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Chapter 4

Reforming the Dutch central government:
Recommendations
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Ten priorities for reform

This chapter presents the ten reforms or reform trends from the list of 70
to be presented in Building on Basics (OECD, forthcoming) that, in the view
of the OECD Secretariat, are particularly interesting for the Netherlands.
Each section will conclude with recommendations to the Dutch government.
Indications of potential quality improvements and savings will be provided
in the final section.

As in Building on Basics (OECD, forthcoming), the reforms are
organised by type of activity and type of organisation (the taxonomy
underlying the snapshot of the public administration)." Nine of the ten
reforms focus on the various types of government activity:

e Policy development:

— consistent division of policy-making competencies across levels
of government;

— sectoral career development;

— Dbetter use of executive and professional expertise in policy
development.

e Policy execution:

— process sharing among executive units and merging of executive
units.

e Supervisory/regulatory activities:
— independent supervisors/regulators.
e Support services:
— concentration of standard setting for operational management;
— automatic productivity cuts;
— strengthening the spending review procedure;

— focus on risk control in internal audit; strict separation from
external audit.

e And one reform focuses on types of organisations:

— separation of budgeting from output steering and control for
arm’s-length and independent agencies.

The following sections of this chapter focus on each separate reform.
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Reform 1: Consistent division of policy-making competencies across
levels of government

Features of Dutch decentralisation

In terms of expenditures and government employment, the Netherlands
is in the intermediate range of centralisation among the countries
participating in the Value for Money study. This was illustrated in
Tables 2.2 and 2.6.

In addition, Dutch financial relations across levels of government are
characterised by the following features:

e alarge number of earmarked grants;
e low own tax revenues;

e strong equalisation, embedded in the non-earmarked general
purpose and block gra’mts.2

The large number of earmarked grants (59 in total of which 29 flowing
from the Economic Structure Fund [FES], which is an investment fund
largely fed by natural gas resources) is the consequence of the Dutch
tradition of “co-governance” (medebewind). Co-governance basically
amounts to policy setting by the central government and execution
(administrative and/or service delivery) by local government. Central
policies can be set in law (including secondary law), but not necessarily.
They can also be set in the conditions of the grant, so-called golden strings
(gouden koorden). Co-governance in this sense has always existed in the
Netherlands but has exploded since World War II. There have been periodic
attempts to clean up the number of earmarked grants, the latest one being the
report of the Brinkman Commission (2005), but not always with a lasting
effect.’ In 2005, the Brinkman Commission proposed to drastically diminish
the number of earmarked grants and simultaneously decrease the
bureaucracy around the accountability for spending from earmarked grants.
Based on this proposal, the government programme of the current Cabinet
envisaged a decrease of the number of earmarked grants by 50%. This has
mostly been realised (largely by merging grants), but in the meantime a
number of new earmarked grants have arisen.

Dutch provinces and municipalities have small own tax revenues (see
Table 2.8). This is not the consequence of a lack of tax competencies, but
rather of the fact that there is no tax-sharing system in place in the
Netherlands. In most OECD member countries, local governments receive a
large share of their tax revenues from tax sharing — that is to say, from their
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share in taxes that are levied at the national level. These tax shares are
counted as own tax revenues in the national accounts.” In principle, the
increase of the own tax share of subnational revenue can be realised in two
different ways: i) by increasing the tax competencies of subnational
government; and ii) by introducing or increasing the subnational share in
national tax revenue. The choice between these two options is partly a
question of how the merits of various tax bases are estimated. Subnational
taxes are sometimes seen as more distortive (inferior from the allocational
point of view) than national taxes. This is even true for the property tax in
spite of the fact that it is in principle impossible to avoid (but the incidence
is mostly on corporations and property-owning families, regardless of profits
or income). In addition, there is a strong political aspect because local taxes
are often highly visible, particularly the property tax. In the Netherlands, the
discussion in the past has mostly focused on the expansion of the tax
competencies of local government” not on the introduction of tax sharing as
a way to increase the own tax revenues of subnational government.

Non-earmarked general purpose and block grants amount to 70% of
local revenue in the Netherlands. This is exceptionally high, but mostly
determined by the fact that the Netherlands uses a general purpose transfer
rather than tax sharing to finance local government. In only two out of
20 OECD member countries for which data are available, the share of
general purpose grants in the total revenue of local government is larger than
the share of own taxes, including tax sharing (Korea and the Netherlands)
(Bergvall et al., 2006). The differences are not very large. Both ways of
financing local government usually include strong equalisation components
for differences in local tax capacity and local needs.’ Both ways of financing
require periodical negotiations about the sharing formula with and among
the local governments. Nevertheless, there are differences, which may be
larger or smaller depending on the modality of the sharing arrangement. The
most important differences are:

e Some components of the sharing formula may relate the local yields
to income and profits earned within the boundaries of the
jurisdiction, which may create a positive effect on economic growth.

e Some countries allow local governments discretion within a certain
band over the rate of certain shared taxes, which may add to a sense
of ownership and a more prudent use of the revenues collected.

e Tax sharing implies (by definition) risk sharing (for tax setbacks).
On the other hand, general purpose grants may be proportional to
expenditures (which is the case in the Netherlands). If expenditures
are determined by a fixed multi-annual framework (also the case in
the Netherlands), then general purpose grants are a more stable
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source of local income than tax sharing. In addition, if the golden
rule (currently prevailing in the Dutch case for local finance) were
to be maintained under tax sharing, then local finance would
become pro-cyclical and automatic stabilisation in the economy as a
whole would be reduced. This could of course be avoided by
abolishing the golden rule, but this would lead to a whole range of
other problems.

In view of the previous considerations, the OECD Secretariat
recommends undertaking a study on tax sharing as an alternative for
financing local government. The OECD Secretariat does not, at this stage,
recommend substituting general purpose grants for tax sharing. It is too
early for such a conclusion. Without a doubt, a reform of this nature will
lead to many complications, partly connected to the particularities of the
Dutch situation (both on the tax side and the expenditure side of the central
government budget). On the other hand, tax sharing has received relatively
little interest in the Netherlands and, in light of the prevalence of this way of
financing local government in most OECD member countries, it could be
worthwhile for the Dutch government to undertake a study in this area.

Two roads toward decentralisation

Decentralisation can follow two roads:

e A more logical distribution of competencies among levels of
government, accompanied by a strong clean-up operation in the area
of earmarked grants in policy areas where more government levels
are now involved.

e Task transfer from central to local government in areas that are now
exclusively the domain of the central government.

The first road was recommended by the Working Group on Public
Administration in a 2010 spending review. The working group adopted the
recommendations of the de Grave Commission’s report “It is Your Business
or Not” (De Grave Commission, 2008). In this view, the tasks (including
policy making) in the areas of social services, enduring care (as opposed to
cure, which remains a central task) and youth care should be transferred to
local government. Tasks in the areas of spatial and economic policy could
be concentrated at the provincial level. Large successes have been achieved
on this road in recent years by the decentralisation of social assistance
(social security benefits for unemployed people who are not eligible for
other social security benefits), leading to savings in the order of 25% of the
costs, and by the decentralisation of the Law on Social Development (social
work) and parts of the General Law on Special Care Costs. Further
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decentralisation along this line was proposed by the Spending Review 2010
“Long-Term Care”.

The second road has always been recognised as a logical consequence of
the subsidiarity principle, but recently no major proposals for this road have
been forthcoming. The subsidiarity principle says that tasks should be
attributed to the lowest possible level. This is the level closest to citizens
and, in view of varying preference patterns, the optimum level for
allocation. There is a strong feeling in the Ministries of Internal Affairs and
Finance in the Netherlands that, because of the small size of the country and
the density of the population in a large part of the country, there is not much
room left for decentralisation along this road.

Decentralisation conditional on amalgamation?

The economic theory of fiscal federalism recognises three
counter-indications against decentralisation: external effects, economies of
scale and policy coherence (Netherlands Bureau for Economic Policy
Analysis, 2006, and Spending Review 2010 “Public Administration”). If
local governments are small (particularly in geographical size), citizens and
businesses may shop around to neighbouring jurisdictions to get better
services at no costs to them. Similarly, small governments may not be able
to realise economies of scale in service delivery, which may also affect
service quality. Lastly, one policy area may have such close connections to
other policy areas that they should be kept together (this argument is closely
connected to the motive for the first road concerning a more logical division
of tasks). Furthermore, apart from economic theory, it has been recognised
in the Dutch discussion that decentralisation may lead to differences in
service levels between local governments. The question of whether this is
acceptable is seen as a political decision that ought to be taken by the central
government. In this assessment, the focus will be on the first road. The
second road will be explored in a comparative context (the division of tasks
over levels of government) in Building on Basics (OECD, forthcoming).

In view of potential welfare losses from external effects and non-optimal
scale, there is a strong feeling in the Netherlands that decentralisation is
conditional on reducing the number of provinces and municipalities. Some
provinces are thought to lack the right scale to fulfil the tasks in the area of
spatial/economic policy. Many municipalities are considered too small to
fulfil the tasks in the domains of social services and care that could
potentially be decentralised.

VALUE FOR MONEY IN GOVERNMENT: THE NETHERLANDS © OECD 2011



4. REFORMING THE DUTCH CENTRAL GOVERNMENT: RECOMMENDATIONS — 49

From an international perspective, it can be observed that, among OECD
member countries, there are different political cultures regarding
amalgamation. In some countries, the basic attitude is that it is up to the
citizens and their existing local councils to decide about amalgamation. This
is the prevailing attitude in Mediterranean countries such as France, Italy
and Spain. These countries are often characterised by a lively local
democracy and directly elected mayors or governors. In federal countries,
the domain of competence of the states is constitutionally anchored. In the
United States, amalgamation of sub-state jurisdictions in many states
requires approval by these jurisdictions themselves or by referendum. In
northern Europe, decisions on amalgamation of local government are seen
more as a concern of the central government. In Denmark, a far-reaching
government-led amalgamation operation for municipalities was successfully
completed in 2007. This operation reduced the number of municipalities
from 271 to 91 and the number of regions from 13 to 5. In the Netherlands,
there are currently proposals on the table to reduce the number of
municipalities from 430 to 100-150 or even to 25-30, and the number of
provinces from 12 to 5-8 or even to 0 (Spending Review 2010 “Public
Administration”). Some scepticism about these proposals seems justified.
Since 1947, some 50 official government reports have proposed far-reaching
amalgamation operations, none of which has ever succeeded. Some creeping
amalgamation has gone on during this entire period, but always on a
case-by-case basis and often pushed through in the face of strong local
resistance. The Netherlands seems to be located somewhere in between the
Nordic culture and the Mediterranean culture as far as amalgamation is
concerned. The Nordic culture prevails in The Hague; the Mediterranean
culture prevails in much of the rest of the country.

The subsidiarity principle and the counter-indications against
decentralisation are interconnected. If citizens and businesses go shopping
for free services in neighbouring jurisdictions, these jurisdictions suffer.
This may lead to political support for centralisation or amalgamation,
particularly among the citizens of metropolitan jurisdictions. However, if
both suburban and metropolitan jurisdictions resist centralisation and
amalgamation, it is hard to argue for such policies on the basis of external
effects. Similarly, a sub-optimal scale of service delivery makes citizens and
businesses suffer (from high taxes, or savings on other services). Again, if
citizens nevertheless resist centralisation and amalgamation, it is hard to
argue for such policies on the basis of economies of scale. Apparently
citizens are willing to pay a price for decentralisation and the maintenance
of their existing jurisdictions and particularly for keeping them small and
relatively responsive to citizens’ concerns. Coherence of tasks is obviously
important, yet it is not only a counter-indication against decentralisation but
can also be an argument in favour of decentralisation along the first road
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mentioned above. Finally, as far as the political argument is concerned, it is
not straightforward that the acceptability of differentiation in service levels
should be exclusively decided by the central government, particularly if
subnational governments and their representative associations are in favour
of decentralisation.

To what extent do the arguments from fiscal federalism constitute valid
counter-indications against decentralisation in the Netherlands? In the view
of the OECD Secretariat, the conditionality of decentralisation on
amalgamation is not as strict as is often assumed in the Netherlands. If small
municipalities or historical provinces cannot fulfil decentralised tasks as
efficiently or as well as larger units do, the drive for amalgamation will
automatically come from below. Jurisdictions will seek regional
co-operation or will decide to amalgamate on their own initiative.
Alternatively, they will accept to pay for a sub-optimal scale or accept a
lower service level. The fact that some municipalities and some provinces
are not believed to have the right scale for being entrusted with tasks now
performed at the national level is not always a good reason to refrain from
decentralisation. What matters is whether provinces and municipalities are
themselves in favour of decentralisation. If that is the case, it is hard to use
the scale argument or the external effects argument as an excuse to halt it.

