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AbstrAct 

Given that the current era of austerity in the public sector is likely to bring about 
changes in the management practices of the public sector, it is worth taking a look 
back at the literature of the previous era of major cutbacks. This article examines 
what kind of changes to public sector financial and personnel management were 
proposed and adopted during the era of retrenchment in the 1970s and 1980s. The 
review of the literature shows that the previous cutback era triggered a search for 
increased flexibility and rationality both in financial management and personnel 
management to enable optimal cutback decisions and their implementation. It also 
indicates that the management of the finances and human resources during scarcity 
requires very difficult trade-offs. 

Keywords: cutback management, fiscal crisis, budgeting, financial management, 
personnel management

1. Introduction

In response to the recent global financial and economic crisis, followed by fiscal 
crisis, many governments have carried out austerity measures in order to cope with 
the concurrent problems of lower revenues and high public debt. The need to deal 
with lower levels of resources has also brought the topic of cutback management 
back to the research agenda. It can be expected that the necessity to undertake cut-
backs in the public sector would lead to changes in public management practices. In 
the normative discussions, various proposals are being discussed, with the specific 
focus on what kinds of shifts in management practices would be desirable during the 
current era of cutbacks (see, for example Marcel 2013; Robinson 2013). The empiri-
cal studies on the crisis show that up to now governments’ responses to the crisis 
have been rather diverse (see for example Bideleux 2011; Kickert 2012; Kickert et al. 
2015; Lodge and Hood 2012; Peters et al. 2011; Pollitt 2010), although more system-
atic and comprehensive comparative assessments of the impact of the crisis on 
public management practices are yet to be undertaken.
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Given that the impacts of the global crisis and the subsequent retrenchment on pub-
lic management is and will continue to be a challenging issue for several years to 
come (Coen and Roberts 2012; Pollitt 2010; Thynne 2011), it is worth taking a 
closer look at the previous era of major cutbacks (in the 1970s and 1980s) and to 
examine what kind of shifts in public management were brought about by fiscal 
stress and the need for retrenchment. Looking back in time can provide useful 
insights for dealing with the current challenges, either by offering solutions, provid-
ing negative lessons to be avoided or providing a basis for predicting future events 
(Dolowitz and Marsh 2000; Rose 2005). In many ways, the governments in the 
1970s and 1980s faced similar challenges as the governments today: the combina-
tion of stagnant economic growth, increased demand for public services and tax-
payer reluctance to tax increases created a so-called “scissors crisis” (Tarschys 
1983). The need to “do more with less”, in turn, imposed significant demands on 
public officials and called into question the existing practices of public management.

There are (essentially) two different ways to address the links between changes 
in the environment of the public sector organizations and shifts in management prac-
tices used by the organizations. First, one could study different reforms and attempt 
to trace them back to their origins and seek to identify the factors that triggered these 
reforms (with the benefit of hindsight) (see, for example, Pollitt and Bouckaert 
2011). Second, one could examine the period of change in environmental conditions 
(for example increasing resource scarcity, pressures to implement cutbacks and curb 
public expenditures) and analyze what kind of changes were proposed and also 
observed in the academic literature at the time. This article follows the second route 
and seeks to uncover what kind of changes to public management practices were 
proposed and adopted during the era of retrenchment in the 1970s and 1980s, in the 
literature that discussed cutback management, cutback budgeting and the ways to 
cope with fiscal stress. 

We do not analyze specific cutback strategies and instruments (for example the 
choice of across-the-board vs targeted cuts) here, as these have been thoroughly 
addressed by Raudla et al. (2015). Instead, we focus on the question of whether fiscal 
stress brought about systemic changes in management discourse and practices. 
However, we do not examine how well these changes were actually implemented or 
what kind of substantive impacts on policy outcomes these changes had.

Rather, the goal of the literature review is to provide analytical input for further 
comparative studies that would like to systematically compare public management 
responses to austerity and to explore variations and commonalities in such respons-
es over time. This, in turn, would allow to contribute to our understanding of con-
textual factors in public management and policy-making. As emphasized by Pollitt 
(2013), there is an increasing awareness in studies of public policy and management 
of the various contextual variables that have to be taken into account when examin-
ing public sector changes. Alongside other elements − like features of the political 
system, national and organizational cultures and the state of technologies – he 
points to the economic and financial environment as a relevant contextual factor 
that can play a role.

Given the increased scarcity of resources during fiscal stress, the most critical 
“resources” the public sector uses – the “human resources” (that is the public ser-
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vants) and the “financial resources” (that is the budget) − can be expected to be 
affected the most. Because of the central importance of these two resource domains, 
and also in order to keep the scope of the article manageable, we focus specifically 
on two areas of public management: budgeting (and financial management) and 
public personnel administration. Also, this article focuses on those public manage-
ment practices which are “internally oriented” (that is directed at the inner workings 
of the public sector organizations) and leaves out reforms that are “externally ori-
ented” (for example contracting out, privatization, co-production and so forth) or 
deal with inter-governmental relations (for example division of tasks and finances 
between the central, regional and local governments).

In taking stock of the literature, both theoretical and empirical studies addressing 
either the central or the local government level were made use of. The focus was 
primarily on the academic literature in the fields of public administration and public 
policy in 1970-1990. To compile the review, the search words of “cutback manage-
ment”, “fiscal crisis” and “fiscal stress” (and related terms) in conjunction with 
“financial management”, “budgeting”, “human resource management” and “person-
nel management” were used for identifying the relevant studies. In total, 119 studies 
are covered in this review. The cut-off year for including the studies was 1990, 
although a few studies published after 1990, which specifically analyze the cutbacks 
in the 1970s and 1980s, were also included. The review is not restricted to any par-
ticular country or group of countries. However, it should be noted that most of the 
empirical studies on cutback management were written about the US (especially 
about the US local governments) and the UK (focus on the retrenchment politics in 
Whitehall during the 1970s and Thatcherism). Substantially fewer studies of the 
1970s and the 1980s addressed the Continental European countries. Appendix I pro-
vides a summary of the empirical studies that are covered in this paper.

