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Foreword

At the request of the Dutch government, the OECD Secretariat conducted a study on the organisation of central government from the perspective of value for money. The Dutch government is interested in a comparative analysis, both quantitative and qualitative. The OECD Secretariat was asked to focus the quantitative analysis on public employment and the qualitative analysis on the sharing of support services and selected themes in the area of financial management. The following countries were invited to provide information to the study: Australia, Canada, Denmark, Finland, Ireland, New Zealand, Sweden and the United Kingdom. This book contains the result of that study. It is the first volume in the series Value for Money in Government.

The study was carried out by a team of the Directorate for Public Governance and Territorial Development consisting of: Ian Hawkesworth, Oscar Huerta Melchor, Dirk Kraan and Camila Vammalle. The team was led by Dirk Kraan. Daniel Sanchez Serra provided statistical assistance.

In order to carry out this study, the OECD team participated in missions to The Hague (the Netherlands), Copenhagen (Denmark) and Stockholm (Sweden) and in each of these capitals met with many officials of the ministries responsible for the organisation of central government. The team wishes to express its sincere gratitude to all of these officials for their efforts to provide the team with the sought after information and for their patience in explaining the often widely diverging structures of their national governments. In particular the team wishes to thank: Mr. Peter van der Gaast, Principal Administrator of the Directorate of Labour Affairs Public Sector of the Ministry of the Interior and Kingdom Relations, who organised the mission to The Hague; Mr. Mogens Pedersen, Deputy Permanent Secretary of the Ministry of Finance, who organised the mission to Copenhagen; and Ms. Lena Westin, Director of the Division for State Administration of the Ministry of Finance, who organised the mission to Stockholm.

In order to collect information concerning the other countries (Australia, Canada, Finland, Ireland, New Zealand, and the United Kingdom), the OECD Secretariat organised a workshop on 3 December 2008 in Paris. The team wishes to thank the officials and members of Permanent Delegations to the OECD who participated in this workshop and for the information they provided in their presentations and documents.

In addition, the team wishes to thank the officials in ministries and statistical offices who completed the quantitative questionnaire (the “snapshot of the public administration”). The team is fully aware that completing this questionnaire was not an easy task, and is grateful that all participating countries made efforts to complete it.
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Executive Summary

The aim of this study is to compare the organisation of central government in selected OECD countries from the perspective of value for money. The countries covered in this study are: Australia, Canada, Denmark, Finland, Ireland, the Netherlands, New Zealand, Sweden, and the United Kingdom. These countries have been at the forefront of public governance reform in the past. Moreover, the countries are diverse in geographical circumstances and national resources, which have given rise to a wide variety of public policies and governance structures.

The book is divided into two parts: the first contains the results of a quantitative analysis of the number of employees in general government; the second contains qualitative assessments of the development of shared service centres, the steering and control of agencies, spending reviews, and automatic productivity cuts. The book concludes with a list of questions that emerge from the qualitative assessments. These questions could serve as a point of departure for a more extended study on the organisation of central government that the OECD will undertake over the next two years.


Quantitative analysis

General government employment and central government employment are relatively small in the Netherlands both in terms of the population being served and as a share of domestic employment. Of the sample countries (apart from Australia for which no data are available), the three Nordic countries have the largest general government employment, followed by the United Kingdom, Canada and Ireland. Only New Zealand has a smaller general government employment than the Netherlands.

This general picture may be affected by different organisational arrangements in the health and education sectors. Excluding health and education, general government employment decreases drastically in all countries under review: in the Nordic countries because a large part of public education and public health is provided by local government; in the United Kingdom because public primary and secondary education are removed from the local government numbers and because the National Health Service (NHS) is removed from the central government numbers; and in the Netherlands because primary and secondary education are removed from the local government numbers and the universities and establishments for tertiary vocational training are removed from the central government figures. The Nordic countries still have the largest remaining general government followed by the Netherlands and the United Kingdom. However, the Netherlands now has the largest central government employment, followed by the Nordic countries and the United Kingdom. (Note that separate data for health and education are not available for Australia, Canada, Ireland, and New Zealand.)

The large share of central government employment in the Netherlands (excluding health and education) is largely due to the high level of centralisation in the Netherlands: 42% of Dutch general government employment is in central government, compared to 39% in the United Kingdom, 28% in Sweden, 23% in Denmark and 20% in Finland.

Differences in outsourcing are another important factor that may explain differences in central government employment. The importance of this factor can be assessed by looking at intermediate consumption (purchase of goods and services from the private sector) and compensation of employment as shares of current operational expenditure. However, the Netherlands has a close to average rate of intermediate consumption (52% of current operational expenditure excluding heath and education) so that the reason for the large central government is not a result of low outsourcing.

The last explanatory factor of central government employment addressed in this report is country-specific spending priorities. Spending on labour-intensive policy areas may lead to larger employment than on capital-intensive areas. This factor, together with the large centralisation rate, explains the relatively large central government employment in the Netherlands excluding health and education. However, this analysis cannot distinguish spending priorities from inefficiencies. Thus the relative large labour-intensive spending in the Netherlands on service regulation (largely administrative expenditures of ministries providing individual services: education, health, social services, market subsidies, etc.) may be partly caused by inefficiencies.

Administrative employment, which excludes all actual service delivery both in individual services and in collective services, is another relevant concept for efficiency analysis. According to the snapshots (see Annex B), the Netherlands has larger administrative employment in central government than Australia and Denmark, at least for core ministries and arm’s-length agencies (for independent agencies no data are available for Australia or Denmark). On the other hand, Finland, Ireland and Sweden have larger administrative employment in central government than the Netherlands.

The study also provides information about the organisation of central government between core ministries and agencies. Agencies are further subdivided between arm’s-length and independent agencies. The data show that the Netherlands has the largest core ministries, closely followed by Australia. Almost all of central government employment in Sweden is in agencies, which is not surprising in light of the agency tradition in Sweden. Independent agencies are important in the Netherlands, to a lesser extent in Finland, and virtually absent in Sweden.




Qualitative assessments


Shared service centres

Before 1990, support services, such as human resources, internal audit, procurement, and accommodation and facilities, were more concentrated. For instance, Denmark and the Netherlands had central procurement offices. But after New Zealand and the United Kingdom put into practice the precepts of “New Public Management” in the 1990s, central control was gradually loosened. However, in the last few years some governments realised that the results were not as intended as staff levels had increased in all task areas, and especially in the area of support services. In addition, there were many problems with output steering and control. This led to another change of direction and to a more pragmatic approach involving the re-concentration of central ministerial support services, ad hoc downsizing operations, and shared services.

Establishing or rebuilding shared service centres can only be done with the co-operative effort of the top managers of ministries concerned. Usually these efforts are inspired by the political necessity to deliver efficiency gains. However, the success of these initiatives is crucially dependent on the willingness of the co-operating ministries and agencies to transfer tasks to these centres. In the countries under study, three different approaches were followed: one, exemplified by Denmark, relies on a top-down approach in which support service personnel are transferred to shared services centres and ministerial budgets are simultaneously decreased for the corresponding amount of resources. The second, exemplified by Finland and the Netherlands, relies on an incentive, which consists of a specified, temporary cut back target for support services. The third, exemplified by Sweden and the United Kingdom, relies on a different incentive: a temporary or permanent productivity cut, which is not specifically for support services.

For efficiency and savings, the attribution of responsibility for organisational policy and standard setting with respect to support services is an important factor. In Denmark and Sweden these responsibilities are mostly concentrated in the Ministry of Finance. This makes it possible to follow a top-down approach in which support service personnel and budgets are transferred from line ministries to shared services centres. This has already been done in Denmark but not yet in Sweden. In the Netherlands these responsibilities are divided between the Ministry of the Interior and Kingdom Relations and the Ministry of Finance, which would make such an approach hard to achieve. The Netherlands is thus more or less obliged to rely on cut backs to achieve task and personnel transfer and efficiency gains. The Dutch downsizing operation is an incentive, but it is too early to judge whether this is enough. Although the operation may achieve its financial objectives (as did former downsizing operations), it is not clear whether it will achieve its aims of transferring task and personnel to shared services units and reducing support service personnel. The savings from sharing support services that have been realised so far in Denmark, Finland, the Netherlands and the United Kingdom may be modest in relation to total current operational expenditures of central government, but they are substantial in relation to the total costs of support services (which vary between 5% and 20% of current operational expenditures).




Steering and control of agencies

In Sweden there are approximately 250 agencies with a large degree of autonomy and a few fully independent agencies. There are general decrees for all agencies, a specific ordinance for each separate agency and the annual appropriation with performance directions for each separate agency. In Denmark there are approximately 2 000 independent agencies and some 50 arm’s-length agencies, the latter under full ministerial responsibility. Independent agencies are governed by some 20 sectoral laws and 50 departmental orders. Both independent agencies and arm’s-length agencies must conclude performance agreements in connection with the annual budget process. In the Netherlands there are approximately 700 independent agencies and 40 arm’s-length agencies. Independent agencies are governed by a range of sectoral laws, government and ministerial decrees. In addition, each independent agency must have a separate basic law. Arm’s-length agencies are based on statutes contained in ministerial decrees, and must conclude performance agreements in connection with the budget process.

The procedures for the steering and control of agencies have been influenced by New Public Management. However, steering and control on the basis of outputs has not always led to the efficiency gains that were expected. On a practical level, staff numbers in agencies increased. In some countries, including the Netherlands, there were even indications that programme resources had leaked into administrative budgets.

On a more conceptual level, many governments struggled with the implementation of output steering and control because outputs are difficult to measure and politicians are more interested in outcomes than outputs. In spite of far-reaching New Public Management reforms, the practical and conceptual difficulties encountered have led to a certain re-orientation concerning the steering and control of agencies, including



	more emphasis on careful definition of outputs;

	less emphasis on the annual budget process as a tool for the steering and control of outputs to be replaced by more emphasis on permanent performance dialogue;

	more transparency on input use by agencies;

	the elimination of price versus output distinctions in budget negotiations and in ownership versus client roles of core ministries.



In Denmark and Sweden the initiative for defining outputs has been delegated to the agencies. This precludes that agencies be responsible for outcomes and it assures that the heterogeneity of services is sufficiently recognised. Ultimately, the output definitions have to be agreed by both the agencies and the responsible ministers. However, it may be expected that data manipulation and gaming, which is inherent to every arrangement of output steering and control, will be more manageable if the agencies are committed to the output definitions.

In several countries there has been a tendency to disconnect steering and control of output from the annual budget process. The annual exercise to reach agreement on output targets in the context of the budget process is increasingly seen as ineffective and bureaucratic, partly because output targets are not relevant for funding, and partly because there are better ways for steering and controlling outputs. Sweden has developed procedures that mostly by-pass the budget process, such as an annual performance dialogue with the minister on the basis of the annual agency report, an annual meeting with the National Audit Office on the basis of the audit report, and various forms of evaluation. Denmark and the Netherlands are also putting more emphasis on periodic agency evaluations. In addition, Sweden intends to reduce the annual agency direction attached to the appropriation by formulating informational requirements on performance in the Agency Ordinance.

New Public Management changed the nature of budget negotiations between the minister and line managers. Traditionally these negotiations focused on inputs but have now shifted to the cost of the services. However, it has become clear that this shift is largely one of appearance because in the absence of market prices, costs can only be assessed on the...
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