Recommendations

1. Although the Netherlands is not a very centralised country, there is still
room for decentralisation along the road of a more logical division of tasks
as spelled out in the Spending Review 2010 “Public Administration”.
Coherence of policy areas should be a prime consideration in the
attribution of tasks to levels of government. This will allow a substantial
reduction in earmarked grants from central government. Decentralisation
of tasks should not be made conditional on amalgamation.

2. The Dutch government has an exceptional position among OECD member
countries in that local governments are for a large part financed by general
purpose grants instead of local tax revenue. The reason is that little use is
made of tax sharing as a source of local revenue. The Dutch government
may consider undertaking a study on tax sharing as an alternative to
general purpose grants as a source of local revenue.
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Reform 2: Sectoral career development

Quality of the policy development staff

In the area of human resource management, governments in many
OECD member countries have undertaken reforms to regularly change civil
servants’ jobs (career development). It is generally recognised as important
that civil servants move regularly to new positions in the course of their
career. This leads to a variety of experiences and is seen as an important
determining factor of the quality of the civil service (OECD, 2008). There
are often arrangements in place that facilitate job rotation. In many cases,
managers encourage their staff to seek new jobs after a period of five to ten
years in their current position and help them to do so. In addition, special
arrangements exist in some countries for the top civil service (the highest
layer of the civil service), or for the level just below, that facilitate job
rotation among managers. These reforms have often been successful in that
job turnover has increased considerably compared to 10 or 20 years ago. To
a certain extent, the reforms have also led to more job traffic between
ministries and in this way have contributed to the sense of unity of the civil
service and the quenching of interministerial tribal wars that sometimes
raged in the past. However, there has also been a loss of expertise in
separate policy areas.

Various countries have policies or plans in place to diversify experience
(Australia, Canada). However, the OECD Secretariat is not aware of any
country that has formulated aims for specific job routes that civil service
personnel are supposed to follow in the course of their career, nor of any
country that collects systematic data on job routes that are actually followed.
This is also true for the Netherlands. However, a number of countries are
aware of the problem and have placed a certain emphasis on the need to
create better career perspectives for “specialists”. This can be seen as a first
step towards an enhanced career development policy, but it is not enough.

Requirements for policy development staff

The requirements for policy development staff (including managers) in
ministries are threefold:

e expertise in the policy area and awareness of the results and
relevance of applied research in the policy area;

e awareness of the potential support for policy reform among
politicians and stakeholders;

e awareness of the feasibility of policy reform in execution.
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The role of expertise differs between policy areas. In some areas,
scientific knowledge is an almost indispensable prerequisite for any
involvement in policy making. This is true, for instance, in the fields of
financial and economic policy where economic expertise is required. It is
also true for foreign policy, where knowledge of foreign countries and the
history of diplomacy is required. It is not by chance, therefore, that in such
policy areas one sees civil servants rotating jobs in the same ministry or in a
few kindred ministries, but not across the central government. The question
arises whether specialist knowledge should not be required for a much larger
group of policy areas, if not for every policy area. Can law enforcement
policy be entrusted to civil servants who have little knowledge about
criminology or police studies? Can health policy be entrusted to civil
servants who know little about medical science or health economics? Can
infrastructure policy be entrusted to civil servants who have no previous
training in civil engineering, transport economics or cost-benefit analysis? Is
a little on-the-job training enough for the adequate fulfilment of tasks in
policy development in such areas? There is also another aspect to this
question. In modern government, policy development in all ministries is
supported by specialised research institutes inside and outside universities.
Civil servants tasked with policy development must be able to formulate
sensible research questions for these institutes and be able to guide their
research and assess the relevance of their results. This task can only be
carried out by civil servants who have a thorough background in the relevant
disciplines themselves and, preferably, have done research themselves in
earlier steps of their career.

Sensitivity to political circumstances is obviously an essential
requirement for policy development staff. It applies not only to managers,
but to everybody who works in policy development. Staff should be aware
of the field of political forces in which ministers have to operate, including
parliament, lobby groups and the public at large. Lack of such sensitivity
could generate a tendency to recruit special political assistants and public
relations advisors, observable in many OECD member countries and to a
limited degree also in the Netherlands The problematic effects of this
tendency (loss of motivation of the regular civil service, distortion of the
regular lines of reporting, incoherent advice to the minister, additional
costs), and the fact that some countries are perfectly able to do without such
assistants and advisors (among the countries visited by the OECD
Secretariat: Denmark), are strong reasons to emphasise sensitivity to
political circumstances as an important requirement for all policy
development staff.

The third requirement concerns the awareness of how reforms will work
out during actual execution. The best way to acquire this awareness is
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experience in execution (administrative execution or service delivery). Too
many policies are being proposed and decided that generate unexpected
problems or that simply cannot be executed. This complaint was heard in all
countries visited for the Value for Money study, including the Netherlands.

Emphasis on experience within each policy area

If the Netherlands wants to increase the quality of policy development
staff in ministries, it could consider putting more emphasis on programmes
for career development. Currently the Dutch civil service has features of
both a career-based and a position-based service. Most vacancies above
entry level are only advertised internally, but job shifts are largely left to the
initiative of the individual official. This ambiguity is considered
unsatisfactory by many officials. There is certainly room for more guidance
and aid in career planning. New programmes for career development would
have to focus on particular policy areas and provide job rotation
opportunities within the policy area. Job shifts would particularly have to be
encouraged and facilitated between executive units (administrative
execution and/or service delivery), research institutions or consultancy
bureaux, and policy development in the same policy area. There is no need
to make a difference here between specialists and generalists, nor between
subordinate staff and managers. Indeed, it is even more important for
managers to have research and executive experience than for junior staff. Of
course managers need strong management skills, but this requirement should
be imposed on managers in addition to knowledge and experience in the
policy area and not instead of such knowledge.

If the Dutch central government were to move in this direction, there
would be consequences for the tasks of its Civil Service Authority
(Algemene Bestuursdienst). This authority currently plays a role in the
appointment of the top layers of the civil service (the top management group
of 74 director generals and secretary generals and the second-highest level
of 600 directors). Among other things, it is supposed to check quality
requirements of the senior civil service. For this purpose, the authority looks
at management skills and experience and also at the diversity of their
previous experience. A first important step in this direction has recently
already been made by the decision of the Civil Service Authority that, from
2011 onwards, executive experience will be required for promotion to the
two highest levels of the civil service. If the Dutch government were to go in
the direction indicated above, the authority would have to reorient its work
even further and put more emphasis on variety of experience in research and
policy execution, rather than in different policy areas, as the regular path of
career development for all civil servants.
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A change of cap in this direction may possibly have the effect of less
co-operative relations between ministries and may cause a revival of the old
“stove pipes” syndrome that has motivated a lot of human resource reform
in recent years. On the other hand, it can be argued that if there is a need for
interministerial co-ordination, there is intrinsic value in assessing proposals
for policy reform from different angles and perspectives, to be put forward
by representatives of different policy areas and ministries. Serious
differences of opinion should be sent to ministers and the Cabinet, not
smoothed over by bureaucratic compromise. It is not the job of civil servants
to make life easy for their colleagues in other ministries. Too cosy relations,
especially at the top of the civil service, may be a danger for
underestimating risks or neglecting side effects, based on non interference.
Fears of reviving interministerial animosity are unfounded. There are plenty
of other ways of promoting the basic unity of the civil service, and younger
generations of officials are not so easily entrapped in old patterns of
bureaucratic behaviour anyhow. It is worth reiterating the dictum of
Wildavsky (1979) that it is the primary responsibility of civil servants to
speak truth to power, or to inform superiors about realities they do not
necessarily want to hear. The self-confidence required to bear that
responsibility can only be based on relevant expertise and experience. A
certain agility to foster bureaucratic compromise may be useful in civil
servants but can never be a substitute for relevant expertise and experience.

Recommendations

3. The Dutch government may consider developing a more ambitious
programme of career development for civil servants aimed at fostering
variety in experience.

4. Variety in experience should focus on job rotation between executive
units (both administrative and service delivery), research institutions or
consultancy bureaux and core ministries in the same policy area, not on
shifts between policy areas.

5. The Civil Service Authority may put more emphasis on variety of
experience within the same policy area in its advisory role for
appointments in senior positions in policy development, next to general
management skills.

VALUE FOR MONEY IN GOVERNMENT: THE NETHERLANDS © OECD 2011



4. REFORMING THE DUTCH CENTRAL GOVERNMENT: RECOMMENDATIONS — 55

Reform 3: Better use of executive and professional expertise in policy
development

Separation of policy development and policy execution

The reforms of the 1980s and 1990s that aimed at the separation of
policy execution and policy development have been successful in the
Netherlands. Currently, 56.8% of central government employment is in
agencies (see Table 2.3). The operation is not entirely complete, however.
Some policy execution (for instance, the Tax Service) and a substantial part
of supervisory/regulatory activity remain in ministerial divisions. In
discussions concerning the desirability of agency status for the Tax Service,
an important argument has been that this service should remain close to the
minister and to the policy-making process. This is a valid argument, but it
applies to all executive units and it is not necessarily an argument against
agency status. It is an argument against the removal of agencies from the
policy-making process that has accompanied the agency-forming operation
of the previous century.

Countries participating in the Value for Money study recognise that the
involvement of executive units in policy making is essential for the quality
of the resulting policies. The question is how this involvement should be
organised. In this respect, Sweden is the most inspiring example.

The Swedish approach

Sweden has a centuries-old tradition of policy execution in arm’s-length
agencies (Blondal, 2001). This tradition is rooted in concern for the rule of
law and anchored in the Constitution. The basic idea is that the Crown is not
allowed to interfere in the application of the law in individual cases.
Consequently, all policy execution is relegated to agencies, and agencies are
entirely autonomous as far as administrative decisions and service delivery
in individual cases are concerned.” However, agencies are subject to
ministerial instructions of a general nature concerning executive policies
with the exception of independent agencies, of which there are very few in
Sweden. Furthermore, as in the Netherlands, Swedish agencies are subject to
standards of operational management prescribed by the government. In
Sweden, the share of central government employment in agencies is even
higher than in the Netherlands, namely 95% (OECD, 2010a, Annex B). The
staff of core ministries in Sweden is only 4 620 in total and on average
355 per ministry.

The strict separation of competencies between core ministries and
agencies in the area of execution in Sweden does not extend to the area of
policy development. In fact, the core ministries are so small that this could
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hardly be otherwise, but in Sweden this is also seen as an important
condition to safeguard quality in policy development. The involvement of
Swedish agencies in the policy-making process takes two forms. First,
agency officials are consulted at an early stage in the process about the main
aims and features of the proposed reforms. In the light of executive
experience, agency officials can also initiate reforms themselves and bring
their ideas to the attention of the minister and the staff of the core ministry.
Second, agencies are invited to contribute to reform proposals by providing
information and analysis, but usually also by the actual elaboration of the
proposals in part or in their entirety.

The need for further reorganisation in the Netherlands

In the Dutch central government, the separation of tasks between
ministries and agencies is not as strict and systematic as in Sweden. When
analysing the possibilities for better integration of executive expertise in
policy making, one of the first questions to be answered is where policy
execution is located in the Netherlands. It appears that administrative
execution (through decrees in individual cases such as licences, concessions,
subsidies, or tax assessments) occurs everywhere in government. Most of it
is nowadays concentrated in arm’s-length agencies, but a substantial part
remains in core ministries or is transferred to independent agencies.
Execution through service delivery is mostly concentrated in arm’s-length or
independent agencies.

In view of this somewhat unsystematic pattern of organisation, it is
useful to distinguish between suggestions for further reorganisation and
suggestions for better integration of executive expertise and experience in
policy development. Suggestions in the latter domain can be focused on
executive units in the appropriate form according to the suggestions in the
former domain.

