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Introduction

In this current study I’'m offering a recommendation for the development of a model
that could provide us with an answer to the following question: which factors influence the
successful introduction of the reforms related to the New Public Management (NPM)
movement? The question is relevant, since the East-Central European countries have just
embarked on transforming their public administrations according to the NPM during the past
years.

The introduction of the management techniques associated with the New Public
Management movement has been on the agenda since the 80s in the developed capitalist
countries. Numerous developed capitalist democracies have been successfully utilizing these
techniques, although in certain countries they only rhetorically connected to the NPM, still the
depth and the width of the reforms exhibit significant differences even in the case of the
Western European countries.” (Goldfinch - Wallis [2009]), (Pollitt — van Thiel — Homburg
[2007]) While in the case of the developed countries the literature reports numerous
successes, for the countries of the periphery the introduction of the NPM instruments in most

cases ended with failure.’ It is not surprising that the experts are discouraging developing

' The preparation of this paper was supported by the TAMOP 4.2.1. framework-contract, in the research project
called ,, Knowledge based economy in Hungary, the conditions of the strengthening the motivation to innovate
and increasing the R+D performance”. The author thanks Prof. Dr. Andras Blaho, Prof. Dr. Prof. Balazs Hamori,
Prof. Dr. Katalin Szab6 and Dr. Laszlo Téth and Zsolt Horvath for their helpful suggestions and comments on
the draft of the paper.
? The scientific literature of the NPM is characterized by the hegemony of authors with an Anglo-Saxon focus,
who have decisively analyzed and considered as exemplary the practices of the Anglo-Saxon countries. It
follows that they consider numerous NPM reforms taking place in continental Europe as unsuccessful, since they
differ from the “ideal-typical” versions.
’ Many studies have been published about the results of the attempted reforms taking place in the developing
countries. See, for instance: about the environmental reasons for failures of the developing countries: (Polidano
[1999]) study, or about the NPM reforms of the public administration of the African countries, see: (Balogun
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countries from applying NPM. (Lapsley [2009]), (Williams [2000]), (Hughes [2008]),
(Dunleavy — Margetts — Bastow — Tinkler [2005]) In reality, the question is: what caused that
certain states have been successful, while other countries had failed to transform their public
administration in accordance with the NPM guidelines?

Some of those studies detailing the failures of NPM reforms stem from the bias of the
authors: professionals who question the achievements of the movement think of it as if it had
a well defined system of objectives, and that there are normatively described paths and
instruments helping to obtain these objectives. However, in reality this is not the case. The
beauty of the NPM is exactly that the movement means more of an approach with which the
efficiency of public administration can be increased. According to (Pollitt — van Thiel —
Homburg [2007], p. 2.), the NPM is nothing else than a shopping center, where the
governments and the experts of countries can select management instruments closest to their
taste’. The question is for who, what and when it is practical to “purchase”, and how should
the “purchased” instruments be mixed, so that the results would turn out favorably. According
to the model described in the current study, this fundamentally depends on the environment,
on the institutional system.

In this study I introduce an institutional model that — according to my hypothesis — is
able to answer the question of why the NPM movement is successful in certain countries and
why it is most of the time unsuccessful in others. The model could provide an answer to the
question of what institutional factors the success of the introduction of the NPM reform
depends on, and also what are the reasons behind the failed attempts of the past. If with the
help of the model we can identify those factors, which determine the success of the
introduction of the NPM techniques, then it would enable us to provide recommendations on

those groups of management instruments, which could be introduced successfully in a given

[2003]). The NPM reform of South Africa has been analyzed extensively in the literature. (Cameron [2009])
published an interesting paper about this. Finally, there is an illuminating paper about the transformation of the
local public administration system in Malawi: (Tambulasi [2009]). The Public Management Review had dealt
with the relationship between the developing countries and the NPM in an entire issue (Volume 3, Issue 3 of
2001).

* From this point of view, therefore, variation might be explained as ‘selective shopping’ from a varied and
somewhat contradictory shop (the NPM).” (Pollitt — van Thiel — Homburg [2007], p. 2.)



country. Also, we could call attention to those NPM techniques that in an event of being

introduced could even lead to opposite results to the objectives.’