2. Budgeting and financial management

Since budgeting is the main venue for decision-making about the allocation of 
(scarce) resources, it comes as no surprise that budgeting (and financial manage-
ment) received a lot of attention in the cutback management literature of the 1970s 
and 1980s. While scarcity is endemic to any form of budgeting (Schick 1980), it can 
be expected that the significantly heightened scarcity of available resources – and 
the ensuing need to undertake cutbacks and cope with lower levels of revenues – is 
likely to have influenced budgetary practices and financial management.

Before looking at the more systematic shifts in budget practices during the era of 
cutbacks, it is worth mentioning that in order to deal with cutbacks in the midst of 
acute scarcity and severe fiscal crisis, more ad hoc adaptations in budgetary deci-
sion-making were also observed. In particular, it was found that coping mechanisms, 
such as repetitive budgeting (adopting a number of budgets during the fiscal year), 
sequestering and cash-flow budgeting, were deployed in order to address the gap 
between incoming revenues and expenditures (Caiden 1981; Caiden and Chapman 
1982; Schick 1980; Wright 1981). As noted by several authors, in the midst of 
extreme scarcity, when a real sense of crisis prevails and immediate action is required 
with regard to curtailing expenditures, political actors find it difficult to entertain 
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systematic reforms of the budget process itself (Glassberg 1981; Rubin 1977, 1984; 
Schick 1980). In such periods, because of the “fixation on short-term gapmanship”, 
budgeting would tend to “go back to the basics” and emphasize expenditure control 
(Schick 1980, 1988). However, if the level of fiscal stress is moderate and persists 
over a longer time period, the calls to reform the budgetary decision-making process 
are likely to enter the political and/or bureaucratic agenda. The two main dimensions 
of budget reform that were most extensively discussed in the cutback management 
and cutback budgeting literature are increased centralization of decisions over bud-
getary aggregates (in the form of top-down budgeting) and enhancing the rationality 
of budgetary decision-making.1

2.1 Top-down budgeting

In top-down budgeting (also called “entrepreneurial budgeting” and “expenditure 
control budgeting” by some authors), at the beginning of the budget cycle, the 
“guardians” (for example budget offices, ministries of finance) establish expendi-
ture ceilings that have to be followed by the “spenders” (for example line ministries 
and agencies) when preparing their budget requests. That contrasts with a more 
bottom-up process, where the spenders formulate their requests without a prior 
“ceiling” (usually on the basis of the preceding year’s budget), and budget negotia-
tions are then focused on trimming down these requests. (Bozeman and Straussman 
1982; Cothran 1993; Hendrick 1989; Schick 1986; Tarschys 1985) Another element 
that is usually seen as characteristic to top-down budgeting is the reduced line-
itemization of the expenditure and the increased use of lump sums (or global budgets 
or block grants), meaning that although guardians exert more control over the 
 budget totals, spenders have more flexibility in deciding exactly what to spend the 
money on (and also where to cut the expenditures) and in reallocating expenditures 
within the block appropriations. 

The normative and positive discussions in the literature pretty much converged 
in their arguments about why such a shift towards top-down budgeting should and 
would take place. 

First, as Schick (1986, 125) explained, in times of growth, public agencies can 
formulate their requests with limited prior guidance, but when the budget is “tar-
geted for contraction or stabilization”, an unconstrained, bottom-up process may lead 
to excessive conflict between demanders and constrainers when the former propose 
spending claims that would force the government to spend more than it prefers. 
Hence, in order to alleviate the levels of conflict and to make cutbacks feasible it was 
expected that the need to curtail expenditures would bring about pressures to shift 
the power – over the aggregates − back to the guardians by giving them more “agen-
da-setting” powers (in the form of sectoral or departmental budget ceilings) at the 
beginning of the budget cycle (Banner 1985; Tarschys 1983, 1985).

1  Other shifts in budgetary practices that were induced by fiscal stress were: the adoption of fiscal rules, 
the introduction of medium-term expenditure frameworks, adjustments to cash-flow management, formula 
budgeting, development of more sophisticated forecasting techniques (for estimating future revenues and 
expenditures) (see, for example, Kraan 1984; Tarschys 1985; Wright 1981). 
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Second, it was expected that the targets established at the beginning of the budget 
cycle help to provide a focal point for subsequent negotiations between the finance 
ministry (or an equivalent) and the line ministries (and also between the budget 
office and other subunits within a single organization) (Hendrick 1989; Premchand 
1981; Schick 1986; Tarschys 1985). Several authors emphasized that it would be very 
unlikely for the “spenders” (either the line ministries/agencies as a whole or subunits 
within organizations) to voluntarily propose cuts themselves (Behn 1980a, 1980b, 
1985; Bozeman and Straussman 1982; Dunsire and Hood 1989; Levine 1979, 1985). 
As Levine (1979, 181) put it, calls for voluntary cutbacks would elicit “you first, then 
me” types of response, necessitating centralized imposition of specific cutback tar-
gets. Or, in Behn’s (1980a, 619) words, “It would be a very unusual organization 
indeed that generated through a decentralized process … proposals for self-imposed 
cutbacks to match a significant decline in resources.”