As far as further reorganisation is concerned, it would be useful for the
Netherlands to reconsider the organisation of the executive tasks that are left
in the core ministries. Proximity to the policy-making process should not be
an argument for this reconsideration, because the integration of executive
agencies in the policy-making process should be safeguarded in any case. It
would also be useful to reconsider the organisation of executive tasks in
independent agencies. In accordance with the recommendations of the
Spending Review 2004 “Independent Agencies in Central Government”
(known as Kohnstamm Commission) and the Spending Review 2010
“Operational Management”, the OECD Secretariat suggests that in principle
all executive units should be organised as arm’s-length agencies. If deemed
necessary in view of the rule of law, arm’s-length agencies can be explicitly
screened from ministerial interference in individual cases by legislation.8 On
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the other hand, it is entirely appropriate for the minister to provide
instructions to these agencies concerning executive policy and operational
management. Examples of currently independent Dutch agencies for which
arm’s-length status could apply include the State Forest Management, the
Executive Organs for the Law Special Care Costs, the Executive Authority
Employee Insurance (Uitvoeringsorgaan Werknemersverzekeringen), and
various others. The fact that independent agencies are often not subject to
the Regulation for Government Employees (Rijksambtenarenreglement) and
are therefore able to hire employees at lower costs than arm’s-length
agencies is not a good argument against bringing agencies back under
ministerial responsibility, but rather an argument to reform the Regulation
for Government Employees.

Execution in the form of independent agencies should only be
considered in cases where independence from government intervention other
than through legislation is essential in view of the specific role of the
agency. Apart from supervisory/regulatory units (which are not executive
units, see below), one can think of the Central Bureau of Statistics, the
forecasting bureaux (Bureau for Economic Policy Analysis, Netherlands
Institute for Social Research, Netherlands Environmental Assessment
Agency), the institutions for examinations and essays, the research
institutions and the Electoral Council (Kiesraaa’).9

The role of executive agencies in policy development

Supposing that policy execution was organised in arm’s-length agencies
and only in exceptional cases in independent agencies, agencies’
involvement in policy development could mainly be arranged along the
Swedish lines. First, agencies would have to be involved in all policy
initiatives from the start. In order to ensure this, all agency directors should
be given a seat on the management board (bestuursraad) of the ministry
(insofar as this is not already the case). Agencies should also be encouraged
to present reform proposals on their own initiative. Second, it should
become common practice for agencies to be invited to provide concrete
support in policy development. This includes not only information and
analysis but also the elaboration of proposals and legislation. The role of
independent agencies (Central Bureau of Statistics, forecasting
bureaux, etc.) should be limited to the provision of information and analysis,
since actual participation in the elaboration of policies might compromise
their independence. For the same reason, they should not have a seat on
ministerial management boards. Obviously, the policy-making process has
to be co-ordinated by the core ministry, but agencies could contribute a great
deal more than is currently the case. There is every reason to assume that
this would contribute considerably to the quality of policy development.
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Since policy execution not only takes place in agencies but also in
non-profit organisations inside and outside central government, it is
important to also look at the involvement of these organisations in policy
development. This regards mainly service delivery, not administration." In
the fields of education, health, social services and culture, councils or boards
of non-profit institutions exist that meet regularly with the minister and
advise on policy development. In general, this mechanism is useful, but
non-profit institutions have a different role than public executive agencies,
even if they are supposed to be controlled by government (and thus
classified inside the government sector) as is the case in the Dutch
educational domain. Non-profit institutions are not only executors of
government policy, but also service providers in competitive markets. In
view of their latter role, they should not be given a formal role in policy
development.

Recommendations

6. The Dutch government may reconsider the assignment of executive tasks. In
principle, all executive tasks inside central government should be attributed to arm’s-
length agencies. Required proximity of executive officials to the policy development
process is not a valid criterion for withholding agency status, since executive
expertise should be integrated in the policy development process in any case.
Independent agency status should only be accorded to agencies in cases where
independence from government intervention other than through legislation is essential
for appropriate task performance in view of the specific role of the agency, for
instance: the courts, the Central Bureau of Statistics, the forecasting bureaux, the
institutions for examinations and essays, the supervisory/regulatory agencies, and the
Electoral Council.

7.  The Dutch government may consider involving agencies in all policy initiatives from
the start. Agencies should be encouraged to present reform proposals on their own
initiative. Arm’s-length agencies could also be asked to contribute to the elaboration
of policy proposals. The directors of all arm’s-length agencies should have a seat on
the management board of the ministry (but not the directors of independent agencies).

8. The Dutch government should make sure that non-profit institutions inside and
outside central government that deliver collectively funded services are represented in
advisory councils. The councils should meet regularly with the minister and have the
opportunity to advise on new policy initiatives. However, the councils should not be
given a similar role in policy development as public executive agencies.
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Reform 4: Process sharing among executive units and merging
of executive units

Process sharing

In the Netherlands, all agencies (both arm’s-length and independent) are
owned (in an economic sense)'' by a single ministry. However, some are
co-financed by other ministries, either on the basis of lump-sum
contributions or on the basis of agreed fees for services provided. Co-
financed agencies are of two kinds: shared service centres that provide
support services, and shared process units that provide services that are part
of the primary process of policy execution of different ministries."”
Examples of shared support service agencies are the Work Company
Agency and the State Audit Office (for internal audit). Examples of shared
process units are the NL Agency (for subsidy payments to the corporate
sector) and the Tax Service (that pays income supplements on behalf of the
Ministry of Social Affairs and Employment). This section focuses on the
opportunities for process sharing in executive units (not for support services
sharing, nor for process sharing by supervisory/regulatory units). These
opportunities may potentially lead to quality improvements in administration
and service delivery and in savings. The section will focus primarily on
initiatives in Australia and Denmark, as both countries are leaders of
innovation in service delivery.

Australia’s Centrelink agency

The most important example of horizontal integration in Australia is the
Centrelink agency. Centrelink aims at being a one-stop shop where all
central government social services and benefits are horizontally integrated.
Centrelink delivers payment services on behalf of the Ministry of Human
Services and the Ministry of Families, Housing, Community Services and
Indigenous Affairs as well as 20 other agencies and ministries. Centrelink
has an integrated ICT database that contains all the relevant information
regarding a citizen’s potential payment needs. The payment services
include: old-age pensions, family support, unemployment benefits for young
people, study loans and disability pensions.

Centrelink has a staff of 26 000 people, 3 000 of whom provide support
services, another 3 000 provide common ICT processing services, and
20 000 are involved in case handling either at headquarters or in the
15 regional offices. The case-handling staff is organised according to
programme; there are, for instance, 600 social workers for social assistance
programmes. The programme staff has counterparts in the line departments
that Centrelink serves.
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Centrelink was costly to set up in terms of investment in ICT and
buildings. Given the number of ICT investments that were deemed
necessary in the last ten years, it is currently difficult to assess the extent to
which the horizontal integration has saved resources, but officials think that
this is the case if compared to a baseline of the previous organisational
set-up. In addition, it is clear that there has been a marked quality
improvement in government services for citizens as a result of Centrelink.

Australian officials feel that additional savings can be attained by using
the Centrelink infrastructure more. Centrelink recently took over the
passport service. Medicare staff are starting to move into Centrelink, and
veteran services might be another possibility. In general, Centrelink officials
feel that the future in terms of service delivery lies in the horizontal
integration of ICT architecture (built once, used by many).

Regarding the relationship between the agency and the line ministry,
Centrelink officials said that Centrelink should be involved early in the
policy development process by participating in departmental working groups
in order to assess the requirements that new initiatives entail. There are
already experiences with such working groups. The process should lead to a
“business requirement statement” which specifies the objectives of the law,
what the agency needs in order to attain these objectives, and how much it
will cost.

In the past, Centrelink was mostly financed by the Ministry of Human
Services on the basis of fees (the purchaser-provider model). An Australian
National Audit Office report pointed at some problems in the relationship
between Centrelink and its parent ministry which led to a strained
relationship (Australian National Audit Office, 2008). Funding has now
been taken over by the Ministry of Finance, split between base financing
and variable financing. Base financing covers mostly capital expenditure
(ICT, physical assets). Variable financing covers mostly current expenditure
(both current operational expenditure and programme expenditure) which is
strongly dependent on activity assumptions. These assumptions are revised
every quarter. Centrelink finds that it is the agency, not the Ministry of
Finance, that carries all the risk regarding the assumptions. It also seems that
funding agreements are regularly bypassed by savings measures flowing
from political expediency. Centrelink officials claim that this undermines to
some extent the development of staff and ICT systems.

Direct financing by the Ministry of Finance, as well as the fact that
Centrelink now executes the programmes of many different ministries, has
led to discussion in Australia about the ministerial responsibility for
executive policy in Centrelink. In this context, the idea has been put forward

VALUE FOR MONEY IN GOVERNMENT: THE NETHERLANDS © OECD 2011



4. REFORMING THE DUTCH CENTRAL GOVERNMENT: RECOMMENDATIONS — 61

that a special minister for service delivery should be created. However, this
discussion has not yet come to a conclusion.

The Danish approach

In Denmark, the emphasis has been on using ICT to make interaction
with the government “seamless”. A citizen portal is in the process of being
set up that will enable a broad array of public sector organisations — central
and local — to use a common interface with citizens. Horizontal integration
is also pursued across government through enhanced ICT standard setting by
the Ministry of Finance, which will allow easy communication between all
government units (central and local). The use of common e-government
components across the public sector or within selected domains is of great
utility, not only to ensure increased efficiency (in some cases, also large
savings potential) but also to establish a more integrated public sector as
perceived by the citizens and businesses."”

A strict condition for the development of e-government initiatives in
Denmark is proof of cost savings in the form of a positive business case. A
new initiative is Digital Mailbox, where each citizen has a digital mailbox
for receiving government communications (accumulated savings potential of
EUR 65 million in 2016).

Towards horizontal integration in the Netherlands

Whereas in Australia the emphasis in the area of horizontal integration
has been on the development of a shared process unit (Centrelink), the
emphasis in Denmark has been on “seamless interaction” which leaves back
office tasks where they are but guarantees easy access and communication.
Nevertheless, although the emphasis may differ, both components are
necessary in any policy aimed at horizontal integration. Australia’s
Centrelink needs to communicate with the line ministries that are
responsible for executive policy, and the Danish Agency for Governmental
Management needs to establish shared front office units (the citizen portal,
the Digital Mailbox unit, etc.). The discussion about the responsibility for
the shared process units has not yet reached a conclusion in either country
(note the discussion in Australia about the need to create a minister for
service delivery and the discussion in Denmark about the responsibility for
shared process units with local government).

In the Netherlands, thinking about horizontal integration is still in an
early stage. Work on common portals has started. The idea is that a common
citizen portal, which can be seen as a shared process unit for all ministries,
will be created in the Ministry of the Interior and Kingdom Relations.
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In the area of integration of executive units, a number of ideas have
recently been raised. The most concrete ideas are to be found in the
Spending Review 2010 “Operational Management” (see Box 4.1). It
explored various options for co-operation and mergers between these units.
It also suggested leaving responsibility for executive policy with the line
ministry in charge of the programmes. In the case of full mergers, the shared
process units would be placed under one ministry that would assume the role
of economic ownership and be responsible for operational management.
Financing would take place on the basis of fees or lump-sum contributions,
to be paid by the client ministries (including the owning ministry) according
to the purchaser-provider model.

Box 4.1. Spending Review 2010 “Operational Management”

The Spending Review 2010 “Operational Management” has identified
clusters of executive agencies and ministerial divisions characterised by similar
executive processes or similar target groups of service users. The most concrete
proposals include the horizontal integration of three clusters of executive units:

e units tasked with paying cash benefits to citizens (unemployment,
old-age pensions, disability benefits, housing contributions, health
premium contributions, study grants);

® units tasked with cash collection procedures (fines, taxes, repayment of
study loans, etc.);

® units tasked with paying subsidies to the business sector (agricultural,
environmental, technological and EU subsidies).

According to the calculations made for the spending review, horizontal
integration of these three clusters could lead to savings of around
EUR 250 million in 2015 (taking into account necessary costs of ICT and other
investments.

In the light of international experiences, full mergers are not always
necessary to realise the savings potential. In Denmark, horizontal integration
mainly affects small front offices. Furthermore, it is not always clear that
merging all organisations with similar tasks or similar target groups will
lead to an optimal size of production. In any case, it is essential that every
initiative in this area be based on a thorough business case analysis.

As for the steering and control of the shared process units, it is essential
that client involvement be strongly enhanced though a permanent
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performance dialogue between the agency management and the responsible
ministers (see Reform 10). This is particularly true for the ministries that do
not own the shared process unit and that must exercise their ministerial
responsibility for executive policy through their client relation with the unit.
Without such an enhanced client involvement, the responsible minister
cannot bear his/her responsibility for execution (a case that comes to mind is
the discussions about the ministerial responsibility for the Australian
Centrelink agency).'* It is too early to tell whether enhanced client
involvement can ultimately substitute for ownership and whether line
ministers will ultimately be able to bear the responsibility for executive
policy in executive units that they do not own. From this perspective, it
seems wise to focus efforts for horizontal integration in the Netherlands on
units that are now already owned by the same ministry (for which there is
still ample opportunity in the Netherlands), or that will be owned by the
same ministry after the merger of ministries that may be desirable for other
reasons as well.