Briefly about the New Public Management

The New Public Management, or as it is found in numerous studies the “new
managerilism”, has evolved as a reform movement and as a scientific school during the late
1970s and early 1980s primarily in the Anglo-Saxon countries (Hood [1991]), (Barzelay
[2001]). The movement has set out on its conquering path with the prime ministerial term of
Margaret Thatcher commencing in 1979 and with the presidential term of Ronald Reagan
commencing in 1980, so the initial steps can be linked to the conservative, neo-liberal
economic movement (Mascarenhas [1993], p. 319.); (Deakin — Walsh [1996]); (Pollitt
[1993]).°

The main objective of the scientific and political movement associated with the new
NPM was to transform the traditional public administration in order to develop a more
efficient, more adaptive and because of that a more effective operation. According to the
supporters of the NPM, market coordination — in the decisive majority of the cases — is more

capable of an effective allocation than bureaucratic coordination.

> The recommended model has numerous limits. Because of the difficulties associated with data collection and
modeling, and also the methodological weaknesses of the statistical instruments in economics, the model
employs significant simplifications. The author is aware of that besides the application of the modeling
technique the preparation of case studies is indispensible for answering the above questions. The preparation of
case studies is a good complement to the statistical analysis, because it requires another type of scientific
approach. Because of the volume restrictions I dispense with the detailed introduction of the weaknesses of the
described model. Now, I just call attention to the fact that the model can only provide theoretical
recommendations on the certain techniques related to the NPM movement (for instance, the introduction of PPP
or performance-based wages), since currently we do not have sufficient amount of data to prepare an analysis
that could ensure a valid assessment. Therefore, we can only forecast the success on the aggregate level and not
on the levels of the given techniques.

% “The New Right” and neo-liberalism as a school of economic policy has been standing in the crossfire during
the past years. See, for instance: (Stilwell [2009]) paper, in which he interprets the numerous problems of the
global economy as the effect of The New Right, namely the neoliberal economic policy. For details on neo-
liberalism and on the neoliberal state, see: (Harvey [2005]). About Margaret Thatcher’s prime ministerial
performance, I recommend to the interested Reader two chapters of (Evans [2001], pp. 53-78.). However, some
authors do not link the NPM to the new right and to the neoconservative — neoliberal economic policy. For more
details on the theoretical background of the NPM in economics, see: (Gruening [2001]).



,»Thus co-ordination may be achieved by hierarchy, network or market (Kaufmann,
Majone and Ostrom, 1986; Thompson, Frances, Levacic and Mitchell, 1991). The
main thrust of NPM reforms has been, de facto, that market and network forms of co-
ordination — especially market forms — should wherever possible be substituted for

hierarchical co-ordination.” (Pollitt - Bouckaert [2000], p. 80.)’

It follows that according to the advocates of the NPM, the reduction in government
spending and the raising of the quality standards of public services can be achieved through
the strengthening of market coordination and competition. In the Anglo-Saxon countries the
advocates of the NPM wished to actualize these abstract ideas into practice through
suggesting a stronger presence of market coordination in the organizations of the public
sphere, while putting special emphasis on the stronger application of the management
techniques of actors of the private sphere. The acceptance of the primacy of market
coordination, and at the same time the demand for the rolling back of bureaucratic
coordination in the field of public services, signals that the foundations of NPM in economics
is linked to Hayek and Mises — namely to the new Austrian school — and to “a rage of
influential new right thinkers” (Dunleavy [1986], p. 15.) namely to the representatives of
public choice theory, so among others to Buchanan, Tullock, Betton and Niskanen.®

Aside from formulating abstract objectives, the advocates of the NPM had diversified
expectations and they attempted to actualize these through a diversified toolkit. According to

(Hood [1991], p. 3.) the NPM can be linked to four “administrative megatrends”:

“(1) attempts to slow down or reverse government growth in terms of overt public

spending and staffing (Dunsire and Hood 1989);

(i1) the shift toward privatization and quasi-privatization and away from core
government institutions, with renewed emphasis on 'subsidiarity' in service provision

(ct. Hood and Schuppert 1988; Dunleavy 1989).

