of the reforms, an analysis is made of the factors
related to the emergence of reforms, the mechanisms which structure them, downsizing;
funding, and focusing. On the other hand, the analysis of the goals and direction of the
reforms is aimed at presenting examples of comparative evidence on tendencies in the
transformations verified in the role of nation states such as: of the size of the public
sector, social intervention, composition of public expenditure by categories, fiscal
effort, adherence to the profile of expenditure on minimal functions, and, allocation of
public servants to the strategic functions of the state.

In the following section, based on the analysis of comparative studies on management
reforms in different contexts, a typology is constructed with the four basic mechanisms
which set out to explain, comparatively, the limits of management adjustment: a)
transaction costs; b) preponderance of the fiscal adjustment; c) legacies of performance;
and, d) the dilemma of control. These arguments underpin the base of a matrix of
explanations for the problem tackled, set in a diversity of contexts of implementing
management reforms.

Finally, we have recourse to analyze the limits of management adjustment by focusing
on one specific case of sequential failure: the experience of the Brazilian federal
government of reforming public administration in 1995. The case illustrates the limits of
implementation in a context in which there are wider possibilities for configuring the
dilemma of control mechanism, one of the four mechanisms identified when analyzing
the literature consulted.

THE NEW PUBLIC MANAGEMENT REFORMS

Management reforms were centered on the idea of constructing a new set of values for
public management as well as on consolidating decentralized models of governance' in
view of the new requirements for the functioning of the state in a context of fiscal
adjustment, demands for raising performance, and, for widening democratic
accountability. This led to reconfiguring the new institutional arrangements out of
which may arise: the creation of public value, strengthening management capacity, and
broadening public sector performance, the three pillars on which the management
reform of the 1990s were built.
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Management reforms endeavor to effect compatibility between demand for fiscal
adjustment and institutional change, within a wider effort to find a new role for the
state. On the fiscal adjustment side, such policies are configured to reduce expenditure
on public administration, as well as to foster budgetary balances. From the fiscal
adjustment perspective, the construction of a new role for the state was associated with
processes of fiscal balance, reducing the size of the public service, privatizing public
functions, as well as making a critique of the intervention models that the state used for
the economy. Revising the state’s role, by reverting it to perform core functions, was
one of the central objectives of the reform agenda.

As to institutional change, this examined aspects of targeting the redesign and
modernization of public institutions, widening the mechanisms of delegation and
bureaucratic control, decentralizing public policies, creating new models of social and
economic regulation, creating flexible institutional models between the public and
private sectors, and, altering the culture and bureaucratic values towards public
managerialism. Management models set out from the presupposition that raising
performance in public administration depended on a new role for the state, which was
fundamentally hitched to a new configuration of the relationships between institutions,
controls and organizational incentives.

Creating a management bureaucracy functioning on new models and guided by
performance was the archetype of the new reforms. Altering the internal incentives of
bureaucracy began fundamentally to alter the logical thinking behind “controls and
ways of delegating” on which traditional bureaucratic models rested. The success of
management reforms depended fundamentally on the emergence of new forms and
institutional arrangements which would be able to produce new and more efficient
patterns for the relationship between state, markets and civil society in the management
of public policies.

Based on post-bureaucratic assumptions and management models from the private
sector, managerialism sets out from the assumption that raising the performance of
public administration depends on: introducing market mechanisms into public
organizations; becoming results oriented; decentralizing management controls; making
staff responsible for procedures; and making procedures flexible. In addition, there is an
important distinction between the functions of formulation (policy-making) and
implementation (service delivery) of public policies. Flexible management models,
operating in competitive environments, are the ideal types preferred. The reforms
sought to create a “new bureaucracy” for which the standard of accountability by
controls was progressively replaced by one of accountability by results.

The reforms of the state more widely bore the cross-deployment of four large areas:
fiscal adjustment/ balance, management efficiency, management capacity building, and
the expansion of accountability. Table 1 presents the institutional mechanisms used by
the reforms in each of these areas.
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Table 1: The reforms of the 1990s and their institutional mechanisms

Topic Institutional Mechanisms

fiscal adjustment e Control/reduction of public expenditure

e Privatization of public functions

e Tax reforms

e Decentralization

Creating Performance Based Organizations
(PBOs)

Introducing market mechanisms
Outsourcing public services
Capacity-building of human resources
Creating career and salary structures
Evaluation and monitoring of management
Greater interface with users of services
Quality of service rendered

Reform of legal structures

Development of a management
bureaucratic culture targeting results when
rendering services to the citizen-consumer

management
efficiency

capacity building

accountability

Source: Bangura.2000, adapted by the author, 2008.

Beyond the focus on fiscal adjustment, and the need for a new role for the state, the
management reforms intended transformations which were processed on three
dimensions: a) mechanisms for social participation; b) transformations in the rules,
procedures and controls of the bureaucracy; c¢) competitive mechanisms for recruiting
public servants, for managing public policies, and providing public services.

The experiences of reforms will be considered using two analytical categories. The first
is associated with the elements relating to the nature and purpose of the reforms, and the
second is directly targeted on understanding the goals and direction of the reforms. As
to the data regarding the nature and purpose of the reforms, the following indicators are
examined: a) the main reasons for iniciating reforms; b) innovative mechanisms; c)
reforms and downsizing; d) funding; e) focusing the reform programs. Secondly, the
group of indicators aimed at accounting for the goals and direction of the
transformations is related to variables regarding the size, patterns of intervention, and
role of the state.”

THE NATURE AND PURPOSE OF THE NPM REFORMS

The comparative analysis of the nature and purpose of the experiences of the
implementation of management reforms seeks to identify key elements of convergence
(or divergence) in these policies. Based on a specific set of research questions, the
analysis endeavors to identify characteristics related to: the main reasons for iniciating
reforms; the innovative mechanisms present in the design of the reforms; the
relationship between reforms and downsizing; the funding mechanisms; and, finally, to
aspects relating to focusing the reform programs.