Recommendations

9. There is potential for quality improvement and savings through the
horizontal integration of policy execution by way of e-government
projects based on common portals and through merging of executive
agencies and ministerial divisions in the Dutch central government.

10. The Dutch government should make sure that every proposal for
establishing shared process units is based on a thorough business case
analysis.

11. In view of the ministerial responsibility for executive policy (apart from
independent agencies), the Dutch government should make sure that
client ministry involvement in executive policy is enhanced before any
new shared process unit is set up (see Reform 10).

12. The Dutch government may consider focusing efforts aimed at the
horizontal integration of executive agencies on agencies that are now
already owned by the same ministry, or that will be owned by the same
ministry after task transfer between ministries or after the merger of
ministries that may be desirable for other reasons as well.
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Reform 5: Independent supervisors/regulators

Dutch features of supervision and regulation

There are 29 supervisory/regulatory authorities in the Netherlands at the
central level of government, with a total employment of some 8 709 full-
time equivalents (FTE). These authorities can be divided into economic and
social supervisors/regulators. Economic supervisors/regulators supervise and
regulate the corporate sector (including the non-profit sector outside general
government) in order to promote competition. For that purpose, they
supervise and regulate the entry or exit from a market, the prices at which
goods and services are sold or the quantities of goods and services that are
sold. Economic supervisors/regulators also supervise and regulate access to
infrastructure owned by other parties.

Social supervisors/regulators supervise and regulate the corporate and
non-profit sector outside general government, as well as service delivery
units inside central government (ministerial divisions, arm’s-length agencies
and independent agencies), non-profit institutions inside central government
and local governments in order to protect the citizens other than through the
promotion of competition. Of the 29 supervisory/regulatory authorities in
central government there are 4 economic supervisors/regulators with a total
employment of 1575 FTE and 25 social supervisors/regulators with a total
employment of 7 134 FTE.

The tasks of both social and economic supervisors/regulators can be
divided into:

e monitoring of compliance with current legislation (supervision);

e enforcement of current law (including secondary law) in individual
cases through administrative orders and sanctions, as well as
through codes of conduct, moral suasion and other forms of
informal guidance (supervision);

e enforcement of current law (including secondary law) by decrees of
a general nature on the basis of competencies attributed by law
(regulation);

In addition, social supervisors/regulators are often given the task of
monitoring and enforcing current policies that are not embedded in law but
rather in ministerial guidelines or policies.
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In the Netherlands, three economic supervisors/regulators are organised
as independent agencies (De Nederlandsche Bank, the Financial Markets
Authority and the Independent Post and Telecommunication Authority; total
employment 1 199 FTE"), one is organised as a ministerial division (the
Dutch Competition Authority; total employment 376 FTE). Of the social
supervisors/regulators, five are organised as independent agencies (total
employment 646 FTE), seven as arm’s-length agencies (total employment
3693 FTE) and 13 as ministerial divisions (total employment 2 795 FTE).
The upshot is that economic supervisors/regulators are mostly organised as
independent agencies and social supervisors/regulators mostly as ministerial
divisions, but there are many exceptions. The total picture is differentiated
and not very systematic.

Supervision and regulation in OECD member countries

Table 4.1 provides an overview of the status of social and economic
supervisors/regulators in several countries. Various conclusions can be
drawn from this table:

e In Austria and the Netherlands, social supervisors/regulators are
mostly organised as ministerial divisions, in all other countries as
agencies.

e In Australia, social supervisors/regulators in the form of agencies
are mostly independent agencies. In the Nordic countries (Denmark,
Norway and Sweden), they are mostly arm’s-length agencies, but
arm’s-length agencies in the Nordic countries are not subject to
ministerial responsibility for the handling of individual cases (which
in general is not a necessary feature of arm’s-length agencies).

e Economic supervisors/regulators are mostly (at least half) organised
as independent agencies, except in the Nordic countries were they
are mostly organised in arm’s-length agencies, but again:
arm’s-length agencies in Nordic countries are not subject to
ministerial responsibility for the handling of individual cases.
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Table 4.1. Status of supervisory/regulatory authorities

Australia  Austria  Denmark  Netherlands  Norway  Spain  Sweden

- Core ministry 5 4 0 7 0 n.a. 0
§ Arm’s-length agency 3 1 30 13 19 n.a. 7

Independent agency 6 0 0 5 4 n.a. 0
o Core ministry 3 1 1 0 0 0
§ Arm’s-length agency 8 1 5 0 7 0 23
4 Independent agency 12 2 0 3 2 6 0
Total 37 9 35 29 32 n.a. 30

Source: Country responses to the questionnaire of January 2010.

Arguments against independent social supervisors/regulators

All Dutch supervisory/regulatory authorities put a lot of emphasis on
their factual independence from the ministry to which they belong,
regardless of the organisational form of their institution (ministerial division,
arm’s-length agency or independent agency). When asked about the
desirability of formalising this independence, the officials of an economic
supervisory/regulatory authority that was organised as a ministerial division
basically replied that this would be a logical step, also in view of the status
of other economic supervisors/regulators. On the other hand, the officials of
some social supervisory/regulatory authorities that were organised as
ministerial divisions replied that there were various arguments that made
organisation in the form of an independent agency unnecessary or
undesirable. Some of the same arguments were also mentioned by officials
in core ministries when asked about the desirability of the organisation of
social supervisors/regulators as independent agencies. Apart from the
argument that factual independence was already achieved and sometimes
laid down in ministerial decrees or guidelines, the following arguments were
given:

e Social supervisors/regulators not only monitor, enforce and regulate
but serve also as the “ears and eyes” of the minister, who is
ultimately responsible for policy development and policy execution.

e Social supervisors/regulators fulfil tasks in the area of policy
development, which should be subject to ministerial responsibility.

e Social supervisors/regulators fulfil tasks in the area of monitoring
and enforcing policies, including executive policies that are not
embedded in legislation but in informal ministerial instructions.
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The OECD Secretariat does not find these arguments convincing. There
are many examples in other countries (and some in the Netherlands) of
social supervisors/regulators that are organised as independent agencies and
that nevertheless provide information or can be asked to provide information
to the minister about the state of compliance with the legislation and that
fulfil a prominent role in policy development. Indeed, the better integration
of executive and professional expertise in policy development is an
important trend in many OECD member countries, and is also recommended
to the Netherlands (see Reform 3). Since supervisors/regulators may be
supposed to hold eminent expertise regarding execution and professional
standards, there is certainly also a role for them to play in policy
development.16 Moreover, all interlocutors from independent social
supervisors/regulators in various countries have confirmed that they see no
conflict of interest whatsoever between their role as independent
supervisors/regulators and their role in policy development. However, this is
different as regards the third argument against formal independence. An
independent supervisory/regulatory authority may be required to refrain
from openly criticising the legislation it is supposed to uphold, while
internally advising the minister to adjust or even abolish it if the authority
sees problems in its execution or enforcement, but that requirement is
fundamentally problematic when it concerns ministerial policies that are not
in any form enacted in law. An independent supervisor/regulator must be
able to openly criticise ministerial executive policies that have no formal
status and that cause problems. This important role of independent social
supervisors/regulators is often not appropriately fulfilled or not fulfilled at
all by Dutch social supervisors/regulators, which may be detrimental to the
quality of ministerial policies. This conflict of interest does not exist for
economic supervisors/regulators that are not (yet) organised as independent
agencies, because they base their work entirely on formal legislation.
Obviously, this circumstance does not diminish the case for formal
independence of economic supervisors/regulators, but for those authorities
the matter is less pressing.

The question arises of whether the removal of the role of social
supervisors/regulators as monitors and enforcers of ministerial policies,
other than embedded in legislation, may harm the effectiveness of such
policies. This is not necessarily the case for three reasons. First, there is a
good case (that will be further elaborated in Building on Basics'’) for
eliminating the role of social supervisory/regulatory authorities in regard to
local government. This will also eliminate their role as monitors and
enforcers of ministerial policies vis-a-vis local government. Second, most
ministerial policies in regard to non-profit institutions inside and outside
general government are now already entirely based on law (for instance in
the health-care sector). Third, there is a good case for bringing back
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independent service delivery agencies under the ministerial responsibility
(see Reform 3), in which case the minister can have his/her policies
monitored and enforced by means of direct instructions to the agencies
concerned.

Recommendation

13. The Dutch government may consider organising all economic and social
supervisory/regulatory authorities in the form of independent agencies.

Reform 6: Concentration of standard setting for operational
management

Terminology

Operational management is defined as decision making about the use of
operational means: finance; human resources and organisation;
procurement; information and ICT; accommodation, real estate and facilities
(office equipment, reproduction, cars, catering, security); internal audit; and
communication. Operational management is in the first place the
responsibility of managers in all areas of government activity (policy
development, policy execution, supervisory/regulatory activities, support
services). To support managers in this regard, specialised staff units exist in
all ministries, ministerial divisions and agencies across government: support
services for each of the operational means. In order to safeguard quality
standards in operational means, as well as to control costs, general rules and
policies exist for all areas of operational management. These rules apply, for
instance, to the processes of budgeting and accounting (financial
management), the processes of recruitment, performance assessment,
promotion and remuneration of personnel (human resource management),
the purchase of goods and services from external suppliers (procurement
management), the application of ICT (ICT management) and the use of
accommodation (accommodation management). Policy making in this area
is denoted as standard setting for operational management. Standard setting
in the area of human resource management includes the setting of guidelines
or binding rules for remuneration of public employees. The term “pay
setting” will be reserved for the decisions of officials, usually ministers or
agency heads, who ultimately decide on pay for certain groups of employees
or for individual employees.
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Recent developments

In the 1990s, important reforms occurred in the areas of operational
management and support services both in the Netherlands and in many other
OECD member countries. These reforms were inspired by the ideas of New
Public Management. In the Netherlands, these reforms included:

e Substantial decentralisation of the central support services of the
ministries to line managers (“let managers manage”). New support
bureaux arose in many ministerial divisions and agencies.

e Loosening of government-wide standards and reduction or
wholesale abolition of central standard-setting units (for instance,
the Human Resources Division of the Ministry of the Interior, the
Procurement Office, the Audit Directorate of the Ministry of
Finance, the Government Building Office). As far as pay setting is
concerned, the centralised system prevailing before 1993 was
replaced by a system in which public sector pay was negotiated and
decided in 13 sectors.'®

e Reduction of the data collection capacity in central standard-setting
units on government-wide use of production factors and
intermediate services (data on personnel, pay, procurement, internal
audit, accommodation, etc.).

As from 2008, a certain swing back from the New Public Management
reforms occurred in the Netherlands. This involved not only a certain
recentralisation of support services into central support units of ministries
and interministerial shared service centres, but also a certain enhancement of
government-wide standards for operational management. In addition, it
involved a certain concentration of standard-setting activities across the
various operational means. A new Directorate General for State
Organisation and Operational Management (DGOBR) was created in the
Ministry of the Interior and Kingdom Relations. This directorate was
conceived as a central standard-setting unit for a broad range of operational
means: human resources and organisation, procurement, ICT, facilities. The
new directorate general also negotiates pay for the state sector (one of the
13 pay sectors) with the trade unions and sets pay directives. Standard
setting for finance and audit remains in the Ministry of Finance. Standard
setting for accommodation and real estate remains divided over various
other ministries. Standard setting for communication remains in the Prime
Minister’s Office.

Simultaneously, the Dutch government agreed an ambitious plan for
“Central Government Reform” (see Chapter 3). In the area of support
services, this plan envisaged the acceleration of support service sharing
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among ministries (including agencies). The reduction percentage of 20% for
support services would be an important incentive for achieving this aim. A
new shared service centre (Work Company, Werkmaatschappij) had already
been created in connection with the establishment of the Directorate General
for State Organisation and Operational Management in the Ministry of the
Interior and Kingdom Relations. This centre is an arm’s-length agency
under the new directorate general. Other existing shared service centres for
salary administration and procurement were transferred and similarly
organised as agencies under the new directorate general.