7 According to (Pollitt — Bouckart [2000], pp. 93-94.), countries most committed to market coordination are:
United Kingdom, New Zealand, Australia, and in some cases Finland and Sweden. The authors call this group of
countries: “marketizers”.
¥ We can read an intriguing analysis of Mises’ and Niskanen’s bureaucracy theory in: (Carnis [2009]). (Larbi
[1999]) and (Gruening [2001]) provide an excellent overview of the political economic basis of the NPM. The
foundations of public choice theories and their link to the NPM and to the privatizational processes associated
with that are summarized by (Dunleavy [1986]) and (Cuervo — Villalonga [2000]).
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(ii1) the development of automation, particularly in information technology, in the

production and distribution of public services; and

(iv) the development of a more international agenda, increasingly focused on general

issues of public management, policy design, decision styles and intergovernmental

cooperation, on top of the older tradition of individual country specialisms in public

administration.” (Hood [1991], p. 3.)

During the realization of the aforementioned objectives by Hood, the countries of the

centre applied various management techniques, which are summarized by (Schedler — Proeller

[2002], p. 165.) in the following table.

Table 1.
Generic element categories of NPM
Category Characteristics / objectives Examples
Organizational restructuring | Delegation of responsibility | City managers

Reduction of hierarchy
Political and managerial
roles

Holding structure

Management instruments

Output orientation

Performance agreements

Entrepreneurship Products
Efficiency Performance-related pay
Budgetary reforms Closer to private sector Cost accounting
financial instruments Balance sheet
Profit and loss statements
Participation Involvement of the citizen Neighbourhood councils

E-democracy

Customer orientation
Quality management

Gain legitimacy in service
delivery
Re-engineering

One-stop shop
Service level agreements
E-government

Marketization
Privatization

Reduction of public sector
Efficiency gains through
competition

Contracting out
Public — private partnerships

Source: Based on Schedler — Proeller ([2002], p. 165.)’

? As we can see the formulations of (Hood [1991]) and (Schedler — Proeller [2002]) do not entirely match. This
is no accident, since both in practice and in theory there had been significant changes taking place during the 11
years that set apart the births of the two pieces. However, the early works of Hood up until today have been the
starting-points of the works dealing with the NPM. (Hood [1991]), (Dunleavy - Hood [1994]), (Hood [1995]).
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The “classic” version of the NPM has been introduced primarily in the Anglo-Saxon
countries: United Kingdom, New Zealand, Australia, United States of America and Canada.
(Pollitt — Bouckaert [2000]) In continental Europe it was the Netherlands that applied first and
most penetratingly the NPM instruments.'® (Hemerijck - Huiskamp - de Boer [2002]), (Pollitt
— van Thiel — Homburg [2007])

The Scandinavian countries were also open to the application of the NPM instruments;
however, they did not aim to simply copy the instruments that had been successfully
implemented in the Anglo-Saxon countries, rather they employed these management
techniques tailored to their own institutional environments. (Green-Pedersen [2002]), (Lotz
[2006]), (Goldfinch — Wallis [2009]) The objectives were fundamentally the same: they
wished to create a more effective and more efficient public administration, but for this they
significantly altered the previous toolkit of the NPM, they instituted something else and doing
it differently than the Anglo-Saxon countries. The emphasis has shifted from the reduction of
the role of the state to the encouragement of citizen participation, to the inclusion of the
citizens into the decisions pertaining to public affairs and into their executions. The other
Western European counties — France (Cole — Jones [2005]), (Wollmann [2008]) Germany
(Reichard [2003]), (Wollmann [2000]), Italy (Ongaro [2009]), Spain (Barzelay — Gallego
[2010]), (Ongaro [2009]) — have also adapted the NPM toolkit with more or less success,
which means that they have tailored the Anglo-Saxon institutional innovations to their own

informal and formal institutional environments.''