International Public Management Review ° electronic Journal at http://www.ipmr.net 43
Volume 9 - Issue 2 - 2008 - © International Public Management Network



1. For what reasons were different groups of countries led to implement
management reforms? Reforms emerge out of different combinations of inter-
meshed causes. The comparative studies analyzed in this article associate the
sudden emergence of management administrative reforms in the 90s as an
organized response to the joint activating of factors such as the fiscal crisis,
democratization, globalization, performance deficit, and greater demands for
efficiency in the public sector. These causes began to shape strategic decisions at
domestic levels on formulating and implementing reform programs aimed at
reforming public administration based on management presuppositions. Other
responses were to be more closely linked to isomorphic® factors which heralded
management paradigms as important mechanisms such that very distinct
countries would begin to take on board very similar standards in terms of a
programmed agenda for public policies. The empirical study undertaken by
Kamarck (2000) for a group of 123 countries shows that the main reasons for
nation states to initiate reforms emerge as responses to processes concerning
economic and/or fiscal crisis, democratization, adjustment to external’
conditions and raising the efficiency of the public sector.

2. What are the structure-giving principles of the institutional mechanisms of the
management reforms? The innovating mechanisms used in the reforms basically
arose from two pillars of logic: privatization and decentralization’. By means of
privatizations, the intention of governments was to transfer functions of the state
to the markets with the aims of achieving efficiency and reducing the size of the
public sector’®. On the other hand, the logic of decentralization was driven by
expanding the functions and roles of central governments to sub-national levels
(in federalist systems), or to the broadening of hybrid models involving
organizations from the non-governmental sector, from the private sector, and,
from society. The decentralization strategies were underpinned by the idea that
these would produce models of governance enhanced by greater accountability,
participation and social capital’. Decentralized models were to be endowed with
greater flexibility for managing and public policies provision, especially in
democratic contexts.

3. To what extent were the reforms associated with the question of downsizing?
The management reforms were associated with the idea of promoting reductions
in costs and increasing the efficiency of public administration. In normative
terms, the management model experienced connections with downsizing
strategies. Doing more with fewer employees was a guideline that would be the
central issue in the agenda for reforms in the ‘90s. Surprisingly, no evidence for
such a connection can be identified at the level of empirical observation. Tanzi
and Schuknecht (2000) show that only in 11% of the reform programs did
governments manage to reduce more than ' of jobs in the public sector. In 70%
of the cases, no significant change was detected. The new “wave” of
management reforms was not able to deal effectively with the quick growth of
public expenditure on personnel and salaries that is observed especially in
higher-income countries.
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4. What was the logic behind funding policy reforms? As a point for comparative
consideration, funding is a criterion which differentiates management reform
programs. The rich and higher-income countries are capable of funding their
own programs, which are usually oriented in-country. In lower-income
countries, programs are financed through (sectoral and multi-sectoral) projects
supported by multilateral agencies such as the World Bank and the Inter-
American Development Bank.® The thematic composition of projects financed
for developing countries shows that there is a profile which gives priority to
institutional reforms. These projects involve actions which lead directly to those
which involve initiatives aimed at transforming the role of the state, as well as
capacity-building in public management, and which fit into the management
paradigm. Therefore, it is basically because of these agencies that strategies for
management adjustment are spread and are adjusted to the specificities of
different countries.

5. How do the reforms vary in terms of focalization? Despite being guided by a
management paradigm, data analyzed in this research study reveal that the
reform strategies vary considerably in terms of how they are focused. In more
general terms, they are guided by promoting fiscal adjustment and institutional
change. As to the specific group of developing countries, the programs funded
by multilateral agencies’ reveal that the “management reform” component is
directed towards promoting transformations in the role of the state, capacity

building, accountability, and management efficiency in the public sector'.
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Table 2: Nature and Purpose of the NPM reforms

Dimensions of | Comparative Evidence

Analysis

Reasons for the e Management reforms are caused by the

emergence of the combination of structural factors such as

reforms fiscal crisis, globalization, democratization,
performance deficit, raising of

management efficiency
e Isomorphic processes of spreading policy

paradigms
Structure-shaping e Decentralization of functions to local
Mechanisms governments and exclusivity of non-

governmental actors in public policies.
Emergence of hybrid models of
governance.

e Privatization of public functions with the
expansion of markets into providing public
services.

Downsizing e Normative connection between downsizing
and management reforms

e Empirical evidence show reforms did not
produce such a reduction.

Funding e Higher-income countries fund their own

reform policies. Developing countries

depend on funding from multilateral
agencies in order to produce institutional
reforms.

Focusing e Management reforms aim at promoting re-

defining the role of the state, increasing

accountability, = management capacity-
building, and, management efficiency.

Considerable  variability of focusing

strategies among countries.

Source: Author, 2008.

THE GOALS AND DIRECTION OF MANAGEMENT REFORMS"

Analysis of the goals and direction of the management reforms will be aimed at
presenting comparative evidence on the tendencies in the transformations verified in the
role of nation states. The basic questions for which answers are essayed are as follows:
to what extent were the management reforms accompanied by palpable transformations
in the role of the state? Did the experiences of reforms in countries produce shapes and
patterns which draw closer to the distribution and allocation profile of public
resources -? Are there considerable variations of role because of income and levels of
development and other indicators?
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1. Do variations in the role of the nation states exist as a function of national
income? The comparative evidence analyzed suggests that large transformations
in the role of the state were more intense in lower-income countries. In these
transformations, it was possible to identify patterns of expenditure on functions
of the minimum state. Such countries were the target of processes for reducing
the range of their functions, and, sharp processes of fiscal adjustment were
unleashed. In richer countries, and in the regions of greater human development,
by contrast, the reforms did not cause a significant impact on the role of the
nation states. They continue to maintain high levels of social intervention,
especially in functions such as health, education and social security.