In other countries, there is a similar tendency to centralise and
concentrate standard setting: human resources and organisation, information
and ICT, procurement and facilities either in the Ministry of Finance
(Denmark, Finland, Norway, Sweden) or the Ministry of Public
Administration, the Ministry of the Interior or the Office of the Civil Service
Commissioner (Australia, Canada, Netherlands); finance and audit in the
Ministry of Finance. Standard setting for accommodation and real estate
remains mostly in a separate ministry (sometimes several ministries, such as
in the Netherlands) and so does standard setting for communication (often in
the Prime Minister’s Office).

Concentration of standard setting?

As to the question of further concentration of standard setting for all
operational means in a single ministry, different models apply in the nine
countries of the Value for Money study. In six out of the nine participating
countries that provided information on this subject, standard setting for
finance and audit is combined with standard setting for human resources and
organisation, information and ICT, procurement and facilities in the
Ministry of Finance. In other countries, it is concentrated in the Ministry of
the Interior/Public Administration or the Office of the Civil Service
Commissioner. Comparative research on the effectiveness or policy results
of these models is at present not available, so arguments for and against
have to be stated at a conceptual level or on the basis of practical experience
in the countries concerned. Also, the nature of interdepartmental relations
has to be taken into account, in particular the role and position of the Prime
Minister’s Office and the Ministry of Finance in the different countries.

An argument in favour of concentration in a single ministry is the
connection that exists between standard setting in the different fields of
operational management. Certain basic policy questions in these fields are
the same: i) promoting uniform standards across the general government, so
that no unjustified differences can arise between ministries and agencies;
ii) cost control. These policy questions belong to the core tasks of the budget
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division of the Ministry of Finance. Arguments in favour of concentration
outside the Ministry of Finance are:

e Placing the standard setting outside would not compromise the
financial control perspective of the Ministry of Finance: effective
financial control often requires a certain distance to direct policy
responsibilities.

e Concentration of standard setting in the Ministry of Finance could
lead to a too-close involvement with pay setting in the state sector
(now a responsibility of the Directorate General for State
Organisation and Operational Management) and to the breakdown
of the firewall between budgeting and pay setting for this sector.
Furthermore, international comparison does not provide on obvious
answer because national practices as to the assignment of
pay-setting authority are diverse; further inquiry is called for and
will be pursued in the final report of the OECD Value for Money
study.

e If standard setting in the field of human resources and pay setting
were to be placed within different ministries, this would threaten the
coherence of central policies and thereby the quality of pay-setting
agreements.

Decentralisation of pay-setting authority

Pay setting in the public sector usually proceeds through job
classifications, grade/step schedules (that assign a basic salary to each class
of jobs and each seniority step in each job class), and individual allowances
and bonuses (based on qualifications achieved, special circumstances or
performance).

Before 1993, job classifications and grade/step schedules were decided
centrally by the Minister of the Interior and Kingdom Relations on the basis
of agreement with the trade unions. The responsibility of ministers
amounted to the assignment of grades and steps to individuals (recruitment
and promotion) and special measures (step jumps, allowances and bonuses)
within a prescribed framework. The centralisation of decision making was
always supported by the trade unions and generally led to a reduction of
transaction costs (costs of decision making).

Central decision making was replaced in 1993 by the “sector model”
which shifted negotiating and standard-setting authority from the Ministry
of the Interior and Kingdom Relations to the 13 sector authorities, of which
five are ministers (the “Cabinet sectors”'?). A number of topics remained for
central negotiation and decision making, mainly pensions. The sector model
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allows the sectors to develop job classifications and grade/step schedules
that are better tailored to the business needs of the sector. On the other hand,
the Minister of the Interior can issue bargaining parameters20 which are
binding for the Cabinet sectors and indicative for the other sectors. In
practice, these parameters are very broad. The financial aspects are mainly
based on a reference model aimed at keeping total pay increases in the
sectors in line with private sector developments. The bargaining parameters
may also address other concerns regarding coherence within the general
government sector as a whole.

Previous OECD studies (OECD, 2007, and Rexed efal., 2007) have
shown that, in OECD member countries, there exist at least three different
models for pay setting:

e The Nordic model, with two-level bargaining. An arm’s-length
“Agency for Government Employers” negotiates and decides on
general aspects, and subsequently individual ministers and agency
heads negotiate and decide on more specific aspects in the light of
business needs. The model is on the one hand more centralised than
the Dutch (more subjects are negotiated at the central level) but, on
the other hand, more decentralised (Nordic ministers and agency
heads are more de-central than the Dutch sectors).

e The Australia/New Zealand model. Ministers and agency heads
negotiate and decide in the light of business needs. In order to
maintain coherence, binding bargaining parameters are provided by
the Civil Service Commissioner (who is a Cabinet minister). The
model is more de-centralised than the Dutch (ministers and agency
heads are more de-central than the Dutch sectors; the binding
bargaining parameters are roughly the same).

e The United Kingdom model. Ministers and agency heads negotiate
and decide in the light of business needs. However, all bids need
approval from the Treasury (“remit system”). Furthermore, the
Cabinet Office can issue binding bargaining parameters. The model
is more de-centralised than the Dutch (ministers and agency heads
are more de-central than the Dutch sectors; the central bargaining
parameters are roughly the same). However, in contrast to the
Nordic and Australia/New Zealand models, there is no perfect
“firewall” between pay setting and budgeting, because the Treasury
is (indirectly) involved in the negotiations with the trade unions (via
the remit system).

The design of the pay-setting model has to satisfy three requirements:
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e The model has to be de-central enough to accommodate different
business needs, and yet central enough to avoid unnecessary
transaction costs and to steer human resource developments for
SOCio-economic reasons.

e Pay must be affordable, which requires firm budgetary envelopes
for administrative costs. Flexibility flows from productivity gains
(the trade-off between price and quantity of employment and
between compensation of employment and other components of
administrative costs, such as equipment, accommodation, etc.). A
firewall between pay setting and budgeting must guarantee that the
budgetary envelope does not become a subject of pay negotiations.

e Some check on coherence is necessary. Since different ministries
and agencies feature different degrees of flexibility, salaries between
similar jobs in different ministries or agencies may grow apart in
decentralised models. The resulting unfairness has always been a
main concern for the trade unions. Central agreements (in Nordic
countries) and bargaining parameters (in Australia, the Netherlands,
New Zealand and the United Kingdom) must safeguard a sufficient
degree of coherence.

Looking at the current Dutch model in the light of the design
requirements of the previous paragraph, four problems come to the fore:

e Central steering is rather weak. It is true that the Ministry of the
Interior and Kingdom Relations can issue bargaining parameters
but, even for the Cabinet sectors for which these are binding, they
are very broad and do not impede increases for various kinds of
sub-groups within the sectors (among which, groups of well-paid
managers) that are problematic from a whole-of-government
perspective. In fact, the financial adjustments for annual pay are
rather automatic, through the so-called reference model (which takes
into account the wage developments in the market sector). This
leads to unnecessary expenditures. Special wishes of the Cabinet in
the socio-economic sphere (for instance, concerning minority
employment) are communicated in priority letters. In fact, pensions,
pay and special wishes of the Cabinet cannot effectively be
connected in the Dutch structure, which may also lead to
unnecessary expenditure. For instance, employers cannot link wages
and pensions in the same negotiations, since pension benefits are
decided centrally and pension premiums (decided by the central
pension fund) have to follow. This imposes a high burden on
government employers.
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e Since the sectors have very different potential for trade-off between
various kinds of administrative costs, there is also a tendency
towards divergence between the sectors. This leads in turn to an
upward pressure on all sectors, since it is hard to deny increases in
one sector that are allowed in another sector for groups of
employees with similar job requirements. The weak central steering
is currently not capable of countering this tendency.

e The sector model was meant to respond better to the business needs
of the sectors. However, the sectors are still very large. The reform
amounted in fact to the splitting up of the former central pay-setting
arrangement into 13 central pay-setting arrangements. For instance,
in the state sector, there are a number of large arm’s-length agencies
whose business needs are very diverse and may require separate job
classifications, grade/step schedules or qualification/performance
allowances (penitentiary institutions, Tax Service, Water and Road
Administration, Forest Administration, etc.). The current Dutch
model is more central than the Australian/New Zealand and
United Kingdom models and partly more central than the Nordic
model (see above). If all (large) arm’s-length agencies were to be
recognised as separate de-central pay setters, only about 15% of
current employees in the state sector would remain there: basically
the core ministries with similar business needs (in terms of job
classifications, grade/step schedules and qualification/performance
allowances).21

e As noted, the firewall between budgeting and pay setting in the
Netherlands exists, but it is not as strong as in the Nordic countries
and in Australia/New Zealand. The Dutch sectors are so large that
any lack of agreement tends to paralyse the entire sector. In this
context, sticking to the envelopes is not always regarded as a
politically viable policy. These problems decrease and the firewalls
become stronger if the de-central pay setters are made smaller.

Taking into account these considerations, the Dutch government may
consider moving in the direction of the Nordic model (see also OECD, 2007,
and Rexed et al., 2007). This would mean a two-level bargaining model in
which certain matters considered essential for the state sector as a whole
would be negotiated at the central level, and matters more connected to the
business needs of separate agencies and organisations at a de-central level.
This is not the place to elaborate the precise division of tasks between the
central and de-central level but, in view of the Nordic practices, it would
seem natural that pensions and general coherence guidelines should be
decided at the central level and job classifications and grade/step schedules
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(within the coherence guidelines) at the de-central level. In accordance with
the Nordic model, pay-setting authority at the central level could be assigned
to an Agency for Government Employers for the Cabinet sectors as a whole.
This agency could be situated at an arm’s-length distance under the
Directorate General for State Organisation and Operational Management
(DGOBR). The Cabinet sectors could be further decentralised, in particular
the current state sector which could be decentralised according to agencies.
This would strengthen the firewalls, since each agency would remain
responsible for staying within its budget. For the core ministries (around
15% of current employment in the state sector), the Director General for
State Organisation and Operational Management could remain the
employer. All state employers would be represented in the board of this
agency. The agency would not only be responsible for central pay-setting
agreements but would also provide support and advice to all de-central pay
setters. Pay setting and bargaining is a difficult profession, and it is essential
that agency managers who are not experienced in this area can fall back on a
professional centre of expertise to support them in this task. A reform in this
direction would strengthen coherence and better respond to business case
requirements of organisations and agencies. In addition, it could strengthen
the firewalls between budgeting and pay setting, since the budget envelopes
would be defined for the line ministries. Furthermore, the reform could lead
to considerable savings, as the current five pay-setting divisions of the
Cabinet sectors, with largely overlapping areas of expertise, could be
merged into the new agency.

Consequences for shared service centres

The question arises of whether further concentration of standard setting
would have consequences for the shared service centres that have recently
been built up, including those that are currently residing as arm’s-length
agencies under the Directorate General for State Organisation and
Operational Management in the Ministry of the Interior and Kingdom
Relations. To answer this question, it is helpful to have a closer look at the
developments concerning shared service centres in the other countries
participating in the Value for Money study.

Of the nine participating countries that have provided information about
shared service centres, two (Australia, Spain) reported that, up to now, no
shared service centres were in place in their government. Seven (Austria,
Canada, Denmark, Finland, the Netherlands, Norway, Sweden) reported
having established shared service centres. In this respect, it is important to
be aware of the definition of a shared service centre in the Value for Money
study: a shared service centre is a government unit that provides support
services to (divisions or agencies of) more than a single ministry of the
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central government or to more than a single government.22 Table 4.2
provides an overview of the number of shared service centres, their total
employment and their location (the number of ministries where the centres
are located should not be confounded with the number of client ministries
and governments to which services are provided).

Table 4.2. Shared service centres

enicecontes. 106l empioyment shard sonios cotes at ot
Austria 6 2558 2 (5 out of 6 in Finance)
Canada 15 11 4761 8 (7 out of 15 in PWGSC?)
Denmark 400 1 (Finance)
Finland 7 2087 1 (Finance)
Netherlands 25 2 615! 4 (17 out of 25 in BZK3)
Norway 4 1030 Various
Sweden 1 434 1 (Prime Minister's Office)

1. Data for some smaller agencies were not available and have not been included.
2. Public Works and Government Services Canada.

3. Ministry of the Interior and Kingdom Relations.

4. In persons employed (not in full-time equivalents).

Source:  Country responses to the questionnaire of January 2010.

There are two distinct models for the creation and use of shared service
centres in the countries of the Value for Money study: the top-down model
and the bottom-up model. In the top-down model, the use of the shared
service centre is imposed by Cabinet decision, and the personnel that
provides the support services is transferred from the line ministries to the
shared service centre. In the bottom-up model, the use of the shared service
centre remains voluntary for the line ministries, but there may be incentives
in place to stimulate use, such as personnel reduction operations (sometimes
specified for support services) or permanent automatic productivity cuts.”
Austria, Denmark and Finland report that they follow a top-down approach.
The Netherlands, Norway and Sweden report that they follow a bottom-up
approach, Canada a combination of the two. As appears from Table 4.2,
there is a clear connection between the use of the models and the
concentration of shared service centres, which is not surprising. The three
countries that use the top-down method have created their shared service
centres in one ministry: all three in the Ministry of Finance.”* The three
countries that use the bottom-up method, and Canada that uses both
methods, all have a number of shared service centres spread out over a
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number of ministries. (Sweden also uses the bottom-up method but has only
one shared service centre which of course is located in one ministry.)

In the countries that rely on incentives to stimulate the establishment
and use of shared service centres and consequently feature a more
spread-out pattern of such centres (the bottom-up countries), there are no
plans in place to move to a more coercive approach or to concentrate shared
service centres in a single ministry. On the contrary, it is generally felt in
those countries that the practice of service sharing will increase
automatically to the extent that the cost and quality benefits flowing from
economies of scale become clear to potential clients. Interlocutors in those
countries have also noted that there are risks attached to the creation of
monopoly suppliers of those services within the public sector, particularly as
large ICT systems are involved (risks of project failure or malfunctioning of
existing systems). As far as the Netherlands is concerned, one can think of
the difficult history of the Pay Direct system (for salary payments). This is
not to say that monopoly supply should be avoided. By its nature,
government consists almost entirely of monopoly suppliers. The argument is
rather that if monopoly is optimal from the point of view of quality and
economies of scale, it should grow gradually to the extent that its benefits
are perceived by client units. That is also the prevailing attitude observed in
the Netherlands (including in the Ministry of the Interior and Kingdom
relations where many shared service centres are currently located).
Moreover, for many support services it is not clear that the optimal scale of
production is the entire central government, or even the entire general
government (including subnational government). A too-large scale may lead
to bureaucracy and lack of responsiveness to client preferences. In this light,
it seems too early for recommendations about the concentration of support
services in government-wide units or about the choice between the bottom-
up approach and the top-down approach to service sharing as best practice
from an international perspective.

In the light of the previous considerations, there seems to be no
compelling reason for recommending the transfer of the shared service
centres now residing in the Ministry of the Interior and Kingdom Relations
to the Ministry of Finance if standard setting for operational management
should be moved to the latter ministry. On the other hand, in the light of the
international tendency to concentrate shared services in the finance ministry,
there is also no reason to advise against the transfer of shared service centres
to the Mzisnistry of Finance, if such transfer would be deemed useful for other
reasons.
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Recommendations

14. The Dutch government may consider abolishing exemptions from government-wide
standards of operational management that are currently enjoyed by arm’s-length
agencies. Independent agencies that are tasked with administrative activities can also
be brought under the government-wide standards for operational management (not
independent agencies tasked with service delivery).

15. The Dutch government may consider a further concentration of standard setting for
operational management and develop, together with the OECD, yardsticks for
weighing the pros and cons for such a reorganisation. If it is concluded that human
resource standards should indeed belong to the package of standards for operational
management, it should be kept in mind that standard setting in this area cannot be
separated from pay-setting responsibilities, as the dialogue structures connected to
pay setting are the major tools for implementing human resource standards.

16. The Dutch government may consider moving in the direction of the Nordic model for
pay setting (see also OECD, 2007, that contained a similar recommendation). This
would mean a two-level bargaining model in which certain matters considered
essential from a whole-of-government perspective would be negotiated at the state
level, and matters more connected to the business needs of separate agencies and
organisations at a de-central level. Pay-setting authority at the central level could be
assigned to an Agency for Government Employers at arm’s-length distance under the
Directorate General for State Organisation and Operational Management. The agency
would not only be responsible for facilitating central pay-setting agreements but
would also provide support and advice to all de-central pay setters. A reform in this
direction would strengthen coherence, better respond to business case requirements of
organisations and agencies, and strengthen the firewalls between budgeting and pay
setting. In addition, it could lead to considerable savings as the current sectoral pay-
setting divisions, with largely overlapping areas of expertise, could be merged into
the new agency.

17. For the short and medium term, there is no need for concentration of shared support
service centres in the same ministry nor for transfer of the current shared service
centre from the Ministry of the Interior and Kingdom Relations to the Ministry of
Finance.

Reform 7: Automatic productivity cuts

Features of automatic productivity cut procedures

Approximately half of the countries participating in the Value for
Money study have automatic productivity cuts in place, including Australia,
Denmark, Finland, New Zealand and Sweden. The main advantage
mentioned by the countries that use them is that automatic productivity cuts
change the baseline of current policy that serves as the point of departure for
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the annual budget process. This is seen by finance ministries as a strategic
advantage in budget negotiations.26

Automatic productivity cuts do not mean that the budget of all line
ministries is substantially reduced from year to year. First, the cuts only
apply to current operational expenditures27 which are generally a small part
of ministerial budgets. Second, most ministries annually have new spending
initiatives which may be larger than the automatic cuts.

Procedures for automatic productivity cuts (or efficiency dividends, as
they are sometimes called) differ between countries in the following
respects:

e the base to which they are applied;
e exemptions;
e differentiation of the annual cut percentage between policy areas;

e size of the cut percentage.

In most countries, the base is current operational costs. In Denmark, the
cuts are applied to the last year of the multi-annual estimates (three years
after the upcoming budget year). In this way, the cuts are “gradually phased
in” and inserted in the multi-annual estimates that serve as the basis for
budget preparation every year. Denmark has been working with the
automatic cuts since the beginning of the 1980s. Sweden also uses the
multi-annual estimate for the upcoming budget year as the baseline for the
annual budget cycle, but imposes an implicit productivity cut from year to
year on the operational expenditures by not fully adjusting the compensation
of employment expenditure for inflation and wage development in the
market sector. In Sweden, the multi-annual estimates are in real terms and
translated from year to year in nominal terms through an aggregated wage
and price index. If the tasks are not changed, the operational budgets are the
same as the previous year, corrected by the index. In order to put
productivity pressure on the agencies, the index used does not fully take
account of the real increase of wages in the market sector: the index is
decreased by a moving average of the last ten years of productivity increase
in the market sector. New Zealand uses nominal current operational costs as
the baseline in the annual budget cycle. This implies that inflation has to be
absorbed (around 2.3% in recent years), but adjustments may be made for
wage developments in the market sector.

Some countries exempt sizeable portions of current operational
expenditure from the productivity cuts. Australia only applies the efficiency
dividend to ministries and agencies whose staff members are employed
under the Public Service Act (the civil service) and it exempts certain
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research institutions, the armed forces, a large part of the cultural sector and
the Customs Service. Denmark also exempts defence. The fact that certain
domains are exempted from the automatic productivity cut does not mean
that these sectors are exempted from targets for efficiency savings. In
Denmark, for instance, the exemption of defence has been traded off for a
multi-annual agreement for defence spending that includes sizeable
retrenchments. The principle of the automatic cut makes such special
agreements easier to attain.

In principle, there are two approaches to the cut percentage. One is to
differentiate the percentage on the basis of empirical productivity studies,
either for the public sector units that produce the services or for private
sector organisations providing similar services. The other approach is to use
a government-wide percentage based on a reasonable average. The first
approach was followed by Denmark in the late 1980s (Denmark had
previously used the second approach in the early 1980s.) However, this
attempt was short-lived, since the empirical estimates were not considered
very reliable and were open to all kinds of criticism. Finland differentiates
the cuts between the ministries, not on the basis of empirical studies but on
the basis of ministerial productivity plans (that in turn may be based on
empirical studies). However, there is an average requirement of 1% for the
government as a whole, which obviously is a strong incentive for
convergence around the 1%.

Apart from Finland, all countries now use a uniform percentage. In
New Zealand and Sweden, this is dependent on inflation and/or wage
development in the market sector; in Australia and Denmark, it is set by a
political decision somewhere between 1% and 2% (subject to occasional
revision in the last decades).

Risks

Countries that do not utilise automatic cuts emphasise that productivity
gains differ between policy areas, and if a single productivity estimate is
used for the entire government sector or for central government, sectors with
relatively low productivity growth suffer. Moreover, these countries claim
that the productivity growth percentage cannot be determined objectively.
And since public sector productivity may grow less rapidly than private
sector productivity, comparisons between public and private sector
productivity in comparable areas are difficult and do not provide reliable
results. The first risk has to be nuanced: the fact that the productivity cut
uses a uniform percentage does not mean that all ministerial divisions and
agencies have to realise the same productivity gains. Line ministers are
generally free to distribute the targets as they see fit. In practice, spending
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priorities play an important role in this distribution apart from potential for
productivity growth. The second risk can be mitigated to a certain extent by
the choice of a low cut percentage (substantially below the market
productivity development). The 1-2% generally in use meets this condition.
In the long run, this will still lead to substantial savings.

Productivity cuts as incentives for support service sharing and
process sharing

Automatic productivity cuts can also play a useful role to kick-start
shared service centres and shared process units. In the longer run, ad hoc
downsizing operations can be dispensed with if a stable regime of automatic
productivity cuts is in place. This would lead to more predictable budgets
and more tranquility in public administration.

Recommendation

18. The Dutch government may consider introducing a government-wide
annual productivity cut on current operational expenditures of 1-2%.
The cut percentage can be integrated into the extrapolation definition
that is applied annually to calculate the last out-year of the multi-annual
estimates (the Danish procedure).

Reform 8: Strengthening the spending review procedure

Spending review versus evaluation

Spending review procedures are seen as useful tools to evaluate current
spending programmes and to make room for new initiatives, hence
supporting the allocative function of the budget. Spending reviews
compensate for the fundamental asymmetry of the regular budget process
which is capable of producing good options for new spending, but not of
producing good options for new savings. The basic reason is that line
ministers want to maximise the chance that new spending proposals will be
adopted, but to minimise the chance that new savings proposals in their
portfolios will be adopted. One method to compensate for this asymmetry is
to impose strict portfolio ceilings which force the line ministers to come up
with good savings proposals to compensate for setbacks and new initiatives.
However, this mechanism does not work at the time the ceilings are
established or adjusted. In most OECD member countries, the ceilings are
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adjusted annually; in some countries, every few years. In the Netherlands,
the ceilings are in principle fixed for a four-year Cabinet period, but
reallocations between line ministries are possible in between (but rare in
practice).

Spending reviews differ from performance evaluations by line
ministries. Obviously, line ministers have strong incentives to improve their
policies. Performance evaluations can be an important tool for that purpose.
Line ministers are held accountable by the parliament, and the public
expects value for taxpayers’ money. However, line ministers may not
always be interested in publishing critical assessments of policies for which
they are responsible, particularly after they have been in office for several
years. Consequently, performance evaluations do not always give the
complete picture. Moreover, performance evaluations generally do not focus
on savings and, insofar as they are forward-looking, they tend to produce
options for improving outputs rather than for reducing cost.

Compared to performance evaluations, spending reviews differ in three
ways. First, spending reviews look not only at the effectiveness and
efficiency of programmes under current funding levels but also examine the
consequences of alternative funding levels on outputs and outcomes.
Second, the Ministry of Finance or the Prime Minister’s Office holds final
responsibility for the spending review procedure. Third, the follow-up of
spending reviews is decided in the budget process.

The use of spending reviews is widespread. All countries participating
in the Value for Money study report that they use spending review
procedures except Austria, New Zealand and Norway (New Zealand used
them in the past, but the procedures are no longer in place).

Dutch spending review procedure

In the Netherlands, spending reviews (or interdepartmental policy
reviews, as they are called) have been used for many years in policy
development (see Chapter 3). The basic features are:

e reports about separate policy areas that are not only
backward-looking (evaluation) but also forward-looking (reform
options);

e reports prepared by working parties of civil servants from several
ministries and external experts under the chairmanship of prominent
persons who do not bear responsibility for current policies;
secretariat of all working groups in the Ministry of Finance; no veto
right in the working parties on any policy option proposed;
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e reform options that lead to savings (with an obligatory -20%
option);

e supervision by a committee of high-level officials of the central
ministries (Prime Minister’s Office, Finance, Economic Affairs,
Ministry of the Interior and Kingdom Relations); and

e decision making on the reports in the budget process.

As noted in Chapter 3, the procedure has faded in the last few years (in
some years, there were less than three reviews). In October 2009, the
government revived the procedure and initiated the most comprehensive
spending review round since 1982 (see Chapter 3). In total, the working
groups had to identify EUR 35 billion in savings.