1 Three chapters of the book of (Pollitt — van Thiel — Homburg [2007]) also analyze the differences between the
British and the Dutch reforms: (van Thiel — Pollitt [2007], pp. 52-70.) introduces the differences in the
governance of the executive agencies, (Klijn — Edelenbos — Hughes [2007], pp. 71-89.) compare the PPP co-
operations, while (Pollitt [2007], pp. 149-164.) examines the differences in the performance indicator systems
employed by hospitals.
" The reforms significantly differed in their depth and width (Bouckaert et al. [2009]). Certain countries, for
instance Austria and Denmark, had employed the NPM instruments moderately and only in certain fields. On
Denmark for instance see the paper of (Greve [2006]), which introduces the realized NPM reforms in the Danish
central public administration, or see the working paper of (Blom-Hansen — Christiansen — Fimreite — Selle
[2009]), in which the authors analyze the reform experience of the regional public administration in Denmark
and Norway. On Austria, see: the writing of (Promberger — Rauskala — Cecon [2004]) and (Hammarschmid —
Meyer [2005]). In the particular countries the reforms took place on various levels of public administration and
they affected various fields, so while in France the reforms were carried out on the levels of the central public
administration, in Germany the reforms effected mainly the local governments. (Hoffmann-Martinot —
Wollmann [2006]).
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The model

The subject of the current study can be only studied through an interdisciplinary
approach. I rely on the findings of economics, especially on the findings of the new
institutional school (North [1990])'%, (Williamson [1998]) on the findings of sociology,
primarily on the findings of economic sociology (Granovetter [1990]) and (Nee [2003]), and
the findings on cultural analyses (Hofstede [2008]).

I share (Kornai [1999]) point of view, according to which social processes cannot be
understood by static models, only a historical review can provide adequate information for
understanding the process. The model described in this current study is still static, because of
methodological reasons. However, with improvements it can be made dynamic. During the
development of the model, I set out from (Williamson [1998]) and (Williamson [2000])
works, which position the changes of the specific institutional levels in time, stating that the
informal institutions in the long run (10? and 10? years), the formal institutions in the medium-
term (10 and 10” years) are unchanged, while changes to the factors linked to the government

is possible even in the short run (1 and 10 years)."?

12 Other works by Douglass North that are considered as the foundations of the new institutional economics:
(North [1984]), (North [1991]).

13 However, for the collection of the data for the model I did not consider the various Williamsonian time frames.
The reason is that for a model based on Williamson’s approach it would have been enough to collect data for the
informal and formal institutions at a single point of time, for the year of 1980. Still, I did not do that, because the
proxy variables linked the informal and formal institutions in my opinion do not have those characteristics that
the informal and formal institutions, they change even in the short run.
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Figure 1.
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Source: (Williamson [2000], p. 597.)
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The first level in Figure 1. contains those factors, which — according to our hypothesis
— fundamentally influence the successful introduction of the NPM reforms. These factors are
often simply considered by the new institutional economists as givens. According to
(Williamson [1998]) those rules belong to here, which might even be unconsciously followed
by the members of the society. (North [1991], p. 97.) has called this block as informal
institutions, and he has included in this category social norms, traditions and customs. In this
block of our model we also employ the concept of culture in terms of Hofstede’s

understanding, since as (Hofstede [2008], p. 35.) writes:

“The culture practically consists of the unwritten rules of the social game.”

According to (North [1991]) the informal institutions have a decisive influence on the
economic process, the explanation of which is primarily attributed to (Granovetter [1990]),
who has contributed to the understanding of the influence of the informal institutions with the
introduction of the concept of embeddedness."*

The second level contains those formal rules that have been termed as formal
institutions by (North [1984]): the system of property rights, the constitution and laws. These
are the formal rules of the game, which gain form and become significant in the social sphere
created by the informal institutions. (North [1984], p. 8.) characterizes the relationship

between the informal and the formal institutions as the following:

,We may say that institutions consist of a set of constraints on behavior in the form of
rules and regulations; a set of procedures to detect deviations from the rules and
regulations; and, finally, a set of moral, ethical behavioral norms which define the
contours and that constrain the way in which the rules and regulations are specified

and enforcement is carried out.”(North [1984], p. 8.)

