The Pain Of Being A Fiscal Pioneer: Recent developments in New Zealand, where a radical programme of tax reform has run into political difficulties   
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For three days last week northern New Zealand was wracked by its worst wind and rain storms for 40 years. The weather aptly reflected the despondent mood which has overwhelmed the country's 3.3 m people in recent months.   

In August last year, the Labour Government headed by a buoyant Prime Minister, Mr David Lange, seemed to have achieved the impossible by becoming the first Labour Party government to win re-election in almost 50 years.   

It had done so on the mere prospect that better days would result from one of the boldest liberalisation programmes of modern times. The electorate was responding to the promised fruits of the government's policies: deregulated financial markets, abandoned subsidies, lower tariffs and a 'corporatised' state sector. (This policy, at the heart of the Government's programme, involved putting state concerns on a commercial footing, run by businessmen rather than civil servants - a half-way house, in the Government's view, between nationalisation and privatisation.)   

Seven months later, confidence has given way to pessimism, hope to worry, trust to doubt. Last October's share market crash, which has hurt New Zealand more than most countries, has brought a rash of corporate and brokerage collapses and a sharp, potentially deep recession.   

A new round of economic reforms rushed out in December has provoked a rift in the Government, and specifically between Mr Lange and Mr Roger Douglas, the Finance Minister, who is the architect of the Government's strategy. A series of opinion polls has shown waning support for Labour and Mr Lange. Only Mr Douglas's most faithful acolytes in the financial sector retain full trust in his 'Rogernomics' policies.   

Signs of a loosening grip have emerged. Key workers - nurses, teachers, airport staff - have staged disruptive strikes over the controversial legislation to apply private sector employment practices to the state. Government concessions last week failed to stop a civil service strike yesterday. The Government was last month party to an embarrassing fiasco when the NZ dollars 780 m (287 m pounds sterling) purchase by British Gas of Petrocorp, the New Zealand national oil and gas corporation, was suddenly aborted amid bitter accusations. Critics said the affair hurt New Zealand's reputation.   

The macro-eonomic picture displays some bright features. Both the inflation rate (at last under 10 per cent) and interest rates - currently around 15 per cent compared with about 20 per cent a year ago - are dropping slightly. But the economy is contracting and unemployment is increasing. The Government has made slow progress in containing public sector spending and is now acknowledging errors in its monetary policy. It admits that its strategy to squeeze out chronic inflation ought to have reached its present point two years ago and that the whole disinflationary adjustment programme has taken longer than hoped.   

The country's foreign debt, at an estimated NZ dollars 43 bn, is unsustainable. The current account deficit, back above 4 per cent of gross domestic product, has stopped improving. The overvalued exchange rate is provoking noisy complaints - especially from farmers and manufacturers - and continues to make overseas debt-holders nervous. But Mr Douglas, knowing any shift might precipitate a currency crash, is determined not to change course.   

The biggest worry is perhaps the uncertainty now overshadowing the overall course of economic reform; it stems in part from the Government's handling of its December 17 economic package. Even by the remarkable standards of Mr Douglas, the reforms were radical and far-reaching. Coming from a Labour Party they were revolutionary. Unfortunately they were also bungled, first by Mr Douglas, then by Mr Lange.   

Among other things the package promised asset sales amounting to NZ dollars 14 bn - including the nine recently 'corporatised' government departments - to help repay the country's huge debt. It also promised further cuts in industrial tariffs still sheltering local manufacturers, total deregulation of telecommunications, a review of local government and an overhaul of rules affecting different occupations.   

But the centrepiece was a series of tax reductions, paid for principally by a rise in the country's comprehensive sales tax. Its most controversial element was Mr Douglas's planned flat tax coupled with a guaranteed family income scheme. The new single rate for individuals would be around 23 per cent, although no figure was given at the time. This compared with three current bands of 15, 30 and 48 per cent, themselves a reduction from rates rising to 66 per cent.   

The corporate tax rate would fall to a comparable level, from 48 per cent. Also promised was a change in the way dividends are taxed and, controversially, alterations to superannuation and life insurance taxation and a plan to hit companies' offshore earnings.   

This immediately antagonised the business constituency, a major source of political support, while the flat tax proposal outraged traditionalists in the Labour party. Mr Douglas said the flat tax plan countered the problem that welfare benefits made it rational for someone not to work. Specifically it tackled the poverty trap phenomenon; generally it sought to alter people's dependence on the state.   

Mr Douglas's real errors, however, were tactical. In the first place more detail was needed, especially on figures, for people to assess whether they benefited. Incredibly, the Treasury had not completed this work. Mr Douglas had railroaded the package through Cabinet to pre-empt a Royal Commission set up by Mr Lange to look at health, education and social welfare spending - the principal drains on government expenditure outside debt servicing.   

Mr Douglas feared that the commission's findings would prevent an attack on these expenditures, which he argues can be cut by ensuring that the benefits go to recipients of the service rather than its providers - nurses, welfare workers or teachers. His venture into social policy without adequate political preparation antagonised many, including some colleagues. Mr Lange had reshuffled the Cabinet after the election for just this reason, taking the education portfolio himself.   

But if Mr Douglas had mishandled the package, worse was to come, for Mr Lange than had second thoughts. The Royal Commission complained strongly, and he received a critical report from officials. Coincidentally, a magazine article offered a devastating critique of Mr Lange. It concluded he had failed to leave any individual mark on his Government because his intellectual shallowness and his lack of policies and friends made him a vehicle for others' ambitions.   

Mr Lange decided the flat tax plan helped the well-off more than the poor, pre-empted unformulated social policy and locked the Government into future spending limits. On January 28, with Mr Douglas in Europe and without telling him in advance, Mr Lange postponed the plan. The move immediately prompted fears that Mr Douglas would resign. He rushed home and over the next few days thrashed out with Mr Lange a new package, announced on February 10.   

The existing three-tier personal tax was modified to a two-tier system of lower rates, coupled with rebates for those on low incomes. The new top rate of 33 per cent unlinked it from the corporate rate of 28 per cent. Because the cuts are still substantial and much of the original plan is unchanged, the February package clearly remains radical. But the important question is whether Mr Douglas can see his plans through and the disturbing answer is that no one is sure. Economic policy arguments over numbers have given way to sensitive human questions of social policy.   

Mr Lange, stung by suggestions that he has lost his social conscience, has asserted himself. The internal struggle for ascendancy in policy has sharpened and, with Mr Douglas more isolated, talk of the 'end of Rogernomics' is in the air. But Mr Lange has no coherent alternative and his recent comments on dubious business practices, weak securites law and the prospect of a capital gains tax have rung hollow after four years of deregulation.   

None of this yet amounts to catastrophe. The recession is indeed damaging and the Government's programme looks vulnerable to derailment, not least from any collapse of international confidence. But the reforms are likely to slow rather than be knocked off course. Mr Douglas and Mr Lange insist that they have not parted company and Mr Douglas, always optimistic, expects economic recovery by next year. The Government does not face an election until 1990, and the uninspiring conservative opposition, the National Party, has shown no sign of countering Labour's outflanking of its position.   

Nevertheless, there is no missing the significance of recent events. Thebattle within the Cabinet and Labour Party has taken a new form. People aretalking for the first time of 'life after Douglas,' even 'life after Lange.' In addition, both political parties are now held in such low esteem,because of the lack of accountability they have displayed in recent years,that the parliamentary process itself is being questioned.   

No one, not even the National Party, wants a return to the autocratic interventionist ways of Mr Lange's precedessor, Sir Robert Muldoon. But the Government's supporters, their patience worn thin by unfulfilled promises, are less confident than they were that its liberalisation strategy is working.   

For four years, Labour parties around the world and policymakers in OECD and developing countries have watched with awe as the exhilarating speed, novelty and excitement of economic reform overcame New Zealanders' fears of the unknown. Now, although voters were told at the polls last August not to 'quit at half time' because pain would bring its own benefits, the second half has increased the stress, and extra time will be necessary to reap an uncertain reward.   

The voters are now wondering what will be left of the economy when the recovery does arrive and whether they might find themselves back where they started. For Mr Lange and Mr Douglas, the real pressure of a second term is starting now.   
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When ministers in New Zealand's Labour Government justify their ambitious programme to extricate the state from the economy, they do so with ironic humour as well as fervent zeal.   

According to Mr Roger Douglas, Finance Minister, state coal mines lost money for 20 years, yet stockpiled enough coal to carpet a highway 8,000 km long.   

The electricity department, he says, built a major power station on top of one of the mines department's best coal seams. The Post Office had 2,000 spare desks and chairs.   

The list goes on. The Post Office Savings Bank increased real expenditures by 75 per cent over 10 years, but saw its market share halved. The railways made a loss of NZ dollars 20 m (7.2 m Pounds sterling) despite a NZ dollars 40 m subsidy.   

As for the organisation managing government property, it was paying rates on property it could not identify, and earning nil return on prime sites in Wellington and Auckland.   

For Mr Douglas's colleague, Mr Richard Prebble, the Minister of State-Owned Enterprises, his most surprising discovery was that the civil aviation department had an air force - 10 aircraft and a helicopter.   

Both men say they were 'genuinely appalled' by what they found when they reviewed some of the Government's trading organisations after Labour came to power in 1984. The only solution was radical reform.   

The process, however, has taken them far beyond last April's initial 'corporatisation' of nine departments.   

In particular, a massive NZ dollars 43 bn external debt burden has forced the Government into making a difficult choice: to increase taxation, slash spending on health, education and welfare or sell assets.   

Government involvement in business - it owns half the forests, four banks, most coal mines, nearly all electricity generation plant, three transport companies and vast land holdings - 'was either the result of a practical need at the time, which has now gone, or it was an accident,' Mr Prebble says.   

The Government began with the state-owned Bank of New Zealand more than a year ago. The bank was forced to raise needed additional capital by issuing non-voting shares to the public, diluting the Government's overall stake to 87 per cent.   

Next came a decision to sell off New Zealand Steel. Then in last June's budget the Government committed itself to selling shares in Air New Zealand, Petrocorp and the Development Finance Corporation.   

The Government has since presided over the controversial collapse of a NZ dollars 788 m sale of Petrocorp to British Gas, followed in quick succession by its sale to New Zealand's biggest company, the forestry group Fletcher Challenge.   

New Zealand Steel has also been sold. Just before last October's share market crash, the government agreed terms with Mr Allan Hawkins' Equiticorp group which valued NZ Steel at NZ dollars 360 m.   

As for the Development Finance Corporation, the sale of shares is still being studied. Mr Prebble says the Government wants to sell it all, and would welcome an overseas buyer.   

In a major economic statement, it set a target of reducing external debt by NZ dollars 14 bn by 1992, chiefly through asset sales. That entailed far more than the committed privatisations. It meant the sale of some of the newly-corporatised entities - something not originally envisaged.   

Much work remains to be done before this becomes possible. As even the ebullient Mr Prebble acknowledges, the experience of corporatisation remains mixed.   

The biggest advances, he says, have been made at the Forestry Corporation, which announced a NZ dollars 24 m profit in its first six months, the first in 70 years. New Zealand Post has shown a turnround too, and the Coal Corporation is also expected to show a profit this year.   

Results from the Telecom Corporation have been slower to emerge. Government has also suffered heavy criticism over the closure of hundreds of post offices. And it must write off NZ dollars 1 bn in rural loans to put the Rural Bank on a sound basis.   

This has not stopped it embarking on a second round of corporatisation. On April 1, the Ministry of Works and Development and the government computing service became corporations - with little public debate.   

Simultaneously the Government has also passed controversial legislation to reform employment practices within the civil service in order to align it with the private sector. That means chief executives at the top, and stricter management and accountability.   

At issue is whether the Government has a mandate to go beyond the 'corporatisation' of its first term, whether privatisation is consistent with the avowed aim of market efficiency, and whether the sales to date have been handled in a professional and responsible manner.   

Prof Robert Chapman, the former head of political studies at Auckland University, doubts the value of a policy of exchanging public debt for private (and perhaps still foreign) debt - a point underscored by Fletcher Challenge's Petrocorp purchase.   

He also doubts claims for greater efficiency in the private sector. 'What is the purpose of privatising a business like Telecom, which is a natural monopoly?' he asks.   

He feels the Government could have won its argument with its corporatisation programme. 'Getting profits from previously unprofitable organisations like the coal mines is popular. But when it comes to privatisation the faithful Labour party people get off the bus.'   

Mr David Lange, the New Zealand Prime Minister, said last night in London he was confident that the British Government would fight for his country's continued right of access to EC markets for its butter. He allowed, however, that he was not sure the New Zealand butter quota would be maintained at the current level of 74,500 tonnes, almost all to the UK.   
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WELLINGTON, July 1, Reuter - Finance Minister Roger Douglas again confirmed that this years government financial budget deficit will be comparable with last years in GDP terms with a surplus after assets sales of one billion N.Z. dollars.

Douglas said in a statement civil service reforms and privatisation would increase his fiscal surplus to at least one billion dollars from a 467 million surplus in the year to March 1988.

"The financial deficit would be in line with last years, as a percentage of GDP," he said. The financial deficit, excluding asset sales and net lending by the government, was 1.32 billion in the year to March 1988 or 2.2 pct of GDP.

Douglas said he could now make these statements in full confidence as the New Zealand cabinet had already during the last two weeks made the decisions required to achieve these outcomes.

"Those deficit levels had been achieved without change to the new 28 pct company tax rate implemented on April 1, without any review of the government's previously announced intention to cut personal tax rates from october 1, 1988, when the top personal rate is due to come down from 48 pct to 33 pct and without change to the existing 10 pct Goods and services tax rate," he said.

"Changes in any of those rates would come into question only in the event that the government saw an advantage in a still lower level of financial deficit in the financial year 1988/89," he said.

Douglas said the government during the budget process had found itself facing bids for expenditure from its departments which would, if approved, have resulted in a financial deficit of 3.2 billion dollars.

"In other words a protected public sector was not adjusting its inflationary expectations at the same rate as the private sector. The government therefore decided to advance its planned reforms of civil service management to rectify the situation".

"Those reforms stem from a new State Sector Act which focuses on departmental performance in achieving agreed outputs rather than aiming to control expenditure by focusing on the cost of inputs".

In addition Douglas, as previously reported, said from 1989-90 the balance date of the fiscal year would become June 30, instead of March 31, but the budget would continue to be presented to Parliament in June or July of each year.

"The New Zealand government remained fully committed to its program of medium-term structural reform of the economy, tax system and the civil service," he said.

Douglas' comments confirm similar statements he has made this week after Prime Minister David Lange revealed on Wednesday the government was, during the budget preparation process, facing a financial deficit of 3.2 billion dollars. The revelation shocked financial markets.

No date has yet been set for presentation of the budget.
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   The affairs of the Government's Bank of New Zealand and Development Finance Corporation crystallised because of the commercial disciplines imposed by the acts under which they operated. Other crown agencies and departments have equally deficient prudential and fiduciary standards. The Treasury as good as admits that social welfare is a spending monster out of control; but smaller, less conspicuous, agencies have the same culture.

**FULL_TEXT With real spending cuts, exaggerated monetary policy as remedy for inflation could be abandoned, and the exchange rate permitted to seek its natural level.

The Treasury's Briefing to the Incoming Government contains extensive apologia for the failure so far of the reforms intended by the Public Finance and State Sectors Acts to contain spending; counsels faith; and suggests that success might be assisted by surrounding each minister with a mini-treasury of bureacrats to do the ministerial thinking.

The need, though, is for Mr Birch's Reform of the state Sector Act to provide for reconstituted State Services and Higher Salaries Commissions with briefs to require economy in administration throughout the public sector to be a predominant consideration.

The Freedom of Information Act and the proliferation of Ombudsmen notwithstanding, accountability at all levels is diminishing. Transparency of administration as an aid to accountability and the inhibition of excess is essential and the changes in public-sector administration in recent years are defective in that regard.

Much present policy is directed at depression of consumer demand as a counter to inflation. To the extent that further depression is undesirable, there could be the novelty of tax relief instead of immediate debt repayment from savings in expenditure when "fiscal consolidation," the Treasury's euphemism for balancing the budget, is achieved.

The order of priorities in crisis management could accommodate further delay in reduction of debt and there would be the desirable effect of the private sector having more left for working capital and purchase of productive assets. There is no present intention even to ease borrowing, let alone repay debt, anyway.

It is still an article of faith among those whom Sir Roger Douglas is an ikon that the country needed his tax reforms, and in particular, the GST. Their faith in that myth is an impressive testament to the power of state propaganda and, like all good myths, it dies hard.

The reforms gave us two major tax systems instead of one, increased the total tax take by over one-third and increased complexity and cost of collection to the stage where, in itself, it makes up yet an other tax on the private sector and makes reasonable efficiency in administration by the Inland Revenue Department impossible.

The most objectionable effect of the GST is that, like the PAYE system, but even more insidiously and effectively, is disguises - and makes less painful for the individual - the act of payment of tax. How many people realise that one-ninth of the cost of every personal purchase represents a tax payment? Or the total amount of tax they pay in a year?

Even National ministers talkabout "tax" as if the GST does not exist and as if much of the revenue lost in income-tax rate cuts was not recovered in new taxes on business and elimination of deductable expenditures. If the clamour for tax relief is no longer heard, it makes it no less urgent.

The present economic situation and all the indicators are so bad that if the new Government is serious about restoring stability and arresting our decline, it will let Ruth Richardson and the one or two like-minded members of the cabinet make the pace and take them further and faster than is intended.

If we do not make those necessary much more universal downward adjustments in public-sector expenditures and expectations, they will be forced on us presently in chaos. And that chaos will feature permanent stagnation and hopeless unemployment in a society where the distinction between the "haves" and the "have-nots" is considerably more pronounced than it is today.

The Bolger Administration has not yet formulated that "stiff medicine" it is talking about but had better not take too long to do so.

- A.D. Sage is an Auckland chartered accountant.
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This is the weekend for John Major to take stock of himself.

A prime minister who so quietly rose to power and who so noisily fell from grace has a chance in the next three days to find a level of political noise that he can more happily maintain. There is no point in the much-publicised conference of his domestic policy advisers at Chequers unless it looks well beyond the bungles and humiliations of the past six months.

There are lessons in the Treasury's mishandling of ERM, Michael Heseltine's mishandling of pit closures, almost everyone's mishandling of the Matrix Churchill affair, and David Mellor's mishandling of John Major and himself. But the aim now must be to look beyond the detail of disasters to the principles for avoiding them.

Mr Major still has substantial advantages. His fundamental rapport with the public as a quiet, courteous and sincere political leader has not been too seriously damaged by the political errors of late 1992 and the weakness that he showed as they rushed on out of control. The prime minister has a modest personal agenda for change in Britain. It is time that we saw more of it.

It is not enough to go in for yet another reshuffle of the cabinet: rapid ministerial turnover is part of the problem, not part of the solution. Mr Major needs to look at the way in which ministers and civil servants go about forming policy. Changes are needed in Whitehall which will make the division of responsibilities between ministers and officials more apparent. Senior civil servants must be made explicitly responsible for areas of policy where they have real influence. More must be put on shorter contracts; the good need greater rewards, the underperformers need swifter removal.

Mr Major does have a germinating philosophy. He is not a Butskellite. He is a post-Thatcherite politician who believes in the achievements of his predecessor and is seeking to develop them. The uncompleted business of the eighties includes coal and rail the hard cases. The prime minister's problem with the Thatcher legacy arises not because he is at odds with it. It is that Thatcherism raised expectations for overarching themes, powerful rhetoric, and a sense of achievement. It is these which the prime minister has yet to show that he can provide. Without a Keith Joseph or even a Chris Patten the identity of Majorism is underdeveloped: and part of the Thatcher legacy is a need for philosopher kings.

The essence of Majorism is a simple but admirable dictum. It can be stated in three words: modernising Britain's institutions. In education, in health, in transport, in local government, in all the areas covered by the worthy but still unconvincing citizen's charter, this is what Majorism seems to mean. Under this rubric John Major can validate his achievements to date and address the next set of issues: freedom of information, Whitehall reform, giving Britain a sensible administrative relationship with Brussels. That last issue should be grasped before the agony of the EC presidency for all ministers becomes forgotten. Under this heading too can be slotted other items left unfinished by Thatcherism, including a proper reform of the welfare state: for a shrewd politician like John Major will not allow Labour to steal this issue.

It should be a matter for concern that tiny New Zealand has in recent years equipped itself with an independent and accountable central bank, has reformed its welfare state, introduced the equivalent of Britain's Next Step civil service changes, and is well on the way to a fresh look at electoral reform. If Britain is not careful, it will find that the traditional, tired, stale and underperforming post-imperial systems that prevail at home have been reformed elsewhere with a deft quietness that could have been borrowed directly from Mr Major himself.
Plans to "reinvent" government in NZ.
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   Now that a new generation has assumed the leadership of the world's most powerful democracy, the United States, the Labour Party leader, Mike Moore, believes it is timely to examine the pluses and minuses of the way we govern ourselves.

President Clinton was elected on a slogan of generational change and with a mandate to "reinvent" government. Just electing a fresh Administration has lifted hope and confidence in the United States.

Reinventing government was one of President Clinton's major campaign themes. It touched a decade-long dormant nerve among the idealistic young, the disappointed middle aged, and evoked fond memories of a time when Roosevelt's New Deal and Kennedy's New Frontier were calls to action from governments that were seen to be on the side of the people.

A key adviser in this policy formation was David Osborne, whose book Reinventing Government I have made required reading for my parliamentary team.

Hard lessons were learned when the Reagan-Bush Administration pulled the Federal Government out of many funding programmes, when state and city governments were working under the cloud of tax revolts and many states and cities had constitutional requirements not to run deficits or borrow.

How did activist governments deliver services and programmes to cities and states, many of which opposed the Republican federal Government? They "reinvented government." the central disciplines on expenditure and cuts forced them to manage differently and, in most cases, more efficiently.

The management genius Peter Drucker summed up the new demands of government in his book Innovation and Entrepreneurship. He wrote: "From 1875 through the 1930s, social innovation took the form of creating new public service institutions. The next 20 or 30 years will be very different. The need for social innovation may be even greater, but it will very largely have to be social innovation within the existing public service institutions. To build entrepreneurial management into the existing public service institutions may thus be the foremost political task of this generation."

Unlike the British Labour Party, which refused to learn, adapt and be relevant the American Democratic Party was bold and thoughtful enough to see the need to reinvent government.

Embracing a progressive managerial alternative, it reorganised government at local and state level. The 10 commandments that came form this successful experiment are relevant to New Zealand. Successful and function-oriented governments follow these principles.

Catalytic government - steering rather than rowing.

Community-owned government - empowering rather than serving.

Competitive government - injecting competition into service delivery.

Mission-driven government - transforming rule-driven organisations.

Result-oriented government - funding outcomes, not inputs.

Customer-driven government - meeting the needs of the customer, not the bureaucracy.

Enterprising government - earning rather than spending.

Anticipatory government - prevention rather than cure.

Decentralised government - from hierarchy to participation and teamwork.

Market-oriented government - leveraging change through the market.

We have argued for a generation about what government must do and not what government can do. It is difficult for governments to surrender activities even when the alternatives work better.

new programmes and agencies should have definite limits, clear goals, and be abolished if they do not produce the results. Nationalisation or privatisation are frequently obsolete choices.

Political leaders who have to manage within the confines of a Westminster system of government - the model Europe, Japan and most democracies follow - look with some envy to the United States where they can select cabinet ministers from the whole society, not just senators or congressmen.

New governments ought to have the power to select departmental heads in key positions such as the Governor of the Reserve Bank and Secretary of the Treasury from outside the public service, if necessary. There are a dozen top civil service jobs that are as important as any ministerial appointment.

The partnership model of management I have been advocating means the idea of government must triumph again.

The model for a project-driven, focused structure is the Trade Development Board which I established. The best ethics of public service were maintained; private-sector leader and trade union representation were secured.

Staff were better rewarded and the customers - the private exporters - had a stake in the inputs and the outcomes.

The quality and integrity of government and its agencies is an important competitive advantage which New Zealand enjoys, and one that must be jealously guarded. We do not bribe politicians for favours. Not many countries can say that.

The changes I will make to our cabinet system of government will include:

A smaller cabinet (state-owned enterprises make the easier).

More power to select committees.

Extensive use of outside and expert panels to review legislation before it is passed by Parliament - for example, our lax law.

Tighter laws on disclosure of politicians and political parties' interests and income, the trade-off being research and communications assistance.

More employee involvement in SOEs and more open scrutiny of the government agencies.

Reform for the parliamentary privileges committee to become a privilege and ethics committee.

Inviting Opposition parties to lead some parliamentary select committees, and to hold the position of Assistant Deputy Speaker.

Loosening the whip system and revising Parliaments standing orders so that votes against the government do not always become confidence motions where the government falls.

Now that we have powerful units of local government seeking ways of devolving relevant central government functions, such as liquor licensing, and treating local government as an equal partner.

Inviting the Opposition to participate more effectively in the honours and appointment systems.

Parliamentary reform must continue, whatever happens with electoral reform.

The Prime Minister's Enterprise Council, set up by National, is a good idea. it produces excellent work and its papers are thoughtful and realistic. It will be at the centre of economic development under the Fifth Labour government.

The Secretary to the Treasury and the Governor of the Reserve Bank will be full participating members. The Prime Minister, the Deputy Prime Minister and the Finance Minister will work as a team through the Enterprise Council.

The inbuilt conflict between prime ministers and finance ministers will end because of this process and structure.

New Zealand can do better with these concepts of policy and these management principles. However, as one disillusioned cynic told me: "The most important thing politicians can do to re-earn the respect of the people, and rebuild the contract between those who are elected and those who vote, is to remember that they are public servants and must have a policy in government that is what the people understood before the election and voted for."

That would be a welcome change, would it not?

A revolutionary stalks Whitehall.

   By ANDREW MARR.
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William Waldegrave is part of a worldwide conspiracy that could transform citizens' lives. But first he must rout the bureaucrats.

A quiet revolution is taking place in British government. It is part of a worldwide conspiracy led by little-known agitators, whose abstract, jargon-filled language hides their true purpose. But if the revolutionaries are successful then the lives of ordinary citizens will be changed for the better.

Their targets are the old bureaucracies, which built the great welfare democracies but have become obsolete, costly and sluggish. This revolution is about dismantling these out-of-date organisations and their local government offspring. It is about destroying the old habits of thought - mindless annual budgeting; the treatment of citizens as subservient blobs; the asphyxiation of independence and risk-taking in the public service.

Most people are vaguely aware that there have been bureaucratic reforms, without seeing much evidence of them. This managerial revolution, so far, goes no way towards making up for the recession, industrial failure or a feeling of national malaise. But pushed to its logical conclusion, it will have a real impact on the quality of life in Britain. Botched, or backed away from, it will contribute to utter disillusionment with politics. A lot depends on the revolutionary fire of that arch-Tory, the Rt Hon William Waldegrave, the cabinet minister in charge of central government reforms.

One real problem is that so much writing on this subject is abstract to the point of meaninglessness. To see what it means, the most basic levels of government are good places to start. And the Citizen's Charter, though still in its early days, has highlighted some isolated yet impressive examples of better management. Over the past week I have spoken to headteachers, police representatives, hospital administrators, civil servants, executives of water companies, and others. And yes, good management - as good as good private management - has been spotted in our dear old public services.

One example is the housing department of Braintree, Essex, with its devolved management and 24-hour caretakers. Its managers live close to the housing estates. It collects 99.6 per cent of its rent, much of it ploughed straight back into improvements. No homeless families are put into bed and breakfast; they all get houses or flats. The council is developing self-build schemes, sheltered accommodation and shared ownership. Braintree's rents are about the norm, #35 a week, and management costs only slightly above average.

Then there are the Kent police who, after polling local residents, have abolished a tier of management and given local stations much more autonomy, both financial and operational. Old rules about manning have been torn up, so that the more incident-packed times of day are matched by more officers on duty. Faster call-out times have been promised, and striven for. The rise in crime in Kent has been halved; though there are other reasons for that, too, the Kent force says it is making more arrests than ever before.

Similar techniques have been used by the county's arts and libraries department. Against a background of decline in many British libraries, in Kent they have been redesigned. Borrowings are up by as much as 25 per cent. Upmarket videos and classical CDs are hired out. The libraries provide other services at the right price, from genealogy to booklets on local history, netting an extra #2m a year.

Scores of similar stories could come from other councils, from privatised water companies, hospitals and schools. They are small, local stories. But multiply them by several thousand, and continue "entrepreneurial government" for another decade, and you would have a big national story.

What of big national government itself? After the high-profile privatisations of the Thatcher era, the hiving-off of half of Whitehall to self-managed agencies has hardly been noticed. But the anti-bureaucratic principles introduced locally can be applied centrally.

Indeed, this managerial revolution began with national governments. Take New Zealand, so often mocked for dullness ("Tragedy in South Seas! Three million people trapped alive"). It has been the most important centre of the new thinking. Unprompted, three cabinet ministers mentioned to me within a few days that they were studying the place.

What happened there? Well, in 1984 a Labour government took over a country in crisis. Everything had been frozen - prices, rents, wages, the exchange rate and interest rates - to no effect. Subsidies were slashed; the civil service was reorganised to reward initiative; state businesses were privatised or introduced to competition; local management was introduced for schools; managers were given greater freedom; budgeting was changed so that it focused on performance, not inputs. When internal rows eventually helped to topple the government, the new Conservative administration carried on in much the same style.

In the United States, similar reforms have been under way in a whole range of public institutions, from East Harlem schools to the Department of Defense. Again, the reason was crisis: the revolt by US taxpayers meant that public servants had to find ways of delivering better services, more cheaply.

The new managerial techniques come from the market, and from the private sector. But they are clearly not the sole property of the political right. The Clinton camp sees them as demonstrating that public service reform is not simply about privatisation. In a recent pamphlet, Mr Waldegrave argues that "private monopoly is not inherently any more efficient or responsive than public ... It is the distinction between monopoly and competition which is crucial". That could come out of any publication of the old SDP, today's Liberal Democrats, or for that matter from the speeches of Labour reformers.

But what is becoming consensual in theory may still prove controversial and radical in practice. Mr Waldegrave insists he is a good Conservative, not a revolutionary figure. Yet if the reshaping of government is to work, it has to be revolutionary. Take Whitehall. These new agencies are meant to be self-managing, outside the old bureaucratic constraints. The more independent they are the more flexibility they have, but the less ministers can reasonably be held accountable for them to Parliament. The answer is obvious: their chief executives, anonymous figures today, must become as well-known as private sector bosses, highly rewarded and praised for success, sacked and lampooned for failure. They must appear before parliamentary committees and negotiate annual contracts, semi-publicly, with government. To get the benefits of entrepreneurial government, Whitehall will have to tolerate mistakes - and the occasional scandal.

Yet the Treasury is too conservative and too scared to give the agencies real autonomy. Their managers do not have full control over their staff, budgets or property. You cannot have both tight central control and a revitalised, more devolved and responsive public sector. This is true for self-managed schools, for local authorities who want to break some old-fashioned rules to provide better services, and for Whitehall itself. At some point, if it means what it says, John Major's government is going to have to shut its eyes and hand over the reins. It is going to have to take some risks itself.

There are signs that some extremely senior civil servants are deeply hostile to the revolution. Some, indeed, are contemplating resignation. Whether, after 14 years in power, the Conservatives have the courage and imagination to follow the logic of this revolution is one of the most intriguing questions of the next few years.
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LONDON, April 6, Reuter - A quiet revolution is underway in that most British of institutions, the civil service, a creaking but trusty model for countries across the world.

Prime Minister John Major is pushing ahead with a "big idea" of civil service reform, imposing modern management ideas to make it serve the public like a well-run corporation rather than a hostile bureaucracy.

Out go the "more-than-my-jobs-worth" attitude of the government worker on the rail platform or the "Yes, Minister" approach of stalling civil servants.

In come motivated staff ready to take decisions and responsibility.

That is the theory anyway.

"This campaign is to empower people," said Civil Service Minister William Waldegrave, slipping into the jargon that clogs understanding of the government reforms. "It says "these services belong to you and please join with us in providing pressure from the bottom, from the customers'."

But the reforms are sending shock waves through the lumbering bureaucracy of more than half a million civil servants;

- More than two-thirds of civil servants, 350,000 in all, now serve in so-called "agencies", small parts of much larger departments broken up to deal with particular services and managed by corporate-style chief executives.

- Major has launched more than 30 versions of his "Citizen's Charter" setting specific targets for services like railways, welfare benefits and even the police to meet and in many cases the right for users to seek compensation.

- Almost 1.5 billion stg worth of government work traditionally done by departments, from defence ministry flying lessons to inland revenue mail, is now open to competitive bidding from the private sector and the new internal agencies.

Critics argue the programme merely tinkers in some areas -- such as forcing civil servants to wear name badges -- or goes too far in handing huge areas of government activity to shadowy corporations and unaccountable arms of the state.

"What would really make a difference...would be if it was part and parcel of a sustained mix of public and private investment," said University of London contemporary historian and government specialist Professor Peter Hennessy.

"The government is systematically removing many services from both public accountability and depriving the consumer of a voice," said opposition Labour Party spokesman Marjorie Mowlam.

The reforms have been motivated by a number of pressures, including the spiralling cost of government to a taxpayer base likely to shrink as the population ages and a belief that like any corporation the government can and should do its job better.

Like New Zealand, Australia and Canada, which inherited versions of the apolitical British civil service model, London has been compelled by spending pressures and a huge post-war expansion of government to look for radical answers.

Waldegrave argues that old doctrines of direct ministerial accountability had their place in the much smaller bureaucracies of the 19th century, but have been stretched to breaking point by the ballooning of government services with the welfare state.

While the Major reforms still leave ministers responsible, they are designed to divorce policy-making from government services, giving managers dealing with public services greater control without constantly referring decisions upward.

There have been mistakes -- one welfare benefits department "lost" 21 million stg in loans to people it could not trace. But there are also successes -- passports now take a week to process instead of months of bureaucratic delay.

Waldegrave said many civil servants have leapt at the chance to run their own budgets and to take decisions.

The reforms may also may require a shift in the attitudes of the British themselves and the development of a U.S.-style consumer culture where good service is expected and demanded.

"There is a curious British unwillingness to complain," said Waldegrave. "The British like to grumble but not to complain. They are willing to stand in queues when they shouldn't."

He and Major plan to change all that.

(c) Reuters Limited
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THE LAUNCH yesterday of an inquiry into the role of the UK civil service by a House of Commons select committee is timely. Since 1979, the Conservative government has been engaged in what one minister recently called 'a long march' through the institutions of British public life. The civil service has been one of those institutions, and an appraisal is needed on the progress of the reforms it has undergone. 

Whatever the faults of Whitehall, the civil service model created by the Northcote-Trevelyan reforms of 1854 has proved durable. It is built on values of impartiality, objectivity, selection and promotion on merit, and accountability through ministers to parliament. Envied throughout the world, these principles have been frequently imitated, though not always successfully. 

Since the second world war, however, there has been increasing dissatisfaction among politicians over the effectiveness of the civil service. At its peak, it employed more than 750,000 civil servants, reaching deeply into many areas of British life. A civil service designed to advise ministers and administer an empire found itself running a welfare state and managing the commanding heights of the economy. 

The election of a radical Conservative government in 1979 offered an opportunity for reform that Mrs Thatcher seized. Many civil service functions have been privatised, others abolished. Departments have been required to run themselves in more business-like ways. Almost 60% of civil servants now work in over 80 executive agencies specialising in services such as the payment of benefits and vehicle licensing. Many must compete for their jobs against contractors in the government's market-testing programme. 

Efficiency benefits 

These reforms have produced benefits in both efficiency and effectiveness. They have also led to allegations of loss of accountability to parliament, and of damage to civil service values such as promotion on merit. Evidence to justify these charges is in short supply, but the select committee is right to investigate them. 

However, the committee should also investigate the charge that the civil service has not done as much as it could to reap the benefits of these reforms. Despite losing more than half their staff to agencies, many Whitehall departments have been slow to reorganise around their new core functions. A 1991 report by a government efficiency adviser which recommended 25% cuts in headquarters staff appears to be gathering dust. 

The committee should also ask why there has been no reduction in the number of white-collar civil servants over the last 10 years. In the private sector, similar service businesses have achieved substantial productivity gains. 

Privatised utilities 

Newly privatised utilities have been able to cut staff by 30% or more when exposed to market pressures. Finding out why numbers of civil servants are again rising, especially in the agencies, should be a priority. 

So, too, should be the new concerns crowding in over the role of policy-makers in Whitehall. Responsibility for policy failures such as sterling's exit from the Exchange Rate Mechanism and the mishandling of the pit closure programme cannot be solely attributed to politicians. There are fears that civil servants have become politicised by 14 years of single-party rule. And the events surrounding the sale of arms to Iraq, currently under investigation by Lord Justice Scott, give concern over ethical standards. 

A code of ethics is needed to protect both the public and civil servants who may be pressed to behave unethically. More radical reforms may be needed, however, to create greater accountability among civil servants for policy decisions. One solution, proposed by the European Policy Forum, is to introduce fixed-term contracts for top civil servants who would be paid according to their performance on publicly-declared objectives. 

The select committee could usefully examine the benefits from such an approach, which appears to work well in New Zealand. However, the committee should also ask searching questions about whether such reforms would also bring undesirable consequences such as the further politicisation of the civil service. 

(c) The Financial Times Limited 1993.  
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One of the paradoxes of policy is that New Zealand's wellbeing depends on how well we do overseas but that how well we do overseas depends on what we do at home. At last, that circular linkage is getting understood.

In pre-Rogernomics times the critical importance of exports was understoood because we had periodic balance of payments crisis, but we presumed we could do anything we liked in our own garden. "Out there" should not interfere with what went on "in here".

During Rogernomics trade became a residual. The balance of payments somehow popped out of what we did "in here". Get the settings right and trade would come right. In the short term it did not matter if we ran an external account deficit because in due course one way or another it would be set right. Exporters just had to find their level.

The worm turned in the Treasury a couple of years back. In his twilight years Graham Scott turned his mind to international economic strategy. A whole new segment appeared in the 1992 Budget "economic strategy" document devoted to the international dimension to the New Zealand economy.

Trade is no longer a residual down at the Treasury. It has become a stick with which to beat backsliders who think we can easy up on economic restructuring.

For instance, although our exports to Asia are rising in exchange-rate-adjusted terms and Asia is taking an increasing share of our exports, we are losing market share. Shock, horror, we are going to have to redouble our efforts to get productivity up. There must be no let up in reform of our economy.

In fact, if you stop to think for a moment, we are bound to lose market share in economies which are large and growing by amounts from 5% to 12%. We would have to generate fantastic volumes of exports to, say, south China or Taiwan or Thailand, to maintain market share against the domestic producers. If our exports to east Asia were to grow at 5% to 12% a year for a decade or so, we would soon not have much left for ourselves.

At least, so argue some economists and some of the more cerebral analysts across the terrace at Emfat (the fatuously renamed Ministry of Foreign Affairs and Trade).

That is not to say the Emfatuosities disapprove of keeping the pressure on for economic improvement. Quite the opposite.

In fact, a lot of people agree change will have to be continuous, among them Labour's Michael Cullen. We have not made a one-jump leap to international competitiveness and that is that.

That means constant pressure in the workplace, constant need for new skills, constant need for innovation in management. It also means no return to the secure jobs, careers and trade patterns of the 1960s.

Part of the reason Cullen, in his somewhat Eeyore-ish fashion, takes this line is, of course, to warn voters against being lulled into false complacency in the election runup.

National's seductive subliminal election message is that it is alright now, there is a plan and, with Labour's upheavals three years behind us, we'll sail into calm waters after the election. (And, please, ignore the contracting growth projections from some economists.).

This soothing cooing dovetails with the orders to managers in, for example, health and energy, to do noting until after the election. The people must not be frightened by hints of a renewal of deregulatory zeal.

The other side of that coin is the conveyance of a sense that there is a plan that will lead us back to peace and tranquility. There was Path to 2010, a Budget that was not a Budget (to suggest everything is now in working order) and the Ministry of Education's immodestly titled discussion document, Education for the Twenty-first Century.

This week there is New Zealand's Trade Policy: Implementation and Direction: a Multi-track Approach. Like the education plan, this is an officials' document, not officially a party one or even a government one. But, as with education, Jim Bolger nonetheless was able subliminally to appropriate it at the launch on Monday.

And an elegant scheme it is. Every executive above tea-gentleman should read it. Trade Policy puts the sweaty, gritty business on selling exports in a context.

But note the change in Emfat from the days when it did not have the T. Trade is now central to foreign policy. It is also, down at the Ministry of Defence, a powerfully determining factor of defence policy, which these days is a junior part of Emfat's thinking.

Thus, both at the Treasury and Emfat, which between them command most of the intellectual grunt in what once was known as the civil service, there is agreement on the central importance of trade.

In policy terms the document spells out a consequence of the Rogernomics shift in domestic economic policy as having been "to change the basic stance of New Zealand trade policy, which has moved from being solidly defensive to proactive. When New Zealand was the only developed country maintaining a comprehensive system of import licensing, our negotiators could hardly embrace trade liberalisation even with Australia, let alone the world."

With only 7% of imports subject to protection and very little other industry assistance, New Zealand's arguments for a good Gatt have a stronger moral (even if very little political) force.

But the arguments advanced by chief Gatt negotiator Tim Groser in the trade policy document of which he is the central author go beyond the needs of negotiations. They also bear on the likely success of exports. They are that a more competitive internal economic environment is critical to making us more competitive externally.

And, of course, we can make our own success (or failure) selling complex manufacturers and services, instead of being at the mercy of commodity traders; markups and markdowns (and, internally, eternally grumpy farmers).

Two corollaries and a question follow Groser's document.

One corollary is in economic and related policy. After the election, if National is re-elected, you should expect the pressure for productivity improvements, eased this year, to come back on. The areas where the Government can apply that pressure are in the labour market (with a move from special to civil courts), the infrastructure (with, for example, a speedup of energy deregulation and restructuring) and in post-1996 tariff policy.

The second corollory is party-political. The Labour Party does not have the apparatus of government to generate elegant reports which it can appropriate.

So Mike Moore's international policy, to be released yesterday after this column went to press, is unavoidably less informed and less "governmental" in tone. Beside Groser's finely turned phrases and constructs, Moore's contribution has a homespun feel.

The National Party is thereby made to look more in charge, more the appropriate party to be running things from December.

The question is: how many more government departments are going to generate "discussion documents", "policy documents" and the like for the government to assume command of in its quest for above-party, "natural party of government" status?

And, of course, there is a subsidiary constitutional question: are state servants happy to be caught up in the election in this way?
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New Zealand has left others in the dust with its radical reforms in the public sector

NEW ZEALAND is best known for its mountains and its meat and dairy farming. But the country deserves to be equally famous for the courage of its public services reforms, which have preceded and exceeded even those of Britain.

The public management overhaul in New Zealand was initiated by its Labour government in 1984 and supported by the National Party opposition, which carried it further after winning back power in 1990. Many of the changes, although radical, are no more than the new orthodoxy. The Labour government privatised large chunks of the state sector, from Air New Zealand and the Telecom Corporation to the Bank of New Zealand. The National Party government has since required local authorities to put contracts to tender and has encouraged them to sell assets. Employment contracts are comparable to those of the private sector.

It is in the heart of government that the change is starkest, with the old class of civil service mandarin replaced by executives who manage independently. Government now enters into contracts with departments for specified outputs. The divide between purchaser and provider has been taken right to the top of government.

Both major parties believe that accountability has been enhanced. The government's role as purchaser can be assisted by requiring departments, quangos and the private sector to bid against each other for public contracts.

Graham Mather, author of the book Making Good Government Seem Easy, which studied the New Zealand reforms, is enthusiastic: "The key difference is that New Zealand has gone much further down the road. In Britain, the next step agencies are the most fundamental change to the civil service this century. But it didn't frighten the horses."

New Zealand's reforms were bitterly opposed by most of the old mandarin class, which argued that the introduction of fixed-term contracts and a willingness to replace departmental executives would politicise the service and enable government to appoint their own people. The opposite has been the case, Mr Mather found.

"There is a more formal and transparent process than here [in Britain]," he argued. "Therefore it is less easy for ministers to say we don't want so and so if they come out top. We asked the permanent secretaries if their fears had been borne out - and they said they hadn't been."

New Zealand's mandarin class had to be challenged if public services were to be made effective, the government believed. The pay of permanent secretaries was partly determined by the number of staff they employed, encouraging them to have too many. The only civil servants ever fired were those committing criminal acts.

Today a more aggressive executive class has emerged to head departments. And many departments are led by women. Executives have freedom to decide on wages, accommodation and other operational matters. The executive is on performance related pay, with bonuses of up to 20 per cent available, and all senior staff are on fixed-term contracts of no more than five years. Contracts of poor performers are not renewed. Departments are rewarded for underspending, and few ever exceed their budgets.

The contractual relationship is extended to cover the Reserve Bank, which has operational independence while being accountable to parliament.

State-owned enterprises still exist, but report to their own minister - again emphasising the separation of purchaser and provider. Consequently hospitals, as healthcare providers, report to the minister for state-owned enterprises, while healthcare purchasers report to the minister of health. State owned enterprises borrow independently (the debt is not counted against the public sector borrowing requirement) and are required to achieve returns on capital.

Michael Soljak, formerly with New Zealand's health ministry and now director of strategy and health gain at the Ealing, Hammersmith and Hounslow Health Agency in London, contends that the clearer lines of responsibility and accountability in New Zealand have led to better decision making.

"It has moved away from a cash limited system with no clear annual planning cycle - where you tend to plan at the margins, where priorities are resolved by extending deadlines - to where the public sector works like a private sector management consultancy, where specific projects are commissioned and tracked," he said.

"It has resulted in a different way of day-to-day working. Instead of a large range of issues dealt with shallowly, fewer things are tackled [but] in depth, and time-frames adhered to. It has improved accountability and ensured that people have the resources they need to do the job. The environment has become less stressful for staff."

New Zealanders believe that as a young nation they are both more pragmaticand more willing to be radical than the British, and that is reflected in the reforms. For example, without any emotional history attached to a particular hospital, they are more willing to close one that is inefficient.

Many in the country say fundamental change was forced on them by the long and disastrous National Party government of Sir Robert Muldoon, which left the country with an inflation rate and trading and budget deficits that were unsustainable. The country's farmers actually volunteered to give up their subsidies.

The politician who first unleashed the reforms, Sir Roger Douglas, former Labour finance minister, argues in his recently published book, Unfinished Business, that more fundamental reform is needed. He wants to see welfare payments shifted from the middle classes to the genuinely poor, and people able to buy in education, healthcare and pensions in the marketplace. Sir Roger believes an integrated tax and benefit system would improve efficiency and end the poverty trap.

Sir Roger and former treasury boss Graham Scott, co-instigator of the reforms, will speak in May at a dinner hosted by the European Policy Forum, Mr Mather's conservative think-tank.
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Is yesterday's White Paper on the future of the Civil Service the long-delayed advent of a more credible conduct of the business of government, or Sir Humphrey's last stand against creeping and inevitable reform?

History is with those who are sceptical about the prospect of real change. The last serious attempt to remodel Whitehall, to promote experts against generalists and foster strategic planning against persuasive draftsmanship, was the Fulton Report of almost three decades ago. It failed to dent Whitehall's core culture of "we know best".

The White Paper skirts around the topmost mandarins. It cannot be said to be politicising the Civil Service: it judiciously makes more use of the Civil Service Commissioners as semi-independent overseers. The real criticism is that it is a deeply cautious document in three areas close to the interests of the permanent secretaries.

First, the critical reader should not believe headline figures about the overall reduction in numbers. The headcount was already due to fall below 500,000. The surprise is not that it will eventually fall so far, but that it has taken so long to do so. Large private-sector employers have taken heavier job-cuts than the Civil Service in recent years.

Secondly, be sceptical about suggestions that there will be a dramatic extension of opportunities for outsiders to enter the higher ranks of officialdom, through more advertising of Civil Service top jobs. Most top jobs in local government and many in public-sector agencies are advertised automatically. It would be regarded as shocking if they were advertised only if there were felt to be insufficient or inadequate internal candidates: the principle is that all posts should be open to competition. It is now clear that not all top Civil Service jobs will be advertised. There is a let-out clause in the White Paper, which says that open competition will be considered in every case, not applied in every case.

Fixed-term contracts are the third key indicator. They have revolutionised the New Zealand civil service, because they provide an ultimate date against which the performance of top civil servants can be measured. More than that, they bring to an end the outdated concept of a Permanent Secretary: not because all should be swept away, but because the concept of the job for life has no place in a modern public service. Critically, too, they provide the framework for departmental chief executives, as they have been renamed in New Zealand, to be judged on personal performance.

Again, Sir Humphrey has effected a sleight of hand. Many of the new written contracts will not be for a fixed term. Fixed-term contracts will be offered only "as appropriate". Will they really be considered "appropriate" for the top jobs?

Ihope that all these suspicions prove unworthy. Many senior civil servants recognise that the new management techniques which work in local government and executive agencies would help to improve the inner core of policymaking mandarins as well. Yet the top officials in Whitehall have lagged well behind these other bodies in applying to themselves the methods deemed appropriate for others. They have resisted the powerful case put forward by the First Division Association itself for a clear and meaningful code of ethical standards for officials. They have refused to make market-testing compulsory, as competitive tendering is in local government. More worryingly they have failed to improve productivity at anything like the rate achieved in large privatised utilities.

Some seem to regard public service as quite different from and superior to the activities of those who create wealth in the private sector. Instead of aligning the two worlds, to achieve the efficiency of the market in tandem with the high aspirations of the ethos of public service, they have sought to maintain a high priesthood of civil servants whose careers largely bypass the professions, the City, industry and the arts, who fail to interchange with the talented new breed of local government chief executives, and who perpetuate in Britain one of the narrowest elites in Western Europe.

The White Paper is an important stage in the attempt to end this lofty isolation and widen the pool of talent available to the governance of Britain. Its specific measures are important, but so are the signals it sends to people whose careers might in future include a period in the service of their country to the advantage of both.

The irony is that change will come to the Civil Service anyway. The headcount will fall; ethical codes will arrive; individual performance in policymaking will be judged; automatic advertisement of jobs and fixed-term contracts will come, and sooner rather than later. No amount of subtle draftsmanship can in the long term shield Whitehall from overdue reform.

The author is Conservative MEP for Hampshire North and Oxford, and president of the European Policy Forum.
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