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A great deal of scholarship has focused on the effect of economic policy on global
labor markets and labor regulations. This paper questions whether changing labor
practices may also affect global economic policies. In particular, since economic policies
are created and implemented by governmental agencies, the way labor or employment
relations within those institutions are managed may affect the production and
implementation of policy. Inthe United States, theories of New Public Management
(“NPM") have had a particularly significant impact on personnel practices in government
agencies.’ NPM practices have affected both inter and intra-agency employment
relationships, which in turn have had effects on the functioning of the agencies and may
significantly compromise their ability to anticipate, prevent or respond to economic
troubles.

Aswe have seen from the recent global economic crisis, failuresin one nation’s
regulatory system can have profound implications worldwide, especially if that nation is
amagjor global economic center like the United States. Furthermore, NPM-style reform
movements have successfully spread to many other countries, including developing
countriesin Asia, Latin America, and Africa. Indeed, certain NPM-style reforms are
sometimes required as conditions to receiving aid from the World Bank or International
Monetary Fund.? Scholars should question whether such reformswill hinder the
development of sound economic policy in these nations.

The Changing L andscape of Job Protectionsfor Public Employees
Through a series of reforms beginning with passage of the Pendleton Act in 1883,

the U.S. Congress created special job protections for public employees. The cumulative
effect of these reforms was to establish the Civil Service Commission and merit-based
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procedures for hiring, promotion, and termination.® In addition to protections against
dismissal, demoation, or transfer without cause, federal employees were required to be
hired and promoted on the basis of merit.* Detailed rules were established governing pay
grades, promotions, and tenure.” Federal employees could also take advantage of a
grievance procedure for challenging adverse employment actions.® These changes were
considered necessary to create a public workforce that was shielded from political
influence and retribution.” The rationale for civil service protections was that employees
who are free from arbitrary and unfair treatment, particularly in regard to termination, are
more likely to be effective public servants.®

Over the past severa decades, some legitimate criticisms were made about agency
responsiveness, which were quickly attributed to lack of agency efficiency and flexibility
asaresult of both agency structure and civil service provisions.® In particular, NPM
critics attacked “ protectionist” public employment practices, arguing that public
employers should model their workplaces on private firmsin order to increase efficiency
and accountability for results.’® To these ends, reformers urged the reduction or
elimination of civil service protections in favor of a private or corporate model of
employment. They also urged the privatization of governmental functions, as well as
l[imitations on public spending, decentralizing and flattening government structures and
streamlining public employment rules, especially grievance hearings.™

While some advocates of NPM may have been motivated by sincere concerns
with agency flexibility and effectiveness, for others the real agenda has been exerting
greater executive control over agencies. Career employees with job security are more
able to resist short term political pressuresimposed by mangers who are political
appointees and change with each administration. Some scholars argue that the inability
of the executive to control all aspects of agencies protects against decisions based on
short-term political considerations at the expense of continuity, neutral data collection,
and expertise.

However, studies show that pro-managerial reformers have been successful in
reshaping federal, state, and local civil service practices. Administrative structures have
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been hollowed out through contracting out government work to the private sector. Public
agencies have been downsized or underfunded. In addition, civil service protections for
remaining public employees have been reduced or removed.*

Effects of NPR Reforms on Remaining Public Employees

The weakening of public sector employment protectionsin the federal
government began with the passage of the Civil Service Reform Act of 1978, which
eliminated the Civil Service Commission and allowed some agencies to fashion their own
personnel practices outside of the civil service system.”® Subsequent measures allowed
exemptions for certain management positions. Asaresult, the percentage of public
employees who have civil service protection has declined significantly. In 1953, amost
90% of federal civilian employees were covered by the traditional merit system. Today,
fewer than 50% of such employees are covered.™ For those still covered, new incentive
systems gave more control to the politically-appointed managers. For example, the
ability to control an employee’s pay was conferred by the move to a pay for performance,
rather than a pay grade system.

In the United States today, most public employees are employed at the state and
local levels. Here we see an even more dramatic transformation in public employment
civil service protection, especialy in recent years. For example, the Georgialegislature
declared in 1996 that all new hires would be at-will.*> The number of these now
unclassified employees in Georgia rose from 18% of the workforce in 1996 to more than
70% by 2004.%° In these states, the reforms effectively redefine how public employees
can be treated.”’