The regulating power of the formal institutions can differ from culture to culture; in
certain societies it is stronger, while in others it is weaker. The contribution of the formal

institutions to regulate the social processes (as formal rules of the game) depends

'* The new institutional school has been dealing with the concept of institutions in details, see: (North [1990]),
(Williamson [2000]), (Hodgson [2006]), (Aoki [2005]).
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fundamentally on the informal institutions. There are numerous questions left open in regards
to these relationships and mechanisms, in any case based on research findings it is
unequivocal that these processes are historically determined.” (Greif — Tabellini [2010]),
(Greif [2006]) The changing of the formal rules of the game is also a slow process, which —
according to (Williamson [1998]) — take place primarily as a result of external factors: civil
wars, economic crises, foreign occupation, collapse of political systems.

For the third and the forth factors, namely for the change of governance and resource
allocation, we can bring up examples even from our own lives. These levels apply to the
current functioning of the system inside the framework marked out by the informal and
formal institutional levels. While the first two levels regulate the content of the actors’
actions, means that the emphasis is on the question what, on these levels the emphasis is on
the question of how. The answer given to the question of how significantly influences the
efficiency of the system, since the regulation of the coordination mechanisms, the
determination of the ratio of the market and bureaucratic coordination take place on these
levels. However, this regulation can neither go against social norms and values in the long
run, nor formal institutional regulations. While the third level refers to governance activity,
the fourth level calls attention to the neoclassical microeconomic foundations of market
coordination. At this level, (Williamson [1998]) determines the criteria for the establishment
of the market equilibrium, which refers to the coordination of prices and quantities. I consider
it important to note that it could appear to the superficial observer that certain government
interventions or some charismatic leader can change the culture of the society in the short run.
In relation to this, it worth to quote the ideas of (Hofstede [2008], pp. 38-43.), according to
whom culture is like an onion. At its core we can find those social values, which are
immensely tenacious, so they barely change over time and at a given time can be considered
as unchangeable. The outer layers of the onion consisting of rituals, heroes, symbols —
collectively termed “practices” by Hofstede — are changes more easily and more often through
time. Even though many politicians claim that they are capable of changing them, even the
practices that provide the outer layer of the cultural values cannot be easily changed during
one political cycle. However, it is a fact that temporarily as a result of a current decision,
certain symbols can increase in strength, their use can become more frequent, but this does

not mean the culture and the values of society are altered.

15 About the difference between the informal and the formal institutions, see: (Redmond [20057])
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When combining the cultural concept of (Hofstede [2008]) with (Williamson [1998])
institutional economics, we need to keep in mind that “embeddedness” is considered by
Williamson as the first level, while it means the most inner core of Hofstede’s cultural onion,
namely the values. (Hofstede [2008], p. 43.) make a distinction between the various levels of
culture: national level; regional, ethnic, religious, lingual affiliation level; gender level;
generation level; social class level; and in the case of employees the organizational level.
Hofstede assigns the national, the gender and the cultural levels to the first level of
Williamson’s model.

The uniqueness of the NPM reforms stems from that changes generated by them
designate cultural changes. The undeclared aim of the NPM movement is the attitude change
in the public sphere, namely the alteration of the organizational culture of the public sector.'®
However, the organizational structure can be changed even in the short run, and this is not
only stated by Hofstede, but by experts of change management and proven by successful
practical examples. It follows that the organizational culture is not located in the first level of
the Williamson’s model, more like it is connected on the third level.'”

The described model, based on which I wish to examine the possibility of a successful
introduction of the NPM reforms, is quite simple, static, all together it contains two
explanatory and one result blocks. Because of simplification, I do not indicate separately the
interaction between the various blocks in Figure 2., since the main direction of causality
according to my hypothesis is unequivocally goes from block 1. through 2 to the explanatory
variable. All this, however, does not mean that during the statistical analysis we would not
shed light on the interactions; it only means that during the depiction of the model I consider