2. Are there variations in the size of the public sector as a function of income?
Comparative analysis of the participation of public administration in national
income" reveals that no large alterations were introduced in the magnitude of
the relative participation of “governments” in the national economies when
sectional data for the 1990s and 2000s are compared. The reforms did not
produce significant transformations in the size of the public sector as a function
of income. For their part, the governments of developed countries displayed a
greater participation in public administration, on the order of 20% of GDP. As
to the specific set of 25 Latin-American countries examined in the analysis, the
data reveal that the average value lay around 14.2%. Brazil drew close to the
pattern of the upper income countries and even to the example of the richest
countries. Comparative data (World Bank, 1997 and 2002) show that Brazil
went from a pattern of 9% in 1980 to 17% in 1995, and reached the profile of
20% in 2000. In Brazil there emerged a profile of the public sector expanding its
consumption of GDP.

3. Do variations exist in the level of state intervention as a function of income?
When the level of intervention by states as a function of income is considered,
the data analyzed reveal that the reforms did not produce significant reductions
in the profile of government intervention in the richer countries. It is the
developing countries which started to present the largest average reductions. For
the group of developing countries analyzed, however, the data suggest that
government participation in GDP rose as a general average for the 76 countries,
and specifically for the group of 25 Latin American countries and 23 African
countries. Nevertheless, it is possible to differentiate a “more interventionist”
profile in the higher-income countries and a tendency towards public
expenditure for the minimum state, in the lower-income countries.

4. Are there variations in the patterns of social intervention? The data analyzed in
this article suggest that the management reforms were not accompanied by a
reduction of social expenditure. Such comparative evidence permits broadening
of the hypothesis that in countries with the highest income and institutional
stability, the allocative preferences in social functions are maintained. In
countries with high institutional instability, the allocative preferences are altered
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with greater intensity, and it becomes easier to change the status quo by altering
the pattern of expenditure. It is in the lower-income countries that there is
consolidation of a pattern of drawing closer to “minimal functions”, with an
accentuated tendency towards reducing social expenditure. An important
contrast is established here: it is exactly in the regions of least (human and
economic) development that the process occurs of the “withdrawal” of the state
from social functions to the detriment of functions considered minimal'*. Brazil
follows such a tendency, and moves closer to the more developed countries, yet
nevertheless a long way behind those considered as having the greatest HDI.
The total funds applied by the federal government in the period 1992-2000 in
social areas" evolved from R$ 58.5 billion to R$ 129.5 billion in 2000. This
growth was almost four times higher than the growth of GDP and the growth in
population, thus indicating the effort of the government to be active in social
programs of various kinds. With regard to the allocation priorities in social
policy, on the other hand, the average data from the 90s show great variation
relative to several sectors. Social security represented approximately 65% in
average terms of total expenditure, while the sectors of health and education,
together, totaled 25% on average.

5. What is the shape of public expenditure profiles in terms of their principal
categories? There are profound differences, when a comparison is made of data
regarding the profile of public expenditure in terms of its categories. In
developed countries and those of greatest income it is observed that the main
expenditure targets the production of government subsidies and transfers which
reach 56.6% of total public expenditure for a group of 24 countries. In this
group, salaries represent roughly 15% of expenditure. In contrast, when a group
of 76 developing countries is considered, the evidence reveals that the public
sector in developing countries has great responsibility for generating jobs, and
this reaches close to 26% of the total expenditure of the state.'® The reforms did
not produce a great impact on this pattern. In lower-income countries, the
question of salaries assumes the greatest importance, thus confirming the
hypothesis that, in these countries, the public sector functions as a network of
social protection by means of public sector employment. The state continues to
be the main employer, and forms markets in these countries.

6. To what extent did the reforms produce transformations at the level of tax
interference? The data suggest that the relative participation of tax collection as
a % of GDP is more intense in developed countries and those with the highest
income. In developing countries, despite their having a tax burden
approximately half that of rich countries, the data suggest that the reforms
prompted the fiscal effort to increase. The Latin American experiences were
marked by an attempt to raise tax receipts in a context of economic crisis,
growing unemployment, and poverty. In Brazil, as in other developing regions,
the reforms produced a rise in tax collection.

7. To what extent did the management reforms prompt the profiles of expenditure
on the intervention model to draw closer together in functions considered
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minimal?'” The data analyzed reveal that the behavior of this indicator as a
function of income is differentiated. The higher-income countries are those
which, comparatively, have the smallest MGI value in the period 1975-2000.
Basically this means that the reforms were not accompanied by broadening
expenditure on functions of the minimum state. These countries continue to
exhibit a high level of economic and social intervention. On the contrary, it is
the countries of average and average-high income which have governments
fundamentally oriented towards expenditure on administration, which draw
closer to a “minimalization” of public expenditure. The implementation of
reforms in these countries fostered a profound transformation in the profile and
composition of expenditure, as well as a significant reduction in the intervention
pattern of the state from the 1980s. Nation states began to invert their
expenditure priorities, by cutting social and economic expenditure as well as
expenditure on the public service payroll and machine. As the individual
analysis of the regional cases of this set of countries confirms, those economies
that were developing, with a larger income, saw their economies being strongly
influenced by structural reforms, and the policy of continuous debt made the
“payment of interest on debt” item a central and exclusive function of the state.
This explains in large measure the reasons for such states coming to be
“minimum states”, more so than those of developed countries'®. The richest
countries present a profile of conserving expenditure on expanded functions,
thus reflecting a different strategy of economic and social development. It is
worth stressing, on the other hand, that the developing countries were already
more “minimal” states than those deemed developed in 1975, when the issue of
reform had not yet assumed central importance on the agenda of these countries.
The richer countries intervene more in social functions than countries of lesser
income, and the comparative evidence considered herein allows it to be said that
these patterns of preference for governmental interference are more stable in the
richer countries than in the poorer ones.