A number of scholars question what effects NPM reforms might have on the
quality and nature of public services. Proponents of civil service protections point out
that governmental employees perform essential public functions as part of the
bureaucracy. They oversee the exercise of public power in implementing public policy.
They serve as sources of expert and institutional knowledge for government agencies.
They also are the conduits for the integration and coordination of the three branches of
government and help to preserve a balance of power between them.™® Such
commentators fear that there are antidemocratic implications in the wake of NPM
reforms. Public employees staff the bureaucracies that are one means whereby citizens
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have access to and can participate in government, holding it accountable for its actions.™
Protected public employees are more likely to challenge abuses of power or share
information about questionable agency practices with superiors or the public. In fact, the
due process hearings to which employees are entitled can be an important way for policy
makers and the public to learn about agency practices and conditions. %.

Effects of NPR Reforms on Public Agencies

There are well documented staffing challenges for agencies as aresult of public
sector reforms. The anti-bureaucrat rhetoric that accompanies NPM is viewed as
demoralizing to public employees by devaluing their efforts. Public employees accept
pay scales lower than those in the private sector in exchange for other benefits, most
notably challenging work assignments in service of one's country, the achievement of
ideals, an ability to make a difference, and the opportunity to participate positively in the
policy process.? The significance of these motivating factors to attracting the best
employeesisignored in the rhetoric of NPM, which is attuned only to performance.

Studies show that poor treatment and loss of job security have created a* quiet
crisis,” where agencies have difficulty attracting the most qualified people as public
employees, the more gifted preferring the political realms of public service. The attacks
on public employees made as part of the arguments for removal of protections for such,
aswell asthe actual removal of protections has loosened commitment to agency purposes
and policies. New entrantsinto public service have little reason to make along-term
commitment to public work and may switch between public and private sectors focusing
on self i 2r;terast in seeking the best experience and pay rather than dedication to public
service.

In addition, some commentators point out that paradoxically some of the very
measures employed in order to gain more executive control over agencies in the name of
efficiency and flexibility have actually made the day-to-day work of the bureaucracy
more complex and difficult to accomplish. For example, decentralization of agency
authority and distribution of responsibilities across agencies carries with it an increased
possibilities for things to “fall thorough the cracks.”* In addition, executive efforts to
impose more control over agency actions have resulted in proliferation or “thickening” of
lower-level supervisorsin public agencies. This presents the possibility of inconsistent or
conflicting supervisory directives, as public employees working “on the ground” have
multiple levels of supervision to wade through before they get to policy personnel with
ability to make a difference.®*
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The combination of supervisory thickening, the weakened position of career
employees resulting from the decline in employment protections, and the related
weakening of commitment to government service, creates agencies that are more subject
to political influence, less efficient, have diminished expertise and credibility, and are
generally less able to perform their functions for the public benefit.

Possible Implications of NPM for World Economies

Therole of NPM in transforming the agencies responsible for assessing and
monitoring economic policies and practices in the United States should be explored in
more detail. For example, it may prove both interesting and productive from a policy
perspective to consider how the NPM movement contributed to agency failure to identify
and respond to financial sector practices that lead to the recent global economic crisis.
Was the effect of NPM to position politics above practices of effective regulation? In
other words, did NPM play arole in agency inability to early on identify events leading
up to the crisis? Certainly the crisisin agency staffing that has been attributed to NPM
policies may help to explain why the Securities and Exchange Commission lacked the
expertise and sophistication to uncover frauds like the Bernie Madoff pyramid scheme.
The thickening of agencies at the supervisory level may have been instrumental in
sidetracking reports of concern from underlings evaluating the new market in mortgage
securities. Fannie Mae and Freddie Mac, along with the SEC have been clearly identified
as “maladministered” in the days leading up to the crisis.”® Would aless demonized and
demoralized bureaucracy been more aggressive and proactive in uncovering and
addressing questionable practices in the institutions they were charged with regulating?

Also worth considering is how the effects of NPM might have influenced the
response to the crisisonce it occurred. The Bush administration’ sinitial response was to
save Wall Street and the financial sector, leaving homeowners and job seekers behind.
Did NPM play arolein that decision by marginalizing the input and effectiveness of less
political public employees?

It may not be possible to conclusively establish what effect NPM reforms had on
the global economic crisis. Nevertheless, engaging in theinquiry isinstructive on a
number of levels. Economic regulation is only one of many functions the government
performs. The link between administrative missteps and employment policy is more
obvious with other recent events, such asthe United States' failure to adequately prepare
for the occupation of Irag.?® Government agencies are a powerful and integral part of the
modern political state, and they must be healthy in order to function well. Any
employment law system should recognize that the treatment of public employees has
implications well beyond those employees’ individual rights to fair treatment.
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