it sufficient to highlight the main cause and effect relationships.'®

' (Shein [1983], 1-2. old) define organizational culture as: “the pattern of basic assumptions which a given
group has invented, discovered or developed in learning to cope with its problems of external adaptation and
internal integration, which have worked well enough to be considered valid, and, therefore, to be taught to new
members as the correct way to perceive, think, and feel in relation to those problems.”
"7 Here, I would like to refer to (Luhmann [2006]) social system theory, according to which a social system is
predominantly defined by its environment. This current study examines exactly that whether the bureaucratic
public administration — which we can consider as one independent system — can be changed successfully by the
influence of an external reform, if the reform does not fit into the environment of the system, which I define here
as the shell surrounding the system. (Luhmann [2006], p. 38.] in fact has a more radical assertion: “...a system is
the difference between system and environment”.
' When constructing the model, I was inspired by (Kornai [1993], pp. 380-388.) explanatory theory of the
workings of socialism and by the model linked to that.
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In the course of the analysis I have processed data from 31 countries in order to be
able to draw relevant conclusions. Besides 27 European countries I have included Australia,
Canada, New Zealand and the United State of America. I have complemented the database of
the European countries with the Anglo-Saxon countries, because the NPM reform movement
had developed the earliest and it transformed the public sphere at the most depth and width in
these countries. After reviewing the literature, we can conclude that so far nearly 60 countries
have attempted to introduce the NPM reforms, with significantly differing results.'” All this is
important, because if the model fulfills our hopes, then the database can be further extended,
and by doing so, the reliability of the regression analysis can be further strengthened.

The datasets of the model for the each country come from different time frames, since
the various countries joined the NPM reforms waves at different times. I have set three time
periods for the countries under examination. In the case of the first wave, the beginning of the
NPM reforms is dated back to about the early 1980s. During this period mostly the Anglo-
Saxon countries were the forerunners of the NPM movement, it were the USA, Australia, the
United Kingdom and New Zealand together with the only continental European country of the
Netherlands, who had introduced the reforms. In the case of these countries, I have filled the
model with data from the 1980s and I labeled them as innovators, since it is unequivocal that
the instruments and the underlying approach of the NPM movement had been worked out and
lifted into the public discourse by the experts and politicians of these countries. The next
group — in which the developed Western European countries belong to —, had adopted the
NPM reforms during the 1990s. These countries were labeled as adaptors, since they have not
only schematically instituted the Anglo-Saxon versions of the NPM reforms, but they have
tailored them to their own institutional environment.”® In the case of the adaptor countries I
used data from the 1990s. Finally I analyzed the Central-Eastern- European countries, which I

labeled as imitators.”' They had mostly got to the level of development necessary for the

' After reviewing the literature, I have found studies about the NPM reforms of the following countries:
Australia, Austria, Bangladesh, Belgium, Bolivia, Botswana, Brazil, Bulgaria, Canada, Croatia, Czech Republic,
Denmark, Estonia, Finland, France, Germany, Ghana, Greece, Ireland, Italy, Israel, Japan, Kenya, Lesotho,
Latvia, Lithuania, Malaysia, Malawi, Mexico, Mongolia, Morocco, Nepal, the Netherlands, New Zealand,
Norway, Poland, Portugal, Uganda, United Kingdom, USA, Romania, Rwanda, Senegal, Singapore, Slovakia,
Slovenia, South Africa, South Korea, Spain, Sri Lanka, Switzerland, Tanzania, Zambia, Zimbabwe.

2 T have included the following countries into the group of adaptors: Finland, Sweden, France, Denmark,
Germany, Italy, Norway, Austria, Belgium, Portugal, Greece, Ireland, Switzerland, Spain.

' T have included the following countries into the group of imitators: Bulgaria, Latvia, Lithuania, Estonia,
Slovenia, Czech Republic, Poland, Slovakia, Romania and Croatia.
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implementation of the NPM methodology during the beginning of the new millennium. In
order to catch up the Central-Eastern-European countries are forced to implement the reforms
in a rush, primarily because the public is dissatisfied with pace of development, and also
because the European Union is also expecting imitation instead of adaptation from them. In
the case of the imitators I have worked with the data for year 2000. The logic behind the
various time periods is that the cause must precede the effect. It follows that for instance in
the case of the reform introduced in 1984, we cannot work with the data of the World Value
Survey from 2000; we can only use data from before 1984.

In summary, in the briefly introduced model I searched for an answer to the question
of: what reform should a given country undertake, if we consider its institutional environment
and its historical traditions, or in other words, if we know the country’s characteristic informal

institutions (Block 1.) and the formal institutions (Block 2.).
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