8. To what extent did the management reforms produce a greater allocation of
public servants to the functions considered to be the government strategic core
(governmental exclusive activities)? The first set of comparative evidence for 19
developed countries reveals there is a distribution of public servants by
functions, marked by strong variation among the national cases, but which, as an
average value, gives shape to an administration profile of central governments:
51% of public employees work in functions that are considered exclusive, 26%
in social functions, and 21% in activities which can be considered as economic
ones. At least in terms of the distribution of employees by sphere of action, the
governments of the most developed countries are more in consonance with the
management reforms as they allocate public servants to the exclusive functions
of the state. In six cases — Germany, USA, Italy, Finland, Holland and the Czech
Republic — such a division corresponds to more than 60% of the employees of
central government. On the other hand, in the cases of Korea, France, Portugal,
and Turkey, the data point to the shaping of a profile in which more than half of
the employees are distributed among the social functions. With regard to the
distribution of public employees, the governments of the developed countries
have, in aggregate terms, a composition close to the core functions of the state.
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9. Did the reforms produce a reduction of expenditure on salaries in public
administration as a function of national income? On the other hand, the reforms
did not produce noteworthy reforms in the magnitude of the public service
payroll. When the proportional participation of payroll relative to national
income is considered, there is no evidence of a significant reduction, and, these
patterns are repeated by groups of countries independent of income. The public
sector continues, despite strong pressure from reforms, to generate greater
expenditure on paying employees.
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Table 2: Goals and Direction of the NPM reforms

Dimensions of

Comparative Evidence

Analysis
Role of the The highest-income countries conserve the role of
State the state and intervene in the economy and in

social functions

The lower-income countries had their expenditure
transformed through minimalization processes,
fiscal adjustment, and a reduction in the levels of
intervention of proportional expenditure and
taxation.

Size of the
Public Sector

Reforms did not  produce significant
transformations in the size of the public sector.
Countries maintain themselves by spending on
public administration in the order of 20% of GDP

Governmental Reforms did not produce palpable reductions in

Intervention the level of intervention in rich countries.
Higher-income countries exhibit higher state
intervention

Social Management reforms did not produce a reduction

Intervention in spending considered social.

Higher-income countries and those with greater
institutional stability tend to conserve patterns of
social expenditure

Composition of
Public
Expenditure by

Higher-income countries come to spend more on
transfers and subsidies
Developing countries tend to prioritize expenditure

Categories on salaries
Fiscal Effort Management reform did not produce palpable
reductions in the fiscal effort of countries.
Fiscal effort is directly proportional to income
Minimalization Reforms did not produce minimalization in higher-
of Public income countries. Developing countries were the
Expenditure target of transformations of spending profiles to

areas considered minimal.

Allocation  of
public
employees  to
core functions
of the state

Richer countries tend to exhibit more consistent
patterns of allocating public servants to
governmental core functions

Source: Author, 2008.
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In the light of the comparative evidence presented, it is verified that the management
reforms did not produce substantial transformations in the role of the state. In broader
terms, it can be considered that the reforms failed sequentially. Despite producing
considerable innovations at the domestic level, the reforms did not manage to promote
more significant transformations in their main indicators.

The role of the state was not transformed as intensely as heralded with the spread of the
reforms. Comparative experience reveals that governments, especially the richest ones,
maintain their intervention profiles, the make-up of their expenditures and the size of
their public administrations. Comparative examination indicates there has, however,
been a revision of the role of the governments of lower-income countries as a result of a
new process of fiscal adjustment, processes of reduction in state intervention in
economic activities, with programs for privatizing public companies, and a redefinition
of their role regarding the re-organization of their priorities, especially in young
democracies, in which social expenditure was expanded. The reforms did not
significantly reduce the size of the workforce in public administrations. Comparative
data show there are variations among the cases analyzed, both among countries, and in
regional and income terms. Management adjustment was not produced on the scale
desired and the comparative evidence points in this direction. What possible
explanations may be useful to permit understanding of this important phenomenon? In
the following sections, based on various comparative evaluation studies of the processes
of management reform'”, we shall present existing reasons which endeavor to interpret
this problem. In the last section, we return to presenting the specific explanation for the
1995 management reform in Brazil in the light of the theory of sequential failure.

SEQUENTIAL FAILURES IN NPM REFORMS

Reforms fail sequentially. This important statement is one of the main convergences
arising from comparative analysis of the state’s reform policies. Despite the important
interest in raising performance — fiscal adjustment and institutional change — of the
apparatus of the state, what become clear are the limits of management adjustment in
various contexts. International experience reveals that attempts at management reforms
were curtailed, abandoned, or had their program content altered. This piece of real-
world data is the problem which we shall focus on in this article beginning with
systematizing the most commonly-found explanations and interpretations offered by
comparative studies.

There is a set of explanations in the comparative literature which endeavors to
understand for what reasons attempts at reforms fail sequentially. Reform policies are
typically marked by “lines of organized resistance”, by erratic processes, by the
increased difficulty of organizing interest groups around the program objectives desired
by the reforms, and, principally, of obtaining the cooperation of the actors for the wider
purposes of fiscal adjustment and institutional change. What are the main strategies for
explaining this important problem as revealed by comparative analysis? In this section,
we develop four arguments or basic mechanisms for which comparative analysis
provides evidence on the limits of management adjustment: a) costs of transition,
uncertainties and ambiguities in the production of reforms; b) preponderance of the
fiscal adjustment; c) legacies of performance®; and, d) the dilemma of control*'. These
arguments underpin an explanatory matrix for the interpretations of the problem tackled
in a diversity of contexts and empirical configurations.
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One of the first interpretations available is the connection between transition costs and
producing reforms. The basic argument is that reforms tend to introduce high transition
costs thus reducing the chances of obtaining strategic support for such reforms. These
costs can be understood as being relative to the excess of veto players, the widening of
policy uncertainty, the difficulty of cooperation and collective action” involving
strategic actors, and, the convergence of preferences around the program objectives of
the reforms.> The uncertainty generated by management reforms is much greater, given
that they touch on the simultaneous need to reduce public expenditure and, at the same
time, to create a new institutional matrix oriented by performance. Since management
reforms introduced discontinuities in the traditional mechanisms as to how the patterns
of the bureaucracy function, such as centralization, the technocratic style of how it is is
professionalized, as well as in the dynamics of the relationship between bureaucracy
and politics, reforms tend to produce considerable levels of uncertainty, and reduced
chances of cooperation®*. For such a reason, it is common to associate the ability to
implement reforms with the levels of bureaucratic insulation from central control that
agencies charged with such a mission have. The political conflict of reform policies is
usually related to elements of the political system such as presidentialism, federalism,
multi-party system, electoral rules, the structure of accountability, and, institutional
stability.

Another argument of considerable relevance in the debate associates the failures of
reforms with the preponderance of the fiscal adjustment. Given the intense pressure to
reduce the costs on the state and its bureaucracy, these policies tend to be conceived
such that they might draw more attention to the problems of fiscal adjustment than to
institutional change.*

The relative primacy of the fiscal adjustment compressed the other dimensions of the
reform, thus leading governments to give more attention to the strategies for reducing
public spending, cutting social programs, extinguishing governmental agencies, and
superficial reorganizations of administrative structures. Comparative studies show that
the new, flexible and decentralized models proposed by management reforms,
especially of budgets and staffing, aimed at autonomy in decision-making, rendering the
bureaucracy accountable and at controls by results were not synthesized with the wider
purposes of balancing the public accounts.

In several contexts, decentralization of management controls and processes tends to be
perceived by the bureaucratic mandarins of the bureaucracy as a process for producing
inefficiencies in public management and a rise in spending and fiscal imbalance.*

Another dominant mechanism in the contemporary debate associates effectiveness and
efficiency in implementing reforms with the performance legacies. The typical
mechanism for which the literature provides evidence is that in which the chances of
sequential failures tend to be greater in contexts of reduced performance. Implementing
reforms in these conditions depends on a considerable effort to persuade the strategic
actors in the area of the reform to abandon the incentives which lead them to operating
at reduced levels of efficiency.

This issue is all the more problematic, given that, in the public sector, organizational
and institutional longevity is scarcely ever linked to performance. Management reforms
do not spark the spontaneous cooperation of the actors in order to create a results-
oriented culture.’’ A considerable part of this problem derives from the well-known
situation of “relative dissent” and the difficulty of institutionalizing coherent patterns
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for evaluating performance in organizations. Multiple meanings coexist for performance
and the reforms are still barely coherent with regard to structuring more consistent
models in order to consolidate desirable patterns of performance at various hierarchical
levels. On the other hand, it is not clearly known what the adequate ways forward are
for promoting higher levels of performance. In international experience, there still is a
considerable problem of asymmetry of information regarding the performance problems
of the various organs of government.

The pressure for greater rationality in public spending on fiscal adjustment has still not
produced greater efforts to diagnose the problems of organizational and institutional
performance. This asymmetry contributes to the production of reforms that fail
sequentially. Comparatively, the data analyzed reveal that the reforms can be more
effective when the problems of performance are known.”® This demands a widespread
effort to generate institutional studies and research activities which may produce
consistent information on how organizations really function and what the key-problems
are. Reforms which set out to cut spending and to embed controls targeting information
on the public sector are necessary, yet insufficient. Thus, the construction of a new
decentralized and autonomous results-oriented matrix is de facto the crucial factor for
management reforms (Bresser Pereira, 2007).

Another sound argument on the limits of management adjustment is associated with the
well-known problem of control. Rezende (2004) argues that one of the main dilemmas
of these reforms resides in the contradiction between performance and control.
Basically, the mechanism is as follows: if, on the one hand, the reforms propose
reducing bureaucratic controls with a view to better performance within decentralized
and flexible models of delegation from the point of view of the management of policies,
it is a fact that problems of coordination between formulation (policy-making) and
implementation (service-delivery) tend to be exacerbated and produce inefficiency.

Even in contexts where there is greater consistency in these policies, the dilemmas still
persist of how to delegate responsibility without creating more bureaucratic controls.
Moreover, in contexts noted for having greater institutional instability and a fragile
tradition of control, delegation itself constitutes a decisive problem. How to delegate
without losing management efficiency is still one of the crucial dilemmas. The question
of introducing new control models for management is fundamental to the performance
of institutions, and so is the need for this to require the combination of two elements:
the political legitimacy of the top echelons who wish reform and the technical
competence of public sector managers. At bottom, this requires a change of political and
administrative culture regarding the principles of management reforms.

This problem was addressed by Rezende (2004) in his theory of sequential failures in
administrative reforms. He explains that, in the circumstances of the case in Brazil, and,
in many other contexts of reform, the mechanism for the dilemma of control is one of
the main tensions present in management reforms. More widely it can be considered
that the management reforms represent a critical case of “sequential failure”, given that
there is a contradiction between the wider purposes of fiscal adjustment and institutional
change. The reforms tend to produce incentives contradictory to winning cooperation
from the actors on institutional change and fiscal adjustment, e.g., “If, on the one hand,
fiscal adjustment demands more control, institutional change, especially those which
demand more decentralization and flexible mechanisms of delegation and
accountability, demand less control.” It is in this contradiction that there resides the root
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of the problems for obtaining cooperation for the two objectives of the reforms. The
chances of success would, therefore, be associated with the specific mode by which this
dilemma is incorporated when the reforms are conceived.

THE DILEMMA OF CONTROL AND THE LIMITS OF MANAGEMENT
REFORM IN BRAZIL

This section, based on my previous work (2004), offers an analysis of the sequential
failure of the management reform in the federal government of Brazil begun in 1995.
The argument developed is one in which the dilemma of control was one of the decisive
mechanisms which, in the conditions and circumstances of Brazilian experience,
promoted the occurrence of failure in the reform.*

The sequential failure of the Brazilian management reform is directly related to the
important fact of the Ministry of Administration and Reform of the state — MARE, not
having obtained the simultaneous cooperation of the strategic actors for the purposes of
fiscal adjustment and the institutional change sought by the proposed reform. In the
Brazilian case, the dilemma of control resulted in a dual pattern of cooperation, in which
fiscal adjustment had pride of place, thus inhibiting the chances of flexible models in its
structure of delegation and control of public policies. The decentralized institutional
model suggested by the reform to transform the role of the Brazilian state was not
adopted. The reform was partially implemented.

The paradox of implementing the reforms can be understood as starting from the
problem of collective action regarding the demand for control on the bureaucracy which
each of the program objectives of reform (fiscal adjustment and institutional change)
usually requires. Since this is directly associated with control, this explanation is
essentially political. In this regard we may contrast the (typically centralized) demand
for (a) fiscal austerity associated with control of the bureaucracy and fostering more
careful use of resources and auditing of accounts combined with increased budgetary
control and fiscal efficiency with (b) institutional change intended to stimulate
decentralization, autonomy and the perceived need to “de-control” the bureaucracy, thus
endowing it with greater managerial autonomy coupled with a demand for greater
accountability.

The implementation of management reform in Brazil signaled highly contradictory
incentives which made simultaneous cooperation of the strategic actors difficult in the
political arena.*® Management reforms in contexts of low performance and large gains
with the maintenance of the status quo usually manage to receive support for fiscal
adjustment, given that cooperation on reducing public spending leaves the set of
institutional practices intact which, de facto, produce chronic problems of performance.

In the management reforms, the transition from the bureaucratic paradigm to results-
oriented models necessarily led to re-designing and re-defining the traditional
delegation and control mechanisms between formulating and implementing public
policies. As for Brazil, the 1995 Steering Plan for Reform launched the bases for
institutional change and a new decentralized and flexible model of delegation and
control. Social Organizations and Executive Agencies were created as decentralized

institutions which were to be responsible for functions of implementing public policies,
31

controlled by central agencies and based on performance evaluation mechanisms,’" the
Management Contracts (Contratos de Gestao).
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The need to delegate functions to the PBOs was perceived by the top echelons of public
administration as having the potential risk of increasing fiscal inefficiency. The threat of
a large-scale institutional fragmentation arising from this new management model,
especially in Brazil, in which there predominates a fragile tradition of control and of
historical processes of “de-controlled decentralization”, could unleash serious
coordination problems between formulators and implementers of public policies. The
relationship between control and delegation is already strongly affected by the lack of
defining a framework for the relationship between the ministries (formulating agencies)
and the decentralized agencies regulated by performance; high degrees of uncertainty of
the types of control on account of performance; and, on account of the difficulties
inherent in defining the standards of performance that should be attained by the various

organizations.

The new institutional decentralized matrix was incompatible with the purposes of fiscal
adjustment and widened the problems of collective action for cooperation with the
reform. The strategic actors saw that they were being confronted with a considerable
threat to fiscal stability and produced a specific equilibrium: dual cooperation with the
proposal of management reform. The reform was necessary for the government to create
plausible alternatives to achieve its purposes of reducing (controlling) spending but,
inadequate from the point of view of its proposal of performance-oriented institutional
design. The broadening of decentralization and the loss of control over the flexible
agencies could be a considerable risk to fiscal adjustment. The control dilemma led to
the extinction of MARE in 1999. The ambitious plan for transforming the structures of
functioning, with the implementation of a new institutional matrix regulated by
performance, was not very successful.

This happened for reasons that were clear. First, the new institutional matrix was not a
proposal endowed with credibility by the strategic actors. The proposal for institutional
change was perceived as “a threat to the structure of bureaucratic control” in the
relationships between the direct and indirect administration in the Federal Government
and not as a mechanism capable of producing short-term impacts on the problem of the
fiscal balance. The Office of the Chief of Staff of the Presidency of the Republic, the
Ministry for the Economy, and the Ministry of Planning and Budgets perceived the
administrative reform as a question more directly associated with the process of
reducing staff and controlling expenditure on the administrative machine, rather than
being related to the introduction of substantial changes in the existing institutional
arrangements, even though these were crucial to raising performance.

MARE opted for the strategy that reform of the public sector depended essentially on an
institutional change and not only on cuts in and controls on public spending. For
MARE, the root of the performance problems of public administration was generated by
the inefficiency in the design of the relationships between formulating and
implementing public policies. The Brazilian state suffered from an excess of autonomy
and from reduced controls on a decentralized bureaucracy. The creation of the PBOs
would be a plausible alternative for overcoming the crisis of delegation that inhibited
more rational patterns of organization and functioning of public bureaucracy, widening
the social controls on the state, the creation of a culture of results. Much of the reduced
fiscal performance derived from an institutionally inadequate and unsatisfactory design.
The management adjustment was the catalyzing axis of a new bureaucracy in Brazil.
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On the other hand, this line of argument collided with the perception that excessive
decentralization combined with the precariousness of the controls was harmful to the
task of improving fiscal management. A great many of the fiscal problems derived from
decentralization and from the degree of autonomy of administrative agencies, which
were consolidated in the process of constructing a modern state in Brazil. Therefore,
performance-oriented organizations were perceived as a threat, since the intention was
to give autonomy and responsibility (accountability) to the agencies for the management
of its budgetary and human resources, and on its results. This tension structured the
control dilemma in the Brazilian experience and scarcely made any advance in
constructing a new institutional matrix.

On the other hand, from the perspective of the organizations of the executive power
which implement public policies, non-cooperation with new institutional forms was
directly linked to the risk of losing budgetary grants in case of reduced performance.
The results-oriented proposal based on goals and management contracts with ministries,
did not evoke a cooperative response from the large majority of public sector
organizations. This was, to a large extent, due to the fact that decentralization was very
markedly not accompanied by budgetary restrictions associated with the results attained.
Implementing agencies receive budgets and non-budgetary resources in a way that is
decoupled from performance. Therefore, it can be argued that it was a pattern of “de-
controlled” decentralization which inhibited the spreading of the new organizational
models for the management of public policies suggested by the 1995 reform.

CONCLUSION

The Brazilian case illustrates a problem typical of management reforms in many
contexts. The contradiction between the objectives of institutional change and fiscal
adjustment and control was a decisive variable showing why the objective of raising
performance in the context of fiscal austerity does not meet with “spontaneous”
cooperation. The beneficiaries of the status quo prefer to maintain the institutions and to
cooperate strategically with fiscal adjustment. In conditions of low performance and of
strong interest in fiscal adjustment, cooperation with institutional change is weakened or
eliminated.

In performance-oriented reforms, the institutions of central government tend to perceive
the creation of PBOs as a process that takes away their control over human and
budgetary resources, and, consequently, lesser performance, thus contributing to their
resistance to reform. Thus, the question of control, and not that of performance,
becomes fundamental for explaining the adhesion or not of organizations and strategic
actors to the initiatives of reform. Although raising performance is the apparent
motivation for administrative reforms, the specific mode by which the various actors
perceive and calculate the costs and benefits generated by changing the structure for
organizing control is fundamental in explaining the problem of sequential failure. The
more that any given reform policy proposes radically altering the form of control which
regulates the relationships between formulating and implementing public policy, the
lower the probability of success of such administrative reforms, above all those in
democratic contexts already characterized by high political fragmentation, weakness of
administrative control and low performance, as in the case of Brazil.
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NOTES

'Bresser Pereira (2007) argues that the offer of new models of governance represents one of the most
decisive innovations brought out by the policies of management reform. The reform of the Federal public
administration conducted by MARE in 1995, led by Bresser Pereira, was meshed into a strategy for
redefining the roles and functions of the State, by combining hybrid models of (exclusive and non-
exclusive) public intervention. The Brazilian experience was paradigmatic in the comparative analysis of
management reforms and will be analyzed in section 3 of this article.

? The indicators used are: a) relative share of public administration in GDP; b) public expenditure as a %
of GDP; c) profile of public expenditure; d) relative share of payroll expenses in the total spent; e) taxes
collected; f) index of minimum government (Rezende, 2002); f) distribution of the priorities of public
expenditure; g) social, minimum and economic interference of the government (Rezende, 1996, 2002).

3 The isomorphic explanations for the spreading of reforms have become very visible in comparative
studies on public policy reforms. More specifically in the field of political science, as Hall and Taylor
(1996) suggest, these are associated with a tradition of research affiliated to the new sociological
institutionalism. The studies applied to the spreading use four basic concepts: policy transfer, rational
learning, policy convergence, and lesson-drawing. This article does not deal with exploring isomorphic
aspects when structuring reform policies, which would far extrapolate the boundaries of this article.

* The bias of the adjustment to external factors is decisive for lower-income countries in which these
factors are, to a considerable extent, aligned to the policy standards set by the multilateral agencies which
fund the management reforms.

> These sets of essential or fundamental logical thinking on the reforms of the 90s are not excluding ones,
when specific cases or clusters of cases are examined. They may be more preponderant or be combined in
different degrees and intensities in the several domestic contexts of the policy reforms.

® Bangura (2000) shows that, in the period 1980-96, national experiences of privatization mobilized a
total sum of resources in the order of US$ 156 billion in developing countries. More than half of these
programs were concentrated on countries in Latin America and the Caribbean. In the same period, for a
set of 11 European Union countries, privatizations rendered approximately US$ 97 billion (about 3% of
GDP), with the cases of the United Kingdom, Portugal and Sweden being those of greatest importance. In
Brazil, the strategy for privatizing public companies was decisive from the very start of the 90s with the
institution of the National Program for Denationalization (PND in Port.), created in 1991 and coordinated
by the National Bank for Economic and Social Development (BNDES in Port.). This program mobilized
resources of the order of US$ 39.6 billion with the sell-off of 68 federal state enterprises.

7 Putnam (1994) inaugurates an important analytical tradition in comparative political sciences by
attributing decisive importance to share (social) capital to explain variations in the effects of
decentralization in the context of the reform of the model for governance in Italy. This argument come to
be at the mainstream of the current debate on the capacity of government, institutions, and, the production
of social (share) capital and the performance of public institutions.

¥ In the period 1997-2000 when the spread of reforms in developing countries was gathering pace, the
lending operations of the World Bank to projects classified as State Reform and Governance, amounted
to around USS$ five to seven billion per year, and were materialized in 1,600 specific projects analyzed in
the context of this article. The reform experience of the Brazilian Federal Government with MARE was
begun in 1995, and had the support of the Inter-American Development Bank — IDB.

’ The analysis of reform projects undertaken by the World Bank between 1997-2000 in the various
regions under development — Sub-Saharan Africa, East Asia, East Europe and Central Asia, Latin
America, North Africa and the Middle East — show that the reform programs of the state involves 8
thematic areas : a) fiscal management; b) reform of public companies; ¢) tax modernization; d) reform of
the human resources systems; e) legal and juridical reforms; f) regulatory reforms; g) management
reforms; and h) decentralization strategies.

' In Latin America, 21.9 % of the funding resources to promote the reform of the state by multi-lateral
institutions were applied on such specific policies.

" This section was constructed based on two distinct samples which will be pointed out as they arise. The
first of these corresponds to my study explained in detail in Rezende (2002b). The other consists of a
study on a set of 108 countries and generated by OECD IMF data, in material as yet unedited and in
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progress, entitled Os Leviatds estdo fora do lugar: um estudo comparativo sobre transformagoes no papel
do Estado. (Transforming the Role of Leviathans: a comparative study on transformations on the role of
the State.) The use of the distinct samples will be pointed out during this section, when necessary.

'> The comparative analysis of the role of the State (and of its transformations based on patterns of public
expenditure (by type, categories and functions) is a much-used resource in studies on public finances,
economics and in political science, and, it is known from its wider form as “Public Expenditure Incidence
Analysis”. For further conceptual and methodological details cf. Ruggeri (2005).

"> Such an indicator specifically reflects the degree to which the government and its administration
“consume” resources in the form of public goods and services in their most diverse forms in relation to
the size of national wealth.

' These data are consistent with the comparative analytical results found in the analyses of Rezende
(1996; 2002b): the developed countries presented more interventionist profiles in economic and social
functions than those states in the developing countries.

"> In Brazil, social expenditure is considered to be the sum of non-financial expenditure referring to
actions in social security, health, education, culture, social work, sewage, environment, housing and land
organization.

'® The expansion of employment in the public sector is still one of the most important mechanisms found
by governments to protect groups from increased risks arising from economic performance. This
important mechanism is also acknowledged as decisive to permit the keeping of the political pact and
"governability" in the new democracies and in societies in transition to democratic models.

' This indicator is made operational through temporal variations in the Minimum Government Indicator -
MGI (Rezende, 2002a). It measures the relative weight of the minimum expenditure of the government
(the so-called core activities of the government) in the total of public expenditure. The greater the value
of the MGI, the more public resources are allocated to core functions, thus leaving to the market and
private agents, the performance of social and economic functions and revealing transformations towards
the minimum State.

'® As to the Brazilian case, for example, the payment of interest function, for 1994, was higher than any
other rubric, which implies the raising of expenditure on minimum functions, which include the payment
of debt. It is curious to note that in the group of high-income countries both the MGI degree is low as well
as its variability being much lower, represented in the table below by the deviation from the pattern. This
confirms preliminary results found by Rezende (1996), which suggest that it is the highest-income
countries which have a pattern of strong governmental intervention in non-core functions.

' The comparative experience of the processes for formulating and implementing reform policies in the
1990s generated a legacy of studies which target evaluating their results against the most different
methodological and epistemological positions. These studies, such as Jann & Reichard (2002) make it
possible to differentiate clearly between the specific groups of countries, in terms of results, as well as of
the methods, criteria and indicators used in the evaluation.

0 This type of explanation is affiliated to the tradition of the new, historical institutionalism in political
science which uses the concept of path dependency to explain change or stability in collective decisions.
Hall and Taylor (1996) discuss the presuppositions and types of explanation of this paradigm in various
fields of political science.

*! This argument is constructed in a brand new way by Rezende (2004) in his book, Por que falham as
reformas administrativas? (Why do administrative reforms fail?) that outlines a theory for the problem of
sequential failure in administrative reforms. We explore this argument in the final section of this article.

> Another learning point from comparative experience is that the reforms are slow and depend on
mounting complex networks of cooperation among institutional actors. Time and collective action are
decisive requisites for the success of the management reforms. The process of constructing a new
bureaucracy centered on results, on performance controls, and on monitoring depends on the continued
presence of policy advocates who act decisively in constructing networks aligned with interests concerned
with the program proposals of the management reforms.

2 In using the problem of collective action formulated by Olson (1965), a considerable collection of
available studies on comparative political science points to the tense relationship between democracies
and the problems of collective action in situations of change relating to the status quo. Thus, this gives
rise to the typical argument that implementing reforms in democratic contexts, given the high complexity
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generated by political competition and inclusivity (Dahl, 1971) tends to be much less than in authoritarian
contexts.

*Bangura (2000) reveals that, although the pressures had been strong for change in the profile and in the
intensity of social expenditure, organized resistance was no lesser as a result. He claims that the welfare
state in these countries has shown a considerable degree of resistance which can be explained by three
inter-linked factors. First, it is based on account of the difficulty of forming political coalitions in
Congress favorable to change of the status quo. Secondly, because of the fact that people in general
support the maintenance of their social benefits, despite the growing costs of doing so. Finally, there is
the strong political organization of the beneficiaries who organize themselves politically against the
reforms.

» The implementation strategies of new institutional guidelines regulated by performance and
decentralized in the management model did not achieve the cooperation of the political and bureaucratic
agents. Although decisive for raising performance, the construction of a new public governance model for
the public sector was not constituted as being central to formulating and implementing the reforms.

* As mentioned earlier, fiscal adjustment strategies were relatively successful in controlling the tendency
to the rapid expansion of public expenditure and fiscal imbalance which had taken hold from the 1980s.
However, there was neither a reduction in total public expenditure nor even a reduction on payroll or the
size of the public sector. Only a small group of countries, both in the developed and developing world,
presents concrete cases of a reduction in the level of public expenditure.

T Comparative experience reveals that were few cases in which governance models were implemented
centered on the institutional designs in the models of Performance-Based Organizations (PBOs), the
main innovation brought on by the management model. These were not created at the intensity and
quantity desired by the proposals of the reforms. In the 1995 Brazilian reform of the Federal
Government, the limits to implementing the new models of governance were decisive for sequential
failure. The data analyzed in this study reveal that in cases where changes were introduced, there are great
challenges to be faced in order to define, monitor, and control the performance of these organizations.

%% The National Performance Review in the Clinton government in the USA in the 1990s was one of the
reform models in which concern about the performance problems of administrative agencies obtained
centrality. The creation of re-invention laboratories in various agencies was one important institutional
innovation that conferred a differentiated treatment of creating incentives matched to performance (Jones
and Thompson, 1999). Even though having such a concern, the reforms did not manage to achieve
sustainability after the Clinton government left office in 2000.

* The sequential failure of administrative reforms is a well-known problem and is directly related to a
complex set of causes. As Rezende (2004) argues, this mechanism exists in a more intense form in
management reforms and can be considered as one of the most decisive limits to management adjustment.

3% Cooperation with the objectives of reform depends on the specific way in which the strategic actors
align their interests concerning variable control. When reform is produced so as to make the strategic
actors perceive that fiscal adjustment is complementary to institutional change, the chances of
implementation are greater. In circumstances in which the fiscal adjustment predominates, and the risks
of loss of control with the introduction of new institutional models, as it was the case for Brazil in 1995,
the chances of sequential failure are higher.

3! These organizations are analogs to the models typical of Performance-Based Organizations (PBOs) in
management experience.

32 In contexts, in which there is a historical legacy of low performance, of concrete experiences of
sequential failures, and of a direct relationship between decentralization and fiscal imbalance, such as in
the Brazilian case of administrative pre-reform, the question of performance was associated, to a large
extent, with fragmentation and with the risks of the latter to fiscal adjustment.
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