The Dutch procedure has one main flaw. Spending reviews are decided
by Cabinet, which basically gives line ministers a veto right against reviews
in their portfolio. A tremendous effort by the Minister of Finance has always
been required to get the reviews approved. Most finance ministers since
1980 were willing to make this annual effort, which sometimes amounted to
trading for budgetary leniency in other respects, but not all did.

Spending review in Ireland and in the United Kingdom

The spending review procedure in the Netherlands could be enhanced by
adopting features from other countries’ procedures. Ireland and the
United Kingdom are known for performing far-reaching spending reviews.
They have being using a “court style” method (Ireland) and an
institutionalised bi-annual procedure (the United Kingdom).

In November 2008, the Irish government announced the establishment
of a comprehensive spending review (the Special Group on Public Service
Numbers and Expenditure Programmes) to examine the current expenditure
programmes and to make recommendations for reducing the civil service.
External experts from both the public and private sector were invited to
participate. The secretariat was provided by the Irish Department of Finance.

Interestingly, the group introduced a “court-like style” working process:
each line ministry was invited to meet the group and submit an evaluation
paper in advance. The purpose of the evaluation paper was to give line
ministries an opportunity to outline possible savings options and the impacts
on outputs and outcomes. In parallel with this process, the group requested
the Irish Department of Finance to prepare independently its own evaluation
papers with options for expenditure and staff reductions. Both sets of
evaluation papers were considered by the group in advance of meetings with
the management teams of each line ministry. Subsequently the group
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produced its own savings options, making use of all information thus
obtained. This “accusatorial” rather than “inquisitorial” set up of the process
puts more pressure on the Irish Department of Finance to develop its own
savings options than the Dutch procedure, which sometimes leads to a
wait-and-see attitude among the finance representatives.

In the United Kingdom, the spending review process started in 1998 as
part of a wider set of reforms aimed at the modernisation of public finance
management. The aims of spending reviews were to support the biennial
revision of the expenditure framework and ministerial ceilings. For that
purpose, the spending reviews are supposed to: reallocate money to key
priorities; change policies so that money is well spent; ensure that
departments work better together to improve services; and weed out
unnecessary and wasteful spending. Spending reviews are produced by
various types of working groups: some exclusively composed of Treasury
officials, some of mixed composition. External experts and prominent
personalities from the public and private sectors are often invited to
participate or chair the working groups. The completed reviews are
discussed between the Chief Secretary of the Treasury (responsible for the
budget) or the Chancellor of the Exchequer and the line minister. The
British spending review process focuses on discretionary spending, which
covers around 60% of total spending. This is the part of the budget that is
subject to the fixed multi-annual ceilings. The remaining 40% is taken up by
“annually managed expenditure” which includes social security, interest,
and other items of mandatory spending, and is allowed to fluctuate to
provide for automatic stabilisation.

The Dutch procedure could be enhanced by better institutionalisation,
for instance along the British lines. The Minister of Finance should decide
the policy areas to be reviewed and the composition of the working parties.
As in the United Kingdom, this is also standard practice in Denmark.”® The
line ministry can be invited to join the working parties and to submit its own
options along the Irish lines. In the Dutch context of coalition Cabinets, it is
useful that the Budget Code explicitly provides for the possibility that the
line ministers be required to submit information about savings options (in
connection with the existing provision that the line minister is required to
provide other financial information).

In addition, it is useful to more clearly connect the procedure to the
periodical revision of the expenditure framework as is the case in the
United Kingdom. Since the expenditure framework is only revised at the
start of the Cabinet period in the Netherlands, the procedure would thus
become quadrennial.
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Recommendations

19. The Dutch government may consider formulating the duty of line
ministries to provide information to the Ministry of Finance in the
Budget Code more broadly than is currently the case, in such a way that
it explicitly includes the duty to provide information on savings options
that can be used in spending reviews initiated by the Ministry of
Finance.

20. The Dutch government may consider moving to a quadrennial spending
review procedure connected to the establishment of the expenditure
framework along the British lines.

Reform 9: Focus on risk control in internal audit; strict separation
from external audit

The statutory task of the internal audit function

The internal audit function in the Netherlands was established in 1987.
The Government Accounts Act defines three tasks for the internal audit
divisions of the state level:

e financial audits resulting in a “true and fair view” on the annual
accounts of ministries and agencies;

e broad audits (operational and information technology audits);
e audits of third parties which receive and spend public funds.

The statutory task of financial audit of giving an opinion in terms of a
“true and fair view” on the annual accounts of ministries and agencies is
rather exceptional for internal audit. In most countries, as well as in the
countries participating in the Value for Money study, internal audit concerns
merely the task mentioned under the second point (broad audits). The
situation in the Netherlands has a historical background.

Until 1987, the function of internal audit at the state level was
underdeveloped and never received attention from the management of
ministries. Then the Minister of Finance presented to parliament the “Plan
Operation State Accounting System 1987-1992” for improving the state
accounting system. Improving the internal audit function was a part of this
plan. Besides many other measures to improve the quality of internal audit,
it was decided that internal audit divisions should add a “true and fair”
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opinion to the annual accounts of each ministry. The new function of
internal audit was laid down in a government decree of 1987 which was
amended in 1995. The task of the internal audit divisions was then extended
to include auditing non-financial management, and the internal audit
divisions also give an opinion on the annual accounts of the newly
established agencies.

The operation “From Policy Budget to Policy Accounts” (VBTB, see
Chapter 3) also had consequences for the statutory task of the internal audit
divisions: as from 1991, their audits also had to include non-financial
information (output and outcome indicators) in ministries’ annual reports.
The VBTB operation was also an impulse for evaluating the quality of
internal audit. A spending review in 2001* (Kordes Commission)
recommended broadening the scope of the internal audit divisions and
expanding their tasks to include periodical audits of policies and
management. The expansion of the tasks of the internal audit divisions
implied that the internal audit function was transformed into a
multidisciplinary audit function. The working group also recommended
centralising specialisms (“create pools”) and considering investigating
interministerial personnel policy. An evaluation in 2003 of the
implementation of the recommendations of the Kordes Commission was
clear: the internal audit divisions were restructured, but the transition of the
work was incomplete. The statutory task required a minimum capacity of the
audit services.

Another spending review™" led in 2004 to the conclusion that the balance
between efficiency and regularity in internal audit had swung too much
towards regularity. There were too many complex rules and too little
differentiation in types of audits. Overlaps in the control system were
abolished, ministers became responsible for regularity, and the role of the
audit units became more transparent. But the nature and the scale of the
audit work did not change.

By 2009, the total employment of the internal audit support services had
risen to about 800 from less than 50 in 1987.

Recent developments

In 2008, the memorandum “Central Government Reform” (see
Chapter 3) concluded that the concentration of support services could lead to
a reduction of audit costs. It was also decided that the audit activities of four
ministries which volunteered as an experiment should be concentrated in
one service in order to improve audit quality. The experiment was to be
evaluated before the end of 2010. However, the design of this project as of
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March 2010 was very clear: abolishing the statutory task will not be part of
this study.

The above description of the development of the internal audit function
in the Netherlands since 1987 shows that the tasks of internal audit have
evolved as the financial management and control situation improved in the
1990s. The tasks were even extended. However, the large expansion of the
internal audit divisions in the 20" century also led to discussions about how
the quality (“added value”) and the cost effectiveness of the internal audit
services can be improved.

In light of these observations, one can conclude that governments have
tried to find the balance between cost effectiveness and the need for
qualitative good audit services, whenever and wherever they could.
However, it is striking that one question has never been deeply discussed:
whether this balance could be better achieved by abolishing the statutory
task of the internal audit divisions and letting them concentrate on assisting
the management of ministries and agencies in achieving their objectives.
The question of whether internal audit divisions should annually certify the
accounts of a ministry or agency was asked by the Kordes Commission and
further investigated during the implementation of its recommendations in
the project “Quality Plan for the Audit Function”, but has not led to a
fundamental change.

In international practice, certifying the annual accounts of the state and
in many cases of local governments is recognised as the core task of the
external audit function (the supreme audit institution) and is regulated by the
International Organization of Supreme Audit Institutions (INTOSAI). The
task of internal audit, in countries where it is developed, is in general to
support the ministry or agencies in accomplishing their objectives by
evaluating and improving the effectiveness of risk management, control, and
governance processes.31 The Dutch Court of Audit is of the opinion that, in
the Netherlands, the minister is accountable for the reliability of the
accounts and for sound financial management and control, and that the
annual internal audit report “serves the minister in deciding whether the
financial accounts under his supervision can be released” (Baayens and
van der Wielen, 2009, p. 32). The Court of Audit is not part of the executive
branch and can therefore not function as the certifying body for government
institutions.

The opinion of the Court of Audit dates from 1987, when the internal
audit function in ministries was established, and was at that time perhaps
understandable. Legalising assurance as an internal audit task created a
strong incentive for strengthening the internal audit divisions. However,
times have changed. The financial management and control situation
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improved considerably in the 1990s, and the internal audit divisions no
longer have to prove their right to exist.

The efforts since 2001 to improve the quality of internal audit have been
hindered by the capacity need for the statutory assurance task. It is also
difficult to explain to managers that the combination of the advisory task of
the internal auditor (the result of the operational audit activity) with the
annual assessment task (the result of the statutory assurance task) does not
lead to a conflict of interest.

The experiment of centralising all audit activities in the Ministry of
Finance does not solve the problem of conflict of interest, and even creates a
new problem: in the long run, the internal auditors could be regarded as
representatives of the Ministry of Finance and serving the interests of this
ministry (“watchdog of finance”) and not the interests of the line ministry
they are auditing. Indeed, according to international principles, internal audit
is a management tool and the internal auditor is a part of the organisation
he/she audits with sufficient guarantees of independence.

Transferring the statutory assurance task to the Court of Audit might
seem a radical policy change but, from an international perspective, the
Netherlands stands alone and its vision on internal audit is an exception
rather than the rule. Furthermore, the need for an annual opinion on the
accounts by the internal auditor could be questioned too. The financial
management and control situation in ministries and agencies has improved,
and ministers annually submit an internal control statement in their annual
financial report which in principle fulfils the role of an accountability
statement. Transferring the statutory task will not only lead to a clear
division of tasks between internal and external audit but will also lead to
savings. Indeed, the Court of Audit annually reviews the statutory audit
work of the internal auditor. One-third of the Court’s audit capacity is
reserved for this activity. On an annual basis, substantial savings could be
realised by abolishing the internal assurance task of internal audit.

Additional savings on internal audit could be realised by reducing the
internal audit tasks with respect to non-financial information (output and
outcome indicators). This subject will be further discussed in Building on
Basics (OECD, forthcoming) in connection with the role of such
information in the budget and financial reporting documents.
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Recommendation

21. The Dutch government may consider abolishing the statutory assurance
task of the internal audit divisions and transferring this task to the Court
of Accounts.

Reform 10: Separation of budgeting from output steering and control
for arm’s-length and independent agencies

Can agencies be financed on the basis of outputs?

The separation of policy making and execution was implemented in the
Netherlands through the establishment of agencies, first mostly as
independent agencies, later mostly as arm’s-length agencies according to the
British model (see Chapter 3). Agencies were given more freedom to carry
over funds from year to year, to save for investment and to decide within
certain limits on accommodation and facilities with relaxation of the
standards for operational management in this respect. Later, the saving
facility was restricted and replaced by a borrowing facility.

Throughout the 1990s, there was severe criticism by parliament and the
Court of Accounts of the lack of transparency concerning the outputs and
costs of agencies. The last evaluation (2002) revealed that 15 of the
22 arm’s-length agencies that were examined lacked sufficient information
about measured outputs and costs per unit to assess efficiency. The situation
in independent agencies was even worse, as many ministries lack any
information on the performance and costs of these units. However, until
recently the government persisted by its policy of improving measurability
and financing on the basis of cost per unit.

On a conceptual level, the problems are threefold: i) outputs are difficult
to measure; ii) output definitions are subject to permanent reformulation in
the light of political priorities and results from social research; and iii) the
role of outputs in funding is unclear. These problems will be further
explored in Building on Basics (OECD, forthcoming). For the present
assessment, it suffices to pay attention to recent developments in the
countries participating in the Value for Money study.
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The Swedish approach

The Netherlands is not an exception. Other governments that have
established agencies (New Zealand, United Kingdom) or that had policy
execution organised in agencies long ago but tried to move to a
provider-purchaser model in the 1990s (Australia, Canada, Sweden)
encountered exactly the same difficulties. In recent years, this has led to a
certain reorientation. Sweden is in this respect the most inspiring country,
which is not surprising in light of its age-old experience with policy
execution in arm’s-length agencies.

Important features of the Swedish approach are:
e transparency regarding input use;

e less emphasis on the annual budget process as a tool for the steering
and control of outputs and more emphasis on permanent
performance dialogue.

New Public Management changed the nature of budget negotiations
between ministers and line managers. Traditionally, the negotiations focused
on inputs, but focus shifted to the cost of services. However, this change has
largely been fictitious because, in the absence of relevant market prices,
costs can only be assessed on the basis of underlying assumptions about the
input mix and the input costs. In order to carry out negotiations effectively,
an agency’s input costs have to be transparent and the minister needs
assistance from advisors having thorough knowledge of the agency’s
organisation and production methods.

Separating steering and control of performance from the annual budget
process is an important trend in several countries.’ The annual exercise to
reach agreement about output targets within the budget process is
increasingly seen as ineffective, bureaucratic and distortive (leading to
perverse incentives).” Output steering and control should take place on the
basis of a permanent performance dialogue. Sweden has recently developed
annual performance procedures that to a large extent bypass the budget
process. Important elements are the performance dialogue with the minister
on the basis of the annual agency report, the meeting with the National
Audit Office on the basis of the audit report, and various forms of
evaluation. In addition, Sweden intends to reduce the annual agency
direction attached to the appropriation and to introduce informational
requirements on performance in the agency ordinance.

As far as financing is concerned, it is important that this is not left only
to the financial directorate of the line ministry. Financing can take place on
the basis of robust rules, usually split into a fixed base budget and a variable
component based on need indicators (capacity budgeting). The OECD
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Secretariat has the impression that, currently, the information of core
ministries about costs of agencies is limited, and sometimes next to absent
(the last is particularly true for independent agencies). Nobody can say how
efficient agencies are but, in view of the fact that by far the largest part of
operational expenditure is made in the agencies, it is clear that substantial
savings from efficiency improvements, if any, can only come from agencies.
In this light, there is every reason for the Dutch government to focus its
attention on better cost information about agencies. This should not be left
only to the line ministries. The Ministry of Finance should play a leading
role in the improvement of cost information about the agencies. Budget
negotiations with agencies should be attended by representatives of the
Ministry of Finance. One of our interlocutors also put forward the idea that
an agency efficiency centre would be established in the Ministry of Finance
that would provide the line ministries with information and analysis about
the costs of agencies that could be used in budget negotiations.

Do agencies need exemptions from standards for operational
management?

Dutch agencies have been exempted from standards for operational
management that apply government-wide to ministerial divisions. Some of
the freedoms are connected to the financial administration on the basis of
accruals that is prescribed for all agencies, particularly the borrowing
facility and the carry-over facilities. However, other freedoms are not
connected to the financial administration, particularly those in the area of
accommodation and facilities. Apart from the ideas of New Public
Management, there are no good arguments for such exceptions, and they
could be abolished without adverse consequences.

Standards of operational management are not always applicable to
independent agencies. Independent agencies are often tasked with service
delivery. Such tasks generally require quite different standards for
operational management than administrative activities. For instance,
buildings for universities, courts or prisons need to satisfy totally different
criteria. It is therefore logical that service delivery agencies are exempted
from rules of operational management that otherwise apply
government-wide. On the other hand, there may be independent agencies
that are exclusively tasked with administrative activities to which the
general standards may apply, for instance the Central Bureau of Statistics.
This has to be judged on a case-by-case basis. It is important that the
applicability of standards to independent agencies is explicitly decided,
which currently is not always the case, resulting in somewhat opaque
situations.
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Recommendations

22. The Dutch government may consider more clearly separating the steering
and control of outputs of executive agencies from the budget process.
Budgeting should take place on the basis of robust financing rules, partly
based on need indicators (capacity budgeting). Agencies should be
required to provide transparent information on the input mix and the
input costs that allow the minister to assess cost per output. The Ministry
of Finance should play a leading role in the improvement of cost
information about the agencies and be represented in budget negotiations
with agencies. An agency efficiency centre could be established in the
Ministry of Finance that would provide the line ministries with
information and analysis about the costs of agencies, which could be
used in budget negotiations.

23. Steering and control of the performance of arm’s-length agencies is
essential, but performance targets and performance realisations should be
set, monitored and evaluated in a performance dialogue throughout the
year. This task should be fulfilled by the line minister who is responsible
for executive policy of the agencies.

24. The Dutch government may consider abolishing exemptions from
government-wide standards for operational management that are
currently enjoyed by arm’s-length agencies. Independent agencies that
are tasked with administrative activities can also be brought under the
government-wide rules for operational management (not independent
agencies tasked with service delivery).

Survey of effects of reforms

Table 4.3 provides an overview of quality improvement and potential
savings of the ten priority reforms discussed in this chapter. Savings are
characterised in relation to the current operational costs of the units
concerned. A moderate saving (less than 20%) of large units can be larger
than a large (more than 20%) saving on small units.
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Table 4.3. Overview of quality improvement and potential savings of reforms

Quality Quality
Reform improvementin  improvement in Saving
administration service delivery
Reform 1 Consistent division of policy-making Large
competencies across levels of X X (for the tasks to be
government transferred)
Reform 2 Sectoral career development X
Reform 3 Better use of executive and
professional expertise in policy X X
development
Reform 4 Process sharing among executive Moderate
units and merging of executive units X X (for the units
involved)
Reform 5 Independent supervisors/regulators X
Reform 6 Concentration of standard setting for Moderate
operational management X (for the total of
administrative
expenditure)
Reform 7 Automatic productivity cuts Moderate
(for the total of
administrative
expenditure)
Reform 8 Strengthening the spending review X
procedure
Reform 9 Focus on risk control in internal audit; Large
strict separation from external audit (for the total of
internal audit
divisions)
Reform 10 Sepqrahon of budgeting from output Unknown, but
steering and control for arm’s-length X

and independent agencies

potentially large
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Notes

1. Note that, in Chapter 1, the reforms were grouped in another way —
namely in accordance with broad reform trends (a more consistent
division of tasks between levels of government, vertical integration,
horizontal integration, etc.).

2. Block grants are non-earmarked grants for broad task areas, but can be
used outside these areas if the local government thus decides.

3. Before the Brinkman Commission, there were reports with proposals to
clean up earmarked grants in 1981 (Council for Municipal Finances),
1994 (Commission Griffioen), 1998 (Commission Pennekamp), and
2000 (Council for Financial Relations).

4. The dividing line between non-earmarked general purpose grants and tax
sharing is not always straightforward. After much discussion, the OECD
Network on Fiscal Relations across Levels of Government has defined tax
sharing as follows: a financial flow from central to subnational
government is considered as tax sharing if it fulfils the following three
criteria: i) risk sharing (for revenue yields); ii) un-conditionality (no
earmarking); and iii) formula stability (no volatility of the formula from
year to year).

5. This route was advocated by the Boorsma Commission in 2004
(Boorsma, de Kam and van Leeuwen, 2004).

6. See Bergvall et al., 2006, and Blochliger ef al., 2007, for an analysis of
equalisation in local government financing.

7. A similar division of competencies between ministries and agencies
prevails in Denmark.

8. As mentioned above, this safeguard is even granted in the Constitution in
Sweden.
9. This implies that the condition of large-scale generation of

non-discretionary administrative decisions that has been agreed in the past
as a criterion for independence is to be abandoned. A second criterion of
independence agreed in the past — namely participation of
non-governmental institutions in the governing board of an agency — can
also be abandoned, because it does not constitute a separate reason for
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independence (either it selects the same agencies that need to be
independent for intrinsic reasons or it does not constitute a reason for
independence at all). Both criteria were proposed in the report
“Establishing  Independence in a Responsible Way” (Sint
Commission, 1994) and agreed by the Cabinet.

10.  There are some rare instances of administrative competencies attributed to
non-profit institutions inside or even outside central government for
efficiency reasons, but they are not important.

11. 1In a legal sense, all agencies without legal personality are owned by the
state. Economic ownership means ultimate control over operations as
guaranteed by standard setting for operational management. In the case of
economic ownership, this competency remains with the government. This
can also apply to independent agencies with legal personality.

12.  Shared process units can also be used by supervisory/regulatory units, but
shared process units have not yet been established for
supervisory/regulatory units in the Netherlands.

13.  The discussion regarding Danish e-government initiatives is based on
OECD, 2010b.

14.  This concern does not apply to independent agencies, for which the
minister only bears responsibility for operational management. This
applies to 9 of the 25 agencies, mostly in the sphere of examinations and
the financing of basic research and culture, as well as the forecasting
bureaux.

15.  Only the supervisory/regulatory division of the central bank is taken into
account.

16. Since they are independent agencies, the role of supervisory/regulatory
authorities should be limited to the provision of information and analysis
(see Reform 3).

17.  This proposal is also presented in the Spending Review 2010 “Public
Administration”.

18.  State, police, defence, judiciary, education, universities, higher
professional  education, academic hospitals, research institutes,
occupational and adult education, provinces, local authorities and water
authorities.

19.  State, police, defence, judiciary and education. The state sector includes
all employees of the state except those of the other four sectors.

20. Contained in the “priority letters” (speerpunten-brieven).

VALUE FOR MONEY IN GOVERNMENT: THE NETHERLANDS © OECD 2011



96 —4. REFORMING THE DUTCH CENTRAL GOVERNMENT: RECOMMENDATIONS

21. The Tax Service is currently part of the core Ministry of Finance. It is not
an arm’s-length agency, but would probably claim to become one if pay
setting were to be decentralised to the agency heads. There may also be
reasons for separate pay setting for the Tax Service in view of business
needs. The Tax Service is not included in the mentioned 15%
employment in core ministries. There are also other reasons to
reconstitute the Tax Service as an arm’s-length agency (see Reform 3).

22. A unit providing support service to one ministry and one municipality is
thus a shared service centre. A unit providing support services to one core
ministry and an agency of the same ministry is not a shared service centre.

23. See OECD (2010a) for more information about these models.

24. It might be thought that the concentration in Denmark is not impressive,
because there are only two shared service centres, but this is a bit
misleading because the shared service centre in Denmark is pretty large —
as appears from the employment number — and contains many divisions
for different services that have not been counted as separate service
centres (compare with the Netherlands where 17 units in the Ministry of
the Interior and Kingdom relations have all been counted as separate
service centres).

25. The Government Accountancy Service is a shared service centre that is
already in the Ministry of Finance. This service also has tasks (relatively
small ones) in the area of standard setting for internal audit, together with
the Directorate General for the Budget. It seems more logical to split off
the standard-setting tasks and to bring them together with the other
standard-setting tasks in the Directorate General for State Organisation
and Operational Management.

26.  For more information on automatic productivity cuts, see OECD (2010a).

27. Compensation of employment and intermediate production in terms of the
national accounts. Current operational cost is more inclusive than
administrative expenditure: it includes service delivery by ministries and
public agencies inside central government (armed forces, prison system,
police, etc.).

28. The Danish Minister of Finance informs the Cabinet Committee on
Economic and Financial Affairs (which he chairs) on the spending
reviews he has approved.

29.  Spending Review 2001 “Competitive Service Provision Accountancy”.

30. Spending Review 2004 “The Burden of Regulation and the Control
Tower”.

31.  The definition of the Institute of Internal Auditors is: “Internal auditing is
an independent, objective assurance and consulting activity designed to

VALUE FOR MONEY IN GOVERNMENT: THE NETHERLANDS © OECD 2011



4. REFORMING THE DUTCH CENTRAL GOVERNMENT: RECOMMENDATIONS — 97

add value and improve an organisation’s operations. It helps an
organisation accomplish its objectives by bringing a systematic,
disciplined approach to evaluate and improve the effectiveness of risk
management, control, and governance processes.” See
www.theiia.org/guidance/standards-and-guidance/ippf/definition-of-
internal-auditing.

32. For instance, in Denmark and to some extent in Finland.

33. The insight that providers of services (as opposed to manufactured goods)
cannot efficiently be controlled by output agreements is a long-standing
result of institutional economics that goes back to Coase (1937). In the
previous century, a lot of literature explored different forms of steering
and control in the private service sector. A well-known conclusion of this
literature is that services can only be provided efficiently on the basis of
“relational contracting” that allows the buyer to specify the outputs during
contract execution within certain procedural limits flowing from the
agreed price (Williamson, 1985).
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