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Foreword

When Sir Gus O’Donnell spoke at the launch of the Institute for Government, he suggested that one
of the areas that could benefit from Institute scrutiny was arm’s length government. We took up that
challenge and this report is the outcome of that work.

We have drawn on expertise and experience inside and outside government. As the report
demonstrates, we need to move the debate on arm’s length bodies (ALBs) beyond a sterile numbers
game, to recognise that all governments will and should put some functions at arm’s length from
government, but that degrees of necessary independence differ, which should be reflected in the
way ALBs are formed and managed. Since ALBs will remain a vital part of the state, it is in all our
interests for both sides — government and arm’s length body — to be clear about what their roles and
responsibilities are and to invest in equipping both sides — those working in ALBs and those looking
after the relationships in government — with the skills they need to serve the public better. And we
need Parliament to step up to playing a bigger role in making sure government and ALBs perform as
the public has the right to expect.

Above all, we need a sensible, balanced conversation about the pros and cons of distance from
executive control versus perceived lack of democratic legitimacy to decide how to make that choice
and how to make sure the arrangements we have are in the public interest.

Our report aims to promote that debate. In the past, public discourse on ALBs has been characterised
by more heat than light. We want to change that — which is why we ask government and people
interested in the future of arm'’s length government to ‘Read before Burning’.

Lot

Lord Bichard of Nailsworth, July 2010
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Executive summary

“The more I look into these bodies, the more convinced I am that the current situation owes
Jar more to history than it does to operational effectiveness.” Sir Gus O’Donnell, speech at
the launch of the institute for Government, 2009.

Arm'’s length bodies (ALBs), known not so affectionately by the public as ‘quangos’, are now
fundamental to the effective running of the British state. They protect the constitution, regulate
big business and provide a wide range of executive functions and expert advice. They employ
the vast majority of the country’s civil servants. These 900-plus bodies also control vast sums
of public money, accounting for over 13% of government expenditure, not including NHS
spending or the value of the social security payments that they administer.

Yet politicians, and perhaps the public, fear that all is not right with arm’s length government.
They worry that some ALBs perform functions that are simply unaffordable for a state with
net debt of over 60% of national income.! They are concerned that the freedoms enjoyed

by ALBs make them unaccountable and inefficient, influenced by examples of high-profile
failures, such as those around SATs marking in 2008, or the regulation of MPs’ expenses. And
they worry about political patronage, observing appointments of board members who appear
unrepresentative of the population as a whole, high salaries paid to a handful of ALB chiefs,
and rare (but well-publicised) examples of ALBs campaigning against government policy - a
particular irritation to ministers of the day. Many people also find the whole ALB system to be
incredibly confusing. Our research found at least 11 ‘types’ of ALB but no consistency over why
bodies were given the institutional form they were.

Politicians have duly responded and the Coalition government, like the Labour government

it followed, has committed to sweeping reform of ALBs. ‘We will reform the inefficient and
unelected quango state’, promised Nick Clegg at his first major speech after taking office as
Deputy Prime Minister. Action is already under way. On 24 May 2010, emergency budget
measures announced a significant reduction in the number of ALBs and savings of £500 million.
And new cabinet ministers are at the time of writing drawing up plans for further reductions in
quango numbers.

The situation is familiar to students of government. In 1979, Margaret Thatcher was elected

on a promise of a ‘bonfire of quangos’ and in 1997 Tony Blair came to office with similar
pledges. Both got rid of some smaller organisations and merged others, although their Cabinet
colleagues went on to produce new ALBs to pursue their latest policy objectives. Meanwhile,
the performance and accountability issues associated with ALBs endured and the public, while
highly trusting of specific organisations, remained generally sceptical over how well government
had gripped the issue.

This report argues that the new administration must avoid repeating history and that reform

of arm’s length government must go beyond a simple ‘numbers game’, the traditional post-
election cull of ALBs. First, we need to recognise that at least some public functions are best
performed with a degree of freedom from ministerial control. Ensuring that the Arts Council, for
example, has freedom over grant-making decisions, for example, ensures more expert decision-
making and reduces the risks of perceived or actual government patronage.