Third, it was argued that in return for accepting stricter control over budget totals 
(and the necessity to cut expenditures), the spenders would want (and are also 
granted) more flexibility in using the funds (Cothran 1993; Levine et al. 1982; Rubin 
1980; Schick 1988; Tarschys 1986). In Tarschys’s (1986, 20) words, such a reform 
entails “waiver of control over details in exchange for a better control over totals”. 
Or, as Schick (1988, 531) put it, “more managerial flexibility can be an implicit quid 
pro quo for giving agencies less money.”

Fourth, it was hoped that when granted more flexibility in managing their funds, 
organizations would “waste” less resources, increase their “productivity” and 
become more “innovative” in their activities (Bellone 1988; Cothran 1993; Dunsire 
and Hood 1989; Rubin 1991).2 In addition, it was expected that when it comes to 
specific decisions about where the cutbacks should fall, the spenders within agen-
cies/departments (and also within subunits) would be in a better position to make 
them, given their knowledge of the potential consequences of reducing different 
types of expenditures (Dunsire and Hood 1989; McTighe 1979).

Finally, as Schick (1988) and Tarschys (1985) noted, there could be political 
reasons for increasing the budgetary discretion of the line agencies (after the top-
down ceilings have been imposed). Namely, by withdrawing from the details of 
expenditure, central authorities are less implicated in the details of cutbacks; 
instead, spending agencies are compelled to make hard choices and to refuse inter-
est group demands. 

Empirical studies for the most part appear to confirm the prediction that shifts 
towards top-down budgeting – in its genuine variant of combining centralized con-
trol over totals with decentralization of decision-making on the details – would take 
place. This was observed in a wide variety of settings, including the national govern-
ments of OECD countries (for example Bozeman and Straussman 1982; Hood and 

2  Any cursory glance at the cutback management literature of the 1970s and 1980s would indicate that 
concerns with productivity came to dominate the agenda of public management reforms, including budgeting 
(see, for example, Cope 1987; Havens 1983; Lauth 1987; Lee and Staffeldt 1977; O’Toole and Stipak 1988; 
Poister and McGowan 1984a, 1984b). While there were ongoing debates about what productivity in the public 
sector actually means and what kind of changes it would necessitate (see, for example, Ammons 1985; Dalton 
and Fitzpatrick 1985; Leathers 1979), it was generally hoped that “increasing productivity” would be one of 
the main solutions for coping with reduced resources. 
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Wright 1981; Lee 1981; Schick 1986, 1988, 1990; Tarschys 1983, 1985, 1986; 
Wright 1977, 1981),3 state governments in the US (for example Lee 1991) and also 
local governments (for example Banner 1985; Cothran 1993; Hendrick 1989; Levine 
et al. 1981a; Wenz and Nolan 1982). Some studies, however, found that in some 
governments, instead of bringing about increased flexibility over the details of 
spending, fiscal stress induced more centralized control over the specific line items 
of the budget (for example Caiden and Chapman 1982; Levine et al. 1982; Massey 
and Straussman 1981; Schick 1988) in the hope that “if you watch your pennies, the 
dollars will take care of themselves.”

2.2 Enhancing the rationality of budgetary decision-making

As the cutback management literature of the 1970s and 1980s demonstrates, besides 
top-down budgeting, an era of retrenchment also reinvigorated calls for more “ratio-
nal” forms of budgeting, like performance-based budgeting, results-based budget-
ing, program budgeting, zero-base(d) budgeting and so forth. 

In the normatively oriented literature, many authors writing on the topic recom-
mended that more “rational” forms of budgeting can be helpful for coping with a 
reduced level of resources and for enhancing productivity, efficiency and effective-
ness in the public sector. First, it was argued that more rational forms of budgeting 
would help to make the necessary cuts more selectively (and hence avoid potentially 
harmful across-the-board cuts) by shielding priorities, cutting low-performing pro-
grams and basing decisions on productivity-information (for example Garson and 
Brenneman 1980; Glennerster 1981; Havens 1983; Levine 1978; Levine et al. 1982; 
MacManus 1984; Pammer 1990; Rubin 1991; Shields 1988; Singleton et al. 1980; 
Straussman 1979; Tarschys 1981; Walker and Chaiken 1982). It was also hoped that 
if the budget cuts were made on the basis of priorities and program performance, 
they would become easier to “sell” to various stakeholders because this way they 
would appear more “objective” (MacManus 1984). Second, it was presumed that 
inserting productivity and performance information into the budget process would 
help to enhance cost-consciousness and hence help to use resources more efficiently 
and deliver “value for money” (see, for example, Dunsire and Hood 1989; Lauth 
1987; O’Toole and Stipak 1988; Poister and McGowan 1984a; Premchand 1987; 
Rubin 1991; Schick 1988). Finally, it was hoped that the introduction of these more 
“rational” budgeting tools would (somehow) enhance the administrative capacity of 
the governments and this, in turn, would help them to cope with reduced levels of 
resources (Poister and McGowan 1984b; Poister and Streib 1989).

In making positive predictions about the extent to which such rationality-enhanc-
ing reforms would actually be adopted and implemented by the governments, the 
studies fall into two camps. 

On the one hand, it was argued that fiscal squeeze can provide the necessary 
impetus for undertaking a reform (Botner 1989; Dunsire and Hood 1989; Glassberg 
1981; Glennerster 1981; Levine et al. 1982; Poister and McGowan 1984a; 

3  Top-down approaches were adopted, for example, in Australia, Canada, Denmark, Ireland, the 
Netherlands, New Zealand, Sweden, and the UK (Cothran 1993; Schick 1986, 1988, 1990).
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Straussman 1979; Walker and Chaiken 1982). It was conjectured, for example, that 
fiscal stress can equip the actors with good arguments for pursuing the reform 
(MacManus 1984; Straussman 1979) and that the need to impose cuts would make 
the rationality-oriented reforms (especially zero-based budgeting and its variants) 
more attractive to the budget actors (Glennerster 1981). Further, it was expected that 
in return for allowing the “spenders” to have increased discretion in using the bud-
getary resources, the “guardians” of the budget process would want to receive more 
information about the outputs and outcomes of the activities of public sector organi-
zations (necessitating some forms of program and/or performance budgeting) 
(Botner 1989; Cothran 1993; Schick 1990). Finally, as Connelly and Tompkins 
(1989) argued, in order to exert more top-down controls over the budget and to gain 
more “power” in the budget process, the executives (especially the guardians of the 
public purse) would need the information generated by such rationality-enhancing 
reforms (for example performance information, program evaluations).

On the other hand, the more skeptical authors argued that the adoption of such 
rationality-enhancing budget reforms during fiscal stress would not be very likely. 
The arguments here fall into different categories. First, it was argued that during fis-
cal stress the budgeters would be more concerned with expenditure control rather 
than the planning or management functions of budgeting (see, for example, Schick 
1980, 1988). Second, it was conjectured – in the light of the previous experiences 
with budget reform – that comprehensive attempts to rationalize budgeting are 
unlikely because of the inherent political nature and immense complexity of budget-
ing (see, for example, Lauth 1987; Wildavsky 1978). It was expected that the politi-
cal dimensions of budgetary decision-making would become even more pronounced 
during the times of acute scarcity (Plant and White 1982), which, in turn, would 
make it hard for the more “technocratic” criteria to compete with the political prefer-
ences in resource allocation. Third, it was expected that because of the lower level 
of resources, governments may not have the necessary funds to finance the imple-
mentation of such reforms because they require investment in gathering, processing 
and analyzing information (Berg 1984; Glassberg 1981; Levine 1978; Levine et al. 
1982; Poister and McGowan 1984a; Tarschys 1981). Like other “innovations”, 
implementing such changes assumes the existence of “slack”, which may not be 
available during retrenchment (Bozeman and Slusher 1979; Glassberg 1981; Levine 
1978, 1979; Levine et al. 1981a; Poister and Streib 1989; Walker and Chaiken 1982; 
Wolman 1986). Furthermore, as pointed out by Levine (1978, 1979), the analytical 
capacity of public sector organizations – necessary for carrying out the evaluations 
and producing performance and productivity data – is likely to be the first “casualty” 
of budget cuts (see also MacManus 1984; Walker and Chaiken 1982). Fourth, it was 
argued that the rationality-enhancing budgeting systems may be better suited for 
environments of growth rather than retrenchment (Schick 1980). Several authors 
noted that some rationality-enhancing budget reforms – especially program and per-
formance budgeting − tend to be biased towards expansion and hence difficult to use 
for achieving retrenchments (for example Tarschys 1981). Finally, it was argued that 
public managers may have disincentives to emphasize performance and productivity 
information during the era of cutbacks because such information may expose them 
to larger cuts (Klay 1987; Levine 1979; Straussman 1979). 
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The empirical literature about the extent to which the cutback era brought about 
rationality-enhancing shifts in budget practices points to somewhat diverging direc-
tions. On the one hand, a number of studies observed that fiscal stress did indeed 
motivate governments to adopt (or re-emphasize) budget reforms, like zero-base(d) 
budgeting (or its variant of target-base budgeting) (for example Greenwood et al. 
1980a,b; Kraan 1984; McCaffery 1981; Pammer 1990; Poister and McGowan 1984b; 
Rubin 1980, 1991; Singleton et al. 1980; Straussman 1979; Wenz and Nolan 1982; 
Wright 1981), program budgeting (Botner 1985; Levine et al. 1981a; Pammer 1990; 
Poister and McGowan 1984b) and the insertion of performance and/or productivity 
information and policy evaluations into the budget process (Botner 1985, 1989; 
Cope 1987; Cope and Grubb 1982; Garson and Brenneman 1980; Glassberg 1978, 
1981; Gray and Jenkins 1989; Greenwood et al. 1980a,b; Kraan 1984; Lee 1981, 
1991; Levine et al. 1981a, 1982; McCaffery 1981; Poister and McGowan 1984b; 
Schick 1988, 1990; Tarschys 1985, 1986; Wright 1981).

At the same time, several authors noted that the rationality-enhancing budget 
reforms adopted during the period of cutbacks were more piecemeal, ad hoc, simple 
and selective – especially when compared to such comprehensive and ambitious 
reforms as PPBS had been in the 1960s (Cothran 1993; Dunsire and Hood 1989; 
Gray and Jenkins 1989; Hood and Wright 1981; Schick 1988; Tarschys 1983, 1985, 
1986; Wright 1981).4 Furthermore, a number of authors have also argued that even 
when investments were made in producing more information (for example on pro-
grams, performance, productivity), these did not necessarily lead to changes in the 
nature of budgetary decision-making, and this information was often not taken into 
account in allocation decisions; instead cutback decisions were made either incre-
mentally or based on political preferences (for example Connelly and Tompkins 
1989; Draper and Pitsvada 1981; Glassberg 1981; Lauth 1985, 1987; Lee and 
Staffeldt 1977; MacManus 1984; McGowan and Stevens 1983 Rubin 1980; Schick 
1978, 1988; Wright 1981). Schick’s (1986) empirical study of OECD countries 
shows, for example, that fiscal stress brought about the re-orientation of planning in 
the budget process: the “plans” were converted into spending controls and the mul-
tiyear budgets were used to “control spending rather than to plan programs” (see also 
Hood and Wright 1981; Kraan 1984; Wright 1977, 1980, 1981).

3. Public personnel management

Most writings on public personnel management during the fiscal stress looked for 
optimal cutback approaches in order to avoid or at least minimize a decrease in the 
value of the human organization. Several authors argued that personnel costs are 
either the very first expenditures to be cut (Downs and Rocke 1984; Glennerster 
1981) or among the first cuts that public organizations need to implement (Dunsire 
and Hood 1989; Levine et al. 1981a, 1981b; Marando 1990). The literature of the 
1970s and 1980s addresses the following measures used in cutting personnel costs: 

4  For example, in the case of the UK central government, Gray and Jenkins (1989) observed that fiscal 
stress led to a shift from top-down comprehensive systems of evaluation to more pragmatic (and bottom-up) 
concerns with performance measures and performance indicators.
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reduced (over)time; furloughs; salary cuts; salary freeze or reduction in the rate of 
salary increase; slowdown of promotion; filling positions with less credentialed, 
lower-paid staff; reducing pay grades of vacated job lots; early retirement; reshuf-
fling of staff; hiring freeze and layoffs (for example Cayer 1986; Downs and Rocke 
1984; Dunsire and Hood 1989; Greenhalgh and McKersie 1980; Hood and Wright 
1981; Levine 1978, 1985; Lewis 1988; Marando 1990; Rubin 1980; Wolman and 
Davis 1980; Wright 1981). 

Personnel cuts inspired many authors of the time to address the issue of balance 
between benefits and burdens during the fiscal stress. Next to immediate challenges 
related to managing cutbacks, the era of fiscal stress also brought to the forefront 
more systemic challenges to merit practices, which occurred and/or intensified in the 
1970s and 1980s.

3.1 Balance between benefits and burdens

The normative discussion in public personnel literature warned against the increase 
of burdens and neglecting benefits during the cutbacks, which may jeopardize the 
public sector’s opportunities in attracting and retaining high-quality employees and 
keeping their loyalty towards public service. Public servants faced an erosion of 
their traditional privileges in terms of job security, pensions, secure salaries and 
civil service careers (Downs and Rocke 1984; Levine 1978, 1984; Lewis et al. 1983; 
McTighe 1979; Pfiffer 1983). As cutbacks produce a loss of confidence, greater fear 
and distrust, people become insecure and uncertain about their futures (Glassberg 
1978; Holzer 1986; Levine 1984; Lewis et al. 1983; Rich 1986; Romzek 1985). 
Uncertainty, in turn, contributes toward a loss of understanding between employees 
and management, and between colleagues competing for priority under “zero sum” 
conditions (Cayer 1986; Curtis 1989; Greenhalgh and McKersie 1980; Holzer 1986). 
A declining organization loses prestige, its employees become physically and emo-
tionally stressed, which, in turn, affects their organizational commitment (Curtis 
1989; Holzer 1986; Ingraham and Barrilleaux 1983; Levine 1984; Romzek and 
Hendricks 1982). Many authors claimed that as a result of cutbacks, morale declines 
and remains at low levels, which jeopardizes investments in human capital (Behn 
1980a, 617; Curtis 1989; Holzer 1986; Levine 1984; Lewis et al. 1983; Pfiffer 1983). 
Public servants may attempt to cut their losses by disinvesting from the organiza-
tion and reducing their contributions relative to the organization’s inducements 
(Greiner 1986; Levine 1984). A cutback environment was argued to lead to volun-
tary withdrawal from the organization and from the job (Brockner 1990; Pfiffer 
1983), greater absenteeism, higher turnover, disability claims (Tombaugh and White 
1990), hostility and aggression (Levine 1984), less concern for quality, scrap loss, 
and productivity drop (Cayer 1986; Curtis 1989; Greenhalgh and McKersie 1980; 
Levine 1984; Lewis et al. 1983; Pfiffer 1983). If such deterioration in the commit-
ment of public employees occurs, it may lead to a vicious cycle of organizational 
decline (Levine 1984).

Such organizational decline was argued to occur especially in situations where 
top managers perceive the “retrenchment too important to be left to personnel man-
agers” (Levine 1984), leading to the centralization of human resource decisions by 
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delegating them to some kind of centralized “emergency structures” (Curtis 1989), 
such as a top-level committee, a special “manpower czar” (Levine 1984), fiscal man-
agers (Rich 1986) or external consultants (Curtis 1989) who may lack knowledge, 
skills and experience in personnel management and/or the specific context of a par-
ticular organization.

At the same time, the cutback environment imposes new competency demands 
on the surviving public servants both to carry out cuts on existing programs (and 
colleagues) and to deliver those services that remained in a different way. Civil ser-
vants are asked to take up the slack left by dismissed employees resulting in overload 
(May and Meltsner 1981; McTighe 1979; Rich 1983). This would assume relevant 
training programs and resources in place. However, during times of cutbacks, 
resources are not usually available for training programs (Cayer 1986; Greiner 1986; 
Klay 1983). Even more, training has been considered to be among the first items to 
be cut when financial stress develops (Cayer 1986).

Consequently, a retrenching organization can easily fall into the pattern of 
neglecting benefits while increasing burdens to make ends meet in the short term. 
The need for incentives to improve employee motivation has been claimed to be 
especially strong in an environment of tight resources and cutback management 
(Greiner 1986). As instrumental rewards become scarcer under retrenchment, public 
employers have been recommended to rely more heavily on intrinsic rewards (for 
example organizational involvement) (Romzek 1985). In order to alleviate poten-
tially stressful relations between managers and public servants, several authors writ-
ing on the personnel cuts suggested bottom-up processes by increasing communica-
tion between top management and employees to clarify the cutback process, demys-
tify the decisions to be taken, explain what the future holds for the organization, 
diffuse rumors and resulting tensions, and to build esprit de corps (Cayer 1986; 
Curtis 1989; Ingraham and Barrilleaux 1983, 400; Levine 1984; McTighe 1979; 
Tarschys 1985). Still, Levine (1979, 181) warned against the “participation paradox” 
by arguing that participation in the case of cutbacks is likely to elicit resistance and 
protective behavior by the participating actors. A few authors also indicated that the 
organizational capability to involve employees is diminished during retrenchment as 
most organizational energies are directed toward cutting back activities and pro-
grams (Cameron and Zammuto 1983; Ingraham and Barrilleaux 1983, 395).

Empirical studies also referred to signs of uncertainty and demoralization among 
public servants as a consequence of cutbacks (Greenhalgh and McKersie 1980; 
Greiner 1986; Lewis et al. 1983; Van Horn and Raimondo 1983). The complex rela-
tionships between changes in staffing level and organizational commitment caused 
distrust on the part of public servants and deterioration in labor-management rela-
tions (Saltzstein and Bott 1982). Disinvestment from the organization has been found 
to occur if the remaining employees become immobile for fear of losing seniority; if 
competent employees who are not at risk leave in anticipation of future cutbacks or 
in reaction to lower morale; if potential applicants turn elsewhere, thus shrinking the 
pool of available talent; if individuals are overqualified or under-motivated for posi-
tions they are forced to assume (Greiner 1986; Holzer 1986). Finally, relying on 
intrinsic rewards in motivating public servants is clearly not sufficient, and particu-
larly so during the fiscal stress ─ the survey of more than 10,000 US federal manag-
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ers carried out in two phases in 1979 and 1981 proved the significance of financial 
rewards and incentives as motivators in a cutback environment (Ingraham and 
Barrilleaux 1983).

3.2 Challenges to merit practices

The way how public organizations responded to cutbacks in the 1970s and 1980s 
called for a re-examination of the merit system with regard to employment security 
(Johnson 1983; Klay 1983). As argued by Johnson (1983, 189), the merit system had 
been twisted from its original intent ─ although it was not intended primarily to 
provide lifetime employment, but rather security from external pressures and job 
security as long as one’s performance was satisfactory and conditions required one’s 
services; in practice, however, the merit system gradually came to be viewed as 
granting permanent job security. Consequently, reductions in manpower suggest 
that greater value was given to monetary considerations than to the loyalty of 
employees who had worked for the public service for many years (Johnson 1983). A 
tradeoff between merit values and the need for cutbacks was reflected in the applica-
tion of the seniority-principle in cutback decisions (Klingner and Nalbandian 1983; 
Rich 1983; Roberts 1981; Schachter 1983). The “last hired and first fired” principle 
was supposed to fix the order in which employees receive layoff notices (Roberts 
1981). Civil service laws and union contracts often mandated reverse seniority as the 
sole criterion for determining layoffs (Roberts 1981; Schachter 1983; Spurrier 1986); 
“the union reluctantly concedes layoffs, but demands that the reductions must be 
made by seniority” (Rich 1983, 37). It was argued that seniority-based personnel 
cuts reduce the opportunity for arbitrary action and provide predictable results on 
which employees may rely in estimating their own employment security (Schachter 
1983; Spurrier 1986). Also, it was expected that the “last hired-first fired” principle 
limits employee anxiety and helps to cut training costs (Schachter 1983, 80). The 
seniority-principle, however, created two types of puzzles in cutback management.

First, several authors (Klingner and Nalbandian 1983; Lovrich and Steel 1983; 
Rich 1983; Roberts 1981; Schachter 1983; Spurrier 1986) were concerned about the 
impact of cutback management on equal employment opportunities. The normative 
assumption was that if affirmative action programs were considered appropriate in 
recruitment and selection processes to achieve the goal of representative bureaucra-
cy, similar programs needed to be in place during workforce reductions (Johnson 
1983). However, Klingner and Nalbandian (1983, 9) argued that “the conflict 
between the values of social equity and administrative efficiency that is caused by 
affirmative action is tolerable so long as organizations have sufficient resources to 
‘waste’, but cannot be maintained when cutback management makes resources 
scarce.” Several authors indeed pinpointed the potential adverse effects of seniority 
systems on minorities and women during cutbacks (Johnson 1983; Rich 1983; 
Roberts 1981; Thomas 1978) by arguing that since minorities were the last hired, 
they had less seniority and were thus likely to become the first targets of layoffs 
(Rich 1983; Roberts 1981; Schachter 1983). Hood and Wright (1981, 211), in turn, 
claimed that dismissals caused the loss of “youthful talent”, as firstly low-paid, 
short-service and younger workers were expected to get dismissed. In general, dis-
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missal by reverse seniority was argued to perpetuate the effects of prior discrimina-
tion and erode organizational representativeness (Schachter 1983, 80).

Consequently, public sector managers face a conflicting mandate during the 
cutbacks to protect senior employees while maintaining representative workforce. 
Some writers of the time recommended alternative strategies to avoid layoffs and 
thus difficult tradeoffs with representative bureaucracy, such as salary reductions, 
shorter work weeks and work sharing (Johnson 1983, 193). The other set of authors 
(Roberts 1981; Schachter 1983; Thomas 1978) considered making affirmative 
action applicable to layoffs by abandoning the rule of seniority as the primary crite-
rion for layoffs. For example, Schachter suggested “retroactive or constructive 
seniority”, which would attempt to “identify a class of employees who have been 
the victims of discrimination and develop procedures for giving them the proximate 
place on the seniority list they would have if the agency had used job-related hiring 
criteria” (1983, 77).

A great majority of empirical studies confirmed that seniority was by far the 
most used criterion for personnel reductions and that cuts in personnel did not hit all 
groups of civil servants equally. Empirical evidence showed that a cutback process 
based on seniority had a built-in bias against women and minorities (Holzer 1986; 
Johnson 1983; Rich 1983; Roberts 1981; Rubin 1985; Thomas 1978) although 
Warner and Steel (1989) demonstrated the opposite case where budget cuts did not 
significantly affect the utilization rate of women as police officers. Moreover, Rich 
(1983, 37) claimed that city departments with successful affirmative action programs 
were the first to feel the effects of layoffs as they employed disproportionate num-
bers of officials with little seniority. In addition, layoffs were found to be imposed 
disproportionately on street-level personnel because labor turnover was considered 
traditionally higher in lower-level jobs (Thomas 1978). Dunsire and Hood (1989, 
107, 199) concluded that during cuts in Whitehall from 1975 to 1985, blue-collar 
workers suffered more than white-collar workers and the highest and lowest ranks 
more severely than the middle ranks. Finally, retroactive seniority was only man-
dated by court order in particular cases in the US (Schachter 1983, 77).

Second, an equally controversial issue was related to the question whether per-
formance or ability should play a role in personnel cutback decisions instead of or in 
addition to seniority. Normatively oriented literature argued that performance man-
agement should assume an important role in administering personnel cuts (Cayer 
1986; Greiner 1986; Holzer 1986; Ingraham and Barrilleaux 1983; Levine 1984; 
Pfiffer 1983). It was claimed that performance evaluations were to be used as an 
integral part of cutbacks (for example in deciding upon layoffs) in order to safeguard 
the best performers (Cayer 1986; Levine 1984). It was feared that seniority-based 
cutbacks, combined with the lack of career opportunities, could lead to voluntary 
quitting of the most valuable and able employees (Behn 1980a; Greenhalgh and 
McKersie 1980; Levine 1984; Pfiffer 1983). In order to alleviate such a scenario, 
different authors proposed to strengthen individual performance appraisals, to devel-
op performance-based monetary incentives as well as promotion opportunities and 
(one-time) performance bonuses to reduce fears and to indicate to personnel that the 
organization sufficiently believes in its future to invest time and resources in them 
(Cayer 1986; Greiner 1986; Levine 1984). Both Levine (1984) and Holzer (1986) 
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proposed the amendment of personnel rules and regulations to increase the impor-
tance of performance criteria vis-à-vis seniority in carrying out reductions.

Although the general attitude was overly positive towards performance manage-
ment in the 1980s, several authors also recognized potential problems related to it. 
Greiner (1986, 89) argued pragmatically that expenditures related to the introduction 
of performance appraisal, including staff time needed to develop and properly imple-
ment a new initiative, expenses for training, record-keeping, data collection, data 
processing and auditing the performance data, might be hard to sell to public servants 
at a time when wages are being frozen and staff are being laid off. The cost-related 
argument was also used by unions who maintained that ability-based layoffs were 
too expensive to administer and inimical to worker morale (Rich 1986). Even more 
importantly, it was argued that performance-based layoffs could be manipulated by 
managers as ways of getting rid of unpopular employees (Dennis 1983, Holzer 
1986). Holzer (1986) provided a thorough account of the integrity of cutback poli-
cies, which might be threatened by violations, for example “interpretations” and 
“discretionary decisions”, intended to help particular individuals. Rich (1986), in 
turn, warned that “more flexible” layoff methods compared to seniority might 
increase the politicization of the public service by giving politicians more discretion 
over personnel cuts.

The empirical evidence of the use of performance information in deciding upon 
personnel cuts is scarce. In general, recommendations that layoffs be based on the 
performance and qualifications of the employees were tried by only a few public 
employers and met strong resistance from public sector unions (Johnson 1983). In 
one of the most informative academic papers, Holzer (1986) referred to the US Merit 
Systems Protection Board’s study by demonstrating that allegations of prohibited 
personnel practices in the United States in 1981 involved issues related to manage-
ment favoritism, including the awarding of inflated performance appraisal ratings 
based upon friendships. This led Holzer to conclude that the capacity of the perfor-
mance appraisal process to measure performance for downsizing had not been ade-
quately developed in practice.

All in all, the perceived rigidity of the seniority-rule led authors of the time to 
propose several structural changes in personnel regulations. The most widely cited 
cutback management author of the time, Charles H. Levine (1984), argued that the 
human resource capacity of an agency largely depends on the flexibility allowed by 
its personnel rules and regulations. Therefore, he recommended amending personnel 
rules and regulations in order to allow the use of part-time employees and volunteers 
alongside full-time professional public servants and to encourage working on a proj-
ect basis. Johnson (1983, 193) reached a similar conclusion by arguing that “it is 
necessary for public organizations to make explicit their obligation, or lack of obliga-
tion, with regard to employment security, and to combat the perception of the merit 
system as providing lifetime employment.” It was also claimed that the rigidity of 
government pay schemes hindered the use of rational cutback measures, especially 
in motivating the best-performing employees and public sector managers (Tarschys 
1985, 46). By questioning the rationale of traditional job security in a cutback envi-
ronment, such recommendations reinforced discussion on merit values in public 
service. For example, Klay (1983, 45) argued that merit was originally conceived 
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primarily in reactive terms to protect public servants against patronage, rather than a 
positive tool to enhance productivity. Several authors concluded that fiscal stress had 
forced officials to consider the merit protection function as a hindrance to productiv-
ity (Klay 1983; Nalbandian 1981; Smits 1982). Despite such criticism, one can argue 
that the fiscal stress in the 1970s and 1980s contributed to the long-term trend 
towards flexibility in public personnel administration and opened new avenues for 
finding an optimal balance between merit values and efficiency.

4. Conclusion and discussion

The goal of our paper was to give a systematic overview of cutback management 
studies from the 1970s and 1980s with the aim to uncover what kind of shifts in 
financial and personnel management were brought about by fiscal crisis, fiscal 
stress and austerity during that period. Our review of the literature from the previ-
ous era of austerity points to the following patterns:

First, the review indicates that meeting optimal cutback decisions and their 
implementation during the cutback era necessitated a search for increased flexibility. 
In financial management, this materialized in combining top-down and bottom-up 
budgetary procedures to address the cutback decisions and to find suitable trade-offs 
between control over spending limits and discretion over the use of resources. The 
personnel management literature revealed that the search for greater flexibility 
evoked proposals for structural changes in personnel regulations to enable more 
optimal personnel-related cuts (that would alleviate the burdens of a cutback envi-
ronment to the value of human organization). Also a stronger focus on bottom-up 
procedures, bigger inclusion and communication about personnel-related cutback 
decisions and increasing managerial autonomy and discretion at the organizational 
level were emphasized. 

Second, the literature demonstrates that managing “money” and “people” during 
fiscal stress triggered a search for greater rationality in management practices. 
Initiatives aiming at higher “cost-consciousness”, “productivity” and “value for 
money” that paved the way for enhanced result orientation and high expectations 
related to performance management practices both in financial and personnel man-
agement could be observed. As a result, numerous “more rational” forms of budget-
ing (for example performance budgeting) were cast into the limelight. Similarly, the 
introduction of the use of performance information vis-à-vis seniority in carrying out 
personnel-related cutback decisions received attention. 

Third, the overview of the literature clearly indicates that the management of the 
finances and human resources during acute scarcity requires very difficult trade-offs 
from public managers concerning the present and future capacities of the organiza-
tion. When managing a contracting organization managers are faced with an array of 
dilemmas and paradoxical situations. On the one hand, acute scarcity makes the 
necessity of reform more visible and unavoidable. On the other hand, the scarcity of 
both financial and human resources significantly reduces opportunities for designing 
and implementing systemic changes in management and policy-making practices. 
Hence cutbacks bring about the need to change and innovate in an environment 
unsupportive of reforms.



131

Ringa Raudla, Tiina Randma-Liiv, Riin Savi

Besides the similar traits of proposed challenges and expected changes in crisis-time 
managerial practices, it is interesting to note that in financial management the search 
for greater rationality led to rather straightforward reform proposals, whereas in 
personnel management, amendments to existing rules and regulations were treated 
more incrementally to maintain the foundations of the civil service system in the 
context of high uncertainty. This could be explained by the fact that besides coping 
with the cutbacks, human resource management has a crucial role in mitigating the 
negative impacts of crisis when tackling issues such as job security, loss of employ-
ee confidence and moral, absenteeism and withdrawal. Whereas in financial man-
agement the search for greater flexibility and rationality were mainly aimed at 
avoiding and alleviating possible conflicts to allow reaching the optimal spending 
cuts per se, human resource management aimed to alleviate the burdens imposed by 
the cutbacks more broadly. 

All in all, fiscal crisis forced public managers to reconsider existing public man-
agement patterns, including the search for optimal trade-offs between control and 
discretion in decision-making, rigid regulation and flexibility, inclusion and exclu-
sion of organizational actors, the use of incremental practices and performance 
information and the application of ingrained and novel organizational practices. The 
current overview of the literature also indicates that the government responses to the 
crisis of the 1970s and the 1980s paved way for a major reform trend in Western 
administrations ─ New Public Management ─ as governments were forced to 
increase their cost-effectiveness and cost-efficiency, which in the longer run led to 
the widespread introduction of models and techniques from the private business sec-
tor carried by the values which became widely accepted during the era of retrench-
ment: cost-consciousness, “getting more with less”, performance-orientation and 
flexibility. The emphasis on these values, as shown in this paper in the cases of 
public sector financial and personnel management, did not necessarily lead to imme-
diate reforms during fiscal stress, but the cutback environment certainly contributed 
to “setting the scene” for the changes and reforms in the aftermath of crisis.

Future comparative studies exploring the impacts of austerity on public manage-
ment and policy-making practices in the public sector could use the patterns we have 
identified here as a starting point in assessing variations and commonalities in aus-
terity-induced management shifts over time. It would be particularly fruitful to 
explore whether the contextual factor of a fiscal crisis leads to similar shifts in 
financial and personnel management practices as were observed in the 1970s and 
1980s. If commonalities in such shifts can be observed, this would clearly reinforce 
the relevance of fiscal crisis and fiscal stress as potential contextual factors that need 
to be more systematically integrated into empirical studies of comparative public 
management and policy-making. 
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