Second, a simple cull of ALB numbers does not always amount to major reductions in cost.
Research conducted for us by the National Audit Office (NAO) shows that nearly 80% of
non-departmental public body (NDPB) expenditure is located in just 15 NDPBs (out of nearly



800 executive and advisory NDPBs), while just seven executive agencies employ more than
three quarters of all agency staff. What's more, much of the money ‘spent’ by NDPBs could
not realistically be reduced by simply by abolishing a body: 75% of NDPB costs are grants that
are passed on to others, funding universities, legal aid and other core government functions. To
make cuts in these areas, difficult policy decisions would be required. Advisory bodies, usually
the first target in a government cull, account for nearly half of all ALBs but most do not even
have their own budgets and simply offer a way of bringing expert advice to policy-makers at
lower cost than they would through consultancy contracts. Mergers, another default in a cull,
can also be problematic: Institute for Government and NAO research has shown the significant
costs and disruption that have resulted from past government reorganisations — more than
£750 million in direct costs over four years from 2005 to 2009 - although mergers can, on
occasion, bring benefits (IfG 2010; Dunleavy and White 2010; NAO 2010b).

Third, there are currently major challenges facing ALBs, which a cull would not address, even

if accompanied by wider efficiency measures. We found a number of problems that appear
common to many ALBs, and particularly to non-ministerial departments (NMDs) and executive
NDPBs. The main problems highlighted by our research are:

* Lack of clarity over ALB roles and responsibilities, which can lead to significant
duplication of activity between ALBs and sponsor departments, occasional neglect of
important issues, and problems of policy coordination. Of these, the issue of duplication
appears to be a particular concern, with examples of entire functions being duplicated
across NDPBs and their sponsor departments.

- Difficulties in achieving the right balance between freedom and control of ALBs. We
found examples of both ‘micro-management’ of ALBs and institutional neglect. While
micro-management creates administrative burdens in terms of reporting, neglect can
result in ALBs being less in touch with government’s policy objectives and leaves sponsor
departments less able to manage risk and performance. Where apparent, both imbalances
contributed to low-trust institutional relationships, and sometimes led to downward spirals
of institutional conflict.

These difficulties were underpinned by the hasty creation of many new ALBs, inadequate

initial clarification of roles and subsequent institutional ‘drift’. ALBs remain the one part of
government without any routine process of independent review, meaning that inquiries typically
take place only after things have gone badly wrong. Findings such as those of the first review

of the Youth Justice Board (Y]B) since its creation in 1997 are therefore typical: the reviewers
saw ‘uncertainty and a lack of clarity on its role, both inside the YJB and also among sponsoring
departments and stakeholders’ (Street 2010).

Confusion over ALB roles and responsibility is also a result of the overall incoherence of the
institutional landscape. Because the form that an ALB takes appears to bear little relation to its
function, there is no easy way for ALBs and departments to determine their respective roles and
responsibilities. Sponsor teams can find themselves going back to primary legislation to check
their powers over each body, while ALBs are often unsure of when they must seek departmental
permission for specific decisions. The complexity of the landscape makes it harder for ministers
to understand their role in relation to ALBs, a difficulty exacerbated by high rates of ministerial
rotation, which also make it more difficult for politicians to hold ALBs to account over the
longer term.



Skills gaps also undermine the effectiveness of arm’s length government. The role of
sponsorship is often undervalued in Whitehall, meaning that sponsors receive relatively little
specialised professional development, and sharing of best practice is limited. Good performance
management is essential for effective arm’s length government, yet Whitehall's capability in
this area is particularly weak. Many departments do not make clear their expectations in terms
of performance, nor the sanctions for different levels of overspending (NAO 2010b). New ALB
board members, meanwhile, often find themselves to be unsupported in a new and complex
operating environment, particularly if they arrive from a private sector background.

These difficulties make a clear case for tightening the management and accountability of
ALBs, rather than pursuing a simple cull. But there is a fourth reason why a cull per se is too
crude a response. Public worries stem not just from the number of ALBs but from the lack

of transparency around current institutional arrangements, concerns over fairness in terms
of appointments and pay, and a feeling that ALBs somehow escape sanction when things go
wrong. Many of these concerns are only loosely grounded in evidence — the public does often
blame ALBs for operational failures and NDPB chairs and executive agency chief executives
are sometimes forced to resign — but the fact that the public finds it so difficult to understand
arrangements is clearly a problem in itself. It is certainly fair to say that government has not
demonstrated that ‘quangoland’ is under control, it being extremely hard to determine their
numbers, institutional arrangements and spending. And more could be done to demonstrate
fairness in the appointments process and to build diversity of ALB board members.

This report puts forward a series of proposals that would go some way towards addressing the
more fundamental problems faced by arm'’s length government in England. To ensure that ALBs
are set up on a more stable footing, with greater clarity of organisational role, responsibilities
and freedoms:

1. Parliament should ensure that no new ALB can be established without a written
business case, which must be approved by the Cabinet Office and subjected to
scrutiny by the relevant select committee and by the Public Administration Select
Committee (PASC). The PASC should have a specific horizon-scanning remit to ensure
that the form an ALB takes follows from the function it performs. Given the costs and
disruption involved, these committees should also scrutinise business cases for any
proposed reorganisations of existing bodies, and no reorganisation should be permitted
without a clear business case.

2. Government should ensure that legislation for new ALBs includes ‘sunset’ clauses,
defining the expected time when the new body should undergo a GAP Review (see below)
and/or be disbanded.



To guarantee that roles and responsibilities remain clearly defined and to maintain institutional
performance:

3. Government should introduce Governance and Performance (GAP) Reviews, to be
conducted every three to five years for all ALBs spending over £50 million. Unlike old
Quinquennial Reviews, GAP Reviews should ensure that both ALBs and their sponsor
departments are delivering against their responsibilities and that these responsibilities
are clearly defined. Reviews should be conducted by individuals who are sufficiently
independent of government and the review methodology should include a ‘peer review’
element to stimulate cross-sector learning. Reviews should be published and given the
power to recommend that an ALB should be disbanded or its form changed.

To develop skills in ALBs and sponsor teams:

4. Departments and ALBs should ensure that ministers, ALB appointees and those
moving into sponsorship roles within departments receive appropriate briefing,
induction and mentoring. ALB appointees must be provided with opportunities to
understand the wider context of departmental business and sponsor teams must provide
specialist training on building and maintaining effective relationships, at both individual
and corporate levels.

5. The NAO should increase thematic reviews of functions such as grant allocation and
benchmark ALB efficiency, in order to promote best practice across ALBs and sponsor
teams.

6. Government should expand the role of the Public Bodies team in the Cabinet Office
to deliver the recommendations in this report. This team (or a lead department) should
also act as an expert resource for departments, facilitating the sharing of best practice
across sponsorship teams and ensuring the availability of appropriate training for sponsor
teams and ALB board members.

To build public confidence:

7. Government should provide a complete list of all ALBs, alongside details of their
expenditure, the names of the lead officials responsible for sponsoring them, and links to
their websites (building on the work of Directgov).

8. The Office of the Commissioner of Public Appointments should build on current
work which ensures a fair and transparent process in public appointments by conducting a
research exercise to check (and demonstrate) that fair outcomes have been achieved. This
exercise would check that the proportion of qualified applicants of each political affiliation
is approximately reflected in the proportion of offers made, and would investigate if they
do not.

9. ALBs should publish transparent information on their role, relationship to
government, funding and performance (including the publication of their GAP Health
Checks) in a standard format. This can be done simply and at low cost through current
annual reports and through a form of ‘kitemark’ on website front pages which links
through to this core information, as has been implemented in Wales.



To set arm’s length government on a more stable long-term footing:

10. Government should implement a new, simpler taxonomy for ALBs whereby
organisational form relates clearly to the function an ALB performs, building on the
proposals in this report (see Figure 1). Under the taxonomy proposed here, NMDs
would no longer exist and most advisory NDPBs would be treated as expert advisory
committees to departments with no independent legal existence. The incremental
version of this proposal would be to ensure that all new ALBs should be set up within
this framework and existing organisations should gradually ‘migrate’ to the framework,
adapting their governance, performance management and appointments arrangements
to fit this taxonomy as far as is possible without primary legislation, or using
departmental legislation as it happened. A big bang approach to implement the change
more rapidly would require specific primary legislation, to give reorganisation powers,
backed up by a raft of secondary legislation. One option could be for organisations to be
reclassified in a small number of bills, as has been done in Scotland.

Figure 1: A new taxonomy for arm’s length bodies

Function Form Governance

« Free from executive control
« Accountable to Parliament not

Constitutional oversight ministers
Constitutional « Parliamentary role in appointments
bodies * Budget agreed with Parliament

* Ministerial appointments
- but approved by Parliament
« Sets own strategy within statutory
Independent public framework but with regard to dept
interest bodies guidance. Potential for limited power
of direction with parliamentary oversight
+ Budget approved by the department

Regulatory regime setters
Guarantors of standards
Independent watchdogs

inspection bodies hearings in Parliament
Stewardship of national assets « Business plan & budget signed off by
department

« Constitutionally part of the department
- no independent board & CE appointed
through civil service processes
+ Budget decided by department
+ Civil service terms & conditions

Delegated implementation of
government policy

. . - * Board appointed & appraised by
Discretionary grant - giving department & subject to dismissal for
Discretionary enforcement & Departmental sponsored poor performance. Major bodies’

Expert advice to government : . ...no longer defined as ALBs unless operatin
P g . Expert advisory committees . & P g

(no executive functions) with their own staff and/or budget

Source: Institute for Government
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In combination, these proposals are likely to generate significant financial and performance
benefits, by reducing duplication of work between departments and ALBs and between different
ALBs. They offer the benefits of tighter accountability too, along with the potential to rebuild
public trust in ALBs and government more generally. While implementing these proposals is

not entirely without difficulty, postponing more fundamental reform of ALBs risks a repeat of
the age-old cycle of culls followed by proliferation. Ministers, officials and leaders in ALBs must
embrace the opportunity provided by the fiscal climate and actively address the real problems
of arm’s length government in England.



1. Introduction

1.1 Purpose of this report

This report is intended to inform the current political and public debate about the future of
arm’s length bodies (ALBs). It aims to:

« Improve public, political and official understanding of ALBs, highlighting their origins
and history, and detailing what they do and how much they spend.

« Identify a number of performance issues for ALBs and assess the causes of these
problems.

* Investigate public confidence in arm'’s length government and, in particular, to identify
factors that contribute to low levels of public trust in arm’s length government.

« Highlight potential solutions to the challenges identified, including a new framework for
managing government at arm'’s length.

The report focuses on ALBs that operate at a national level, and therefore does not offer
extensive analysis or recommendations for bodies whose primary accountability relationship is
with regional or local government. The report does not directly address management of ALBs
by devolved administrations in Scotland, Wales, and Northern Ireland, although many of the
issues are similar.

This report does not seek to assess the effectiveness of individual organisations or make
recommendations regarding the continued existence of specific ALBs.

1.2 Terminology

We use the term ‘arm’s length bodies’ (ALBs) to refer to organisations that are part of the state
but do not operate within traditional departmental structures. In theory, all ALBs operate with
somewhat greater freedom from direct ministerial control than government departments.
These freedoms vary depending on the ALB in question but can include managerial freedoms
(for example, freedom from civil service terms and conditions) and constitutional freedoms (for
example, an independently appointed chairman who cannot be dismissed by ministers except
in cases of misconduct or incapacity) and freedoms to offer independent views on government
policy.

As we shall see, the term ALB covers a wide range of different classifications or ‘types’ of body,
the main types being executive agencies, executive and advisory non-departmental public
bodies (NDPBs) and non-ministerial departments (NMDs). While, in theory, the different
categories indicate differing degrees and types of freedom, in practice freedoms can vary

as much between organisations of the same category as between organisations of different
categories. The scale and functions performed by these bodies vary widely, with organisations
ranging from big delivery organisations such as Jobcentre Plus (an executive agency which
operates with very limited managerial freedoms); to NMDs like the Food Standards Agency;
regulatory bodies such as OfCom, which regulates the communications industry; and various
tribunals and expert advisory groups like the Advisory Council on the Misuse of Drugs, an
advisory NDPB.

Some commentators do not treat executive agencies as being ALBs as they are constitutionally
still part of their parent departments. However, as is more usual, we include executive agencies
within our analysis, not least because executive agencies are frequently reclassified as other
types of ALB and vice versa.?



ALBs have been variously named in the past as: non-departmental organisations, non-
departmental agencies, public bodies, interstitial organisations, ad hoc agencies, statutory
authorities, paragovernmental agencies, parastatal agencies, fringe bodies and intermediate
bodies, among others (Hogwood 1995). ALBs are most commonly referred to by commentators
and the public as ‘quangos’ (an even more misleading term when spelt out in full). This term, like
those above, is often used loosely, sometimes applying to all public bodies and at other times to
a narrower set of bodies.?

1.3 Method
This report is the product of a one-year engagement with those working in this area and is
based on:

* A review of academic, parliamentary and government literature on ALBs.

« Analysis of executive NDPB expenditure, conducted in collaboration with the National
Audit Office (NAO).

« Four seminars involving nearly 50 attendees (ALB chairs, chief executives and non-
executive directors, ministers, civil servants, and academics).

« Twenty unstructured interviews and discussions to test the findings of the research.

* The experience of the authors and Institute staff who have worked in a range of ALBs and in
the departments that sponsor them.

This research is closely tied to the Institute’s learning and development programme, including its
‘Action Learning Set’ for NDPB chief executives and its recently established partnership with the
Public Chairs Forum.

In parallel with this report, the Institute has published a series of practical guidance notes for
ministers, departments and public bodies on key aspects of making arm’s length management
work, focusing on developing effective relationships at all levels (IfG 2010).*

1.4 Structure of this report
The remainder of this report is divided into four main sections

« A brief overview of the landscape of arm’s length government, providing theoretical and
historical background and mapping the current types, numbers and expenditure of ALBs.

« A review of the current challenges within ALBs and for arm’s length government in general.
This section looks at a range of issues including those relating to:
- Cost

- Performance and cost-effectiveness
- Legitimacy and public trust in ALBs.

« Recommendations for improving arm’s length management in future, which the Institute
will be refining and developing over the coming months.

« Conclusions drawn from this research and next steps for the Institute for Government in
supporting and advising government in this area.



2. Overview of the landscape

2.1 Theory

There are a number of valid reasons for placing public sector bodies at arm’s length from
politics:

1. To depoliticise decision-making and build public trust, by increasing the actual and
perceived independence of decisions, where political influence is seen as undesirable or
destabilising.> Examples include grant-making bodies (e.g. Arts Council), regulatory bodies
(e.g. Ofcom), tribunals (e.g. Police Arbitration Tribunal).

2. To increase managerial freedoms, including:

« Freedom from civil service managerial norms, including pay norms (e.g. Driver and
Vehicle Licensing Agency).

« Freedom to focus on a specialist function, rather than being a low-priority area within a
government department (e.g. Health and Safety Executive).

3. To allow government to access external skills and expertise, often at lower cost than
consultancy or research (e.g. Science Advisory Council).

Often these reasons combine. They can also combine with reasons of political expedience.
Setting up a new body can provide politicians and officials with a way of demonstrating
‘something is being done’. And arm’s length organisations can be perceived as useful sources of
support or cover for unpopular political decisions, for example when the National Institute for
Clinical Excellence (NICE) makes decisions over which new drugs offer value for money for the
taxpayer.

The most recently announced ALB, the Office for Budget Responsibility, could be seen as
combining a number of these theoretical and practical reasons for creation.

2.2 History

ALBs have a long historical pedigree, with early English additions including the Sewers
Commission as far back as 1540. As the role of the state expanded through the 19th and 20th
centuries, the number of ALBs grew, with the legal status of bodies varying considerably. By
1975, the Bowen Review identified approximately 778 ‘fringe bodies’, though stated that this
figure was likely to be a considerable underestimate of the number of ALBs.

As early as 1918, the Haldane Review assessed government’s use of ALBs and concluded that,
while such bodies were necessary, the number of them needed to be actively controlled.
Following similar reviews, including that of Lord Anderson in 1945, the issue of ‘quango’
proliferation came to be seen as an increasing problem. Public and political critiques questioned
the legitimacy and efficiency of the still undefined number of public service institutions
operating at arm’s length from direct political control.

The 1980s was a period of considerable change in the ALB landscape, as Margaret Thatcher
acted on her 1979 manifesto commitment to significantly reduce the number of ALBs. In 1980,
Sir Leo Pliatzky’s review sought to provide a clearer picture of the number of ‘fringe’ bodies

and identified 489 executive bodes, 1,561 advisory bodies and 67 tribunal bodies.® He also
coined the term non-departmental public bodies (NDPBs) for executive bodies in an attempt to



delineate and circumscribe government-related bodies from the much broader range of bodies
that were labelled as ‘quangos’ in public debate. Like Bowen before him, Pliatzky also restated
the need to rationalise both ‘executive NDPBs' and the wider landscape. During the years of
Conservative rule, the number of executive NDPBs was kept under close review and went from
an estimated 492 in 1979 to just 320 NDPBs in 1995. However, while the number of bodies was
reduced, their total expenditure actually increased significantly, partly because several NDPBs
were simply merged (Flinders 2008).

Yet, while the 1980s saw a reduction in the number of executive NDPBs, a number of other
types of ALBs thrived. The number of NMDs, for example, grew, with cynics suggesting that
growth in this area was largely a result of efforts to escape being ‘counted’ in government
figures for the number of NDPBs. In addition, as the Next Steps initiative gathered pace it
brought an entirely new institutional form, the executive agency, onto the ALB landscape (Ibbs
1988). Next Steps promoted the disaggregation of ministerial departments into a large of
number of single-focused, semi-autonomous bodies called executive agencies. Ibbs and others
argued that such bodies could focus more effectively on delivery and other functions that were
viewed as being insufficiently prioritised by ‘policy-focused’ departments. Ibbs initially proposed
that executive agencies became directly accountable to Parliament — but this proposal was
rejected and agencies were set up to report to Parliament through the ministers of their sponsor
departments. The first executive agency, the Vehicle Inspectorate, was launched in August
1988.

The Labour administrations of 1997-2010 retained a similar approach to ALBs as predecessor
administrations. On the one hand, there were periodic attacks on the number of ALBs but

on the other hand new organisations proliferated and total expenditure on government at
arm’s length increased in real terms (Flinders 2008). Indeed, nearly 200 new NDPBs were
established in the 10 years from May 1997, almost as many as were abolished as a result of
amalgamations and abolitions (CO 2009). The overall number of NDPBs reporting to Whitehall
dropped considerably over this period, however, due the transfer of several bodies to devolved
administrations in Scotland and Wales (see Figure 2). Excluding the transfer of NDPBs to
devolved administrations, there was a reduction of 91 in the total number of NDPBs (CO 2010).
However, evidence from the NAO suggests that many restructurings of NDPBs and the wider
ALB landscape have not been carefully planned (NAO 2010b).



Figure 2: NDPBs reporting to Whitehall
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Note: This chart shows all NDPBs rather than all ALBs. It therefore excludes executive agencies, NMDs and public corporations.

Source: CO 2010

In July 2009, the Chief Secretary to the Treasury, Liam Byrne, announced a review of ALBs,
which was taken forward as part of the government’s Public Value Programme. In March 2010,
this review announced the then government’s plans to:

« Reduce ALB expenditure by £500 million by 2012 (a reduction of around 6% based on
Treasury estimates of ALB expenditure).

* Reduce the number of ALBs by over 120, the vast bulk of reductions being very small
advisory bodies, with minimal expenditure, or as a result of mergers (see Figure 3).

* Ensure greater care in setting up new bodies, and ensure ‘sunset’ clauses are reduced for
new bodies.

« Impose restrictions on the use of lobbying and PR consultants by ALBs and new
requirements for ALB transparency.



Figure 3: 2010 Labour government plans for reducing the number of ALBs

Abolition

. Mergers/restructuring

HM Inspectorate of Courts Administration
Absorb Medical Education & Training board within GMC 1
Single Sentencing Council 1
Single military museums body 3
Reconfiguration of courtboards 4

'Reduce’ skills sector bodies (by 2012) 30

Regional agricultural wages bodies 31

Advisory bodies on Justices of the Peace 52

Source: HMT 2010a

2.3 The current landscape

As shown above, and noted by government itself, ‘the current system of classifying public
bodies has grown over time in response to an existing and complex delivery landscape... This
is essentially a pragmatic approach...” (CO 2008). What this means in reality is that there is no
one ‘right’ way of classifying bodies but instead a number of different categorisations, many
of which are applied inconsistently. Using one set of common classifications, the Institute
identified at least 11 types of ALBs (see Figure 4). This list does not include government trading
funds, as trading fund status is conferred on bodies with a pre-existing institutional form.” For
example, the Ordnance Survey is an executive agency but it has also been given trading fund
status, which simply indicates that it must receive at least 50% of its revenue from goods and
services provided on a commercial basis.

In addition to this example of dual status, there are some interesting ‘fudges’. For example, both
the National Archive and the Central Office of Information have dual status as both agencies
and NMDs.



Figure 4: Types of arm’s length bodies

1 Advisory NDPBs: Committees or boards which provide expert advice to ministers on specific
policy issues. Usually set up without legislation and supported by staff from the parent
department, with no significant budget.

2 Executive NDPBs: Bodies which play a role in national government but are not part of any
department, deliberately established to operate at arm’s length from ministers. Usually set up by
statute, they can hire their own staff and the chief executive is accounting officer for the budget
allocated to them. They are, however, sponsored by a parent department which holds the body to
account and whose ministers are responsible for appointments of board members. Most executive
NDPBs receive a significant grant-in-aid from their parent department to fund all or some of their
work. Some also raise funds from other sources (e.g. regulatory levies).

3 Independent monitoring boards (‘other’ NDPBs): Every prison and immigration removal centre
(and some short-term holding facilities) has an independent monitoring board which monitors
day-to-day life to ensure proper standards of care and decency.

4 Tribunal NDPBs: These bodies have jurisdiction in a particular area of law. They are coordinated
by the tribunals service, an executive agency, and supervised by the Administrative Justice and
Tribunals Council.

5 Executive agencies: Agencies carry out services or functions with a focus on delivering specific
outputs. They usually have no statutory basis and, in law, are indistinguishable from their parent
department. However, their chief executives are accounting officers and responsible for their
expenditure; they will also have a separate organisational identity from the parent department
and often have more human resources and financial flexibilities available to them than the parent
department.

6 NMDs: A department not headed by a government minister but represented by the minister
of another department in Parliament. NMDs are normally set up under legislation and funded
through the Treasury.

7 Public corporations: Market bodies that derive more than 50% of their income from the sale of
goods and services. Some charge for regulatory activities where these provide a significant benefit
to the person paying the fee. They are owned or controlled by central government but they have
substantial day-to-day operating independence so that they should be seen as institutional units
separate from their sponsor departments. Otherwise may have similar features to executive
NDPBs as detailed above.

8 Independent statutory bodies: These bodies (which include the five HM inspectorates) enjoy
statutory powers and are not part of government departments but receive their budget through a
departmental vote.

9 Special health authorities: Special health authorities are health authorities set up to assume a
delegated responsibility for providing a national service to the NHS or directly to the public. They
are established under statute. Ministers retain a formal power of direction to ensure ultimate
control over their activities. In terms of governance, they are in most respects akin to an executive
NDPB.

10 Parliamentary bodies: There are currently five independent parliamentary bodies or
‘constitutional watchdogs”: Comptroller and Auditor General, Parliamentary Ombudsman,
Parliamentary Commissioner for Standards, Electoral Commission and Office of the Information
Commissioner. These are formally independent institutional units that review the actions of
government on behalf of (and report to) Parliament rather than the executive.

11 Central bank: The Bank of England appears to have a unique constitutional position.

Sources: CO 2010; Flinders 2008; Nuffield 2000



The institutional form that an organisation takes is not directly related to the function that

the organisation performs. For example, governance arrangements for public sector regulators
vary widely. Ofsted, Ofgem, Ofwat, PostComm and the Office for the Rail Regulator are all
NMDs; Ofcom and the Civil Aviation Authority are public corporations; Companies House is

an executive agency and several others (including Monitor and the Legal Services Board) are
executive NDPBs. Similarly the Prison Service is part of the National Offender Management
Service, an executive agency, while the prison estate for young people is operated by the
Youth Justice Board, an NDPB. A survey of executive agency chief executives in 2002 reinforces
such examples, with 17% of the 127 respondents reporting that the primary function of their
organisation was not ‘delivery’ but ‘regulation’ (OPSR 2002).

It is important to note also that the names given to different types of ALBs do not always
reflect their institutional status. Indeed, many ALB names appear to actively mislead. The
Environment Agency and Regional Development Agencies are not in fact executive agencies but
executive NDPBs. Further, the names of specific categories of body are deceptive. As the head
of one NMD noted at an Institute event held as part of this research:

The first thing you need to know about being a non-ministerial department is
that you have a minister and you are not a proper department.

Similarly, the terminology ‘independent’ can be somewhat unhelpful, as it implies complete
freedom from democratic oversight, which rarely applies.

Indeed, while the public critique is that they are ‘unaccountable’, the definitions provided

here make it clear that ALBs all have some accountability mechanisms in place. All but a few
parliamentary bodies have a ‘sponsor department’ responsible for communication between
government and the organisation in question. Where ALBs are responsible for taking decisions
on individual cases, there will normally be established routes of administrative appeal, which
may lead ultimately to a tribunal or other quasi-judicial appellant body. In addition, the
Parliamentary Ombudsman can carry out independent investigations into complaints about
UK government departments and their agencies, and most national ALBs. The nature of the
accountability for ALBs depends on a range of factors, including financial arrangements, powers
of hiring and firing of ALB heads, and scrutiny and performance management protocols. These
arrangements are sometimes detailed in the legislation that established the ALB in question,
sometimes in ‘framework documents’ produced by sponsor departments outlining the
institutional remit, and occasionally they are simply a matter of custom or interpretation.

There are also often ‘soft accountability’ or ‘answerability’ requirements for ALBs, which are
intended to enable public scrutiny. The Lords Select Committee on the Constitution undertook
an inquiry into state regulators in 2004 and developed a typical model of organisations that
they answered to (shown in Figure 5 in grey and black). In addition, other forms of scrutiny and
answerability common to most NDPBs and public corporations exist, shown here in blue.



Figure 5: Accountability and answerability mechanisms for regulators

\

Note: OCPA is Office of the Commissioner for Public Appointments; FOI is Freedom of Information, the legal requirement for government
bodies to disclose specific types of information

Source: Adapted from Hol 2004

Within the wide range of different ‘types’ of ALB there are in excess of 900 organisations,
although data in this area are notoriously unreliable. Indeed, in 2002, the Government’s Better
Regulation Task Force concluded that it ‘doubted that even ministers are aware of many of

the bodies for which they are responsible’, and a fundamental review of all public bodies in
2003 was quickly swamped by the number and diversity of those uncovered, failing to publish
its final report. Best estimates, shown in Figure 6, show that nearly half of all ALBs are in fact
advisory bodies. Another large group in terms of numbers is the 192 executive NDPBs, around
30 of which are libraries, museums and galleries that are considered a core part of the national
heritage. Independent monitoring boards, which simply provide a legal footing for prison
visitors, account for another 150 ALBs. And the other large group in terms of numbers is the
executive agencies.®

24 Overview of the landscape



Figure 6: Number of English ALBs by type (best estimates)
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However, when it comes to spending, the story of ALBs is entirely different. While they
account for the largest number of bodies, advisory NDPBs have relatively low expenditure and
are usually resourced directly from the budgets of their sponsoring departments. The same

is true of the independent monitoring boards, responsible for ensuring humane treatment
prisoners and residents of other forms of secure accommodation. Meanwhile, while accounting
for relatively fewer bodies, executive NDPBs account for the most significant proportion of
government expenditure (Figure 7).

Figure 7: Estimated ALB expenditure, excluding transfer payments*
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Notes: The data quality of the sources used is not considered to be high and data relate to different years (latest available data used).

* Transfer payments comprise mainly social security payments, such as jobseeker’s allowance and state pension contributions. Transfer
payments, amounting to some £125 billion per year, are largely managed by executive agencies of the Department of Work and Pensions
(NAO forthcoming).

Sources: As shown



Neither the Treasury nor any organisation provides a comprehensive public breakdown for
expenditure by each ‘type’ of ALB. This means that the data shown in Figure ” is drawn from
multiple sources and its reliability cannot be assured. However, discussions with NAO and
Treasury officials have provided some assurance that figures are not wildly inaccurate, with

the possible exception of figures for public corporations.® The Treasury’s own estimate of
government grants to ALBs is around £80 billion (HMT 2010a).”® Using this figure, this suggests
that ALB expenditure accounts for around 13% of government'’s Total Managed Expenditure
(£621 billion estimated out-turn in 2008-09).

Given the fiscal context, many point to the ALBs —and particularly NDPBs — as an area where
dramatic inroads might be made into the government deficit. Certainly, ALBs cannot be
exempt from deficit reduction measures (McCrae et al 2009). But it is important to note that a
significant proportion of ALB spend cannot be reduced through standard ‘efficiency’ measures.
Around three quarters of NDPB expenditure is on grants, which the NDPBs distribute to others,
rather than on staff and administrative costs (see Figure 8). The levels of these grants depend
on policy decisions, for example the level of funding that government provides for universities,
sport, the arts or flood defences. The politics of reducing spending in these areas is therefore
different to reducing expenditure through eliminating ‘government waste’.

Figure 8: Executive NDPB expenditure by type, £bn, 2007-08
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Note: Figures exclude movements in provision at the Nuclear Decommissioning Agency
Source: Analysis of full year 2007-08 data (NAO unpublished analysis)

Any fiscal consolidation will also need to bear in mind that the vast bulk of ALB expenditure is
by just a few specific agencies and executive NDPBs. In 2008, the 15 largest NDPBs controlled
over three quarters of executive NDPB expenditure and the seven largest executive agencies
employed over three quarters of agency or NMD staff (see Figures 9 and 10). Focusing on the
cost-effectiveness of just a few large ALBs might therefore be expected to produce a significant
impact on government finances and performance.



Figure 9: Executive NDPB costs by organisation £bn, 2007-08
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Note: Each bar represents one of the 152 executive NDPBs for which NAO have full-year data.
Source: NAO unpublished analysis

Figure 10: Executive agency and NMD staff by organisation FTEs, Q3 2008
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A final note on ALB expenditure is that many ALBs raise revenue of their own. Agencies with
trading fund status must, by definition, raise at least 50% of their income from commercial
sources while executive NDPBs raise money through industry levies (for example the much-
maligned Potato Council is paid for by levies on the industry it represents and promotes);
donations, such as those to museums and galleries classified as NDPBs; and commercial
sources. While government grants still account for around 80% of executive NDPB income (see
Figure 11), the ability for ALBs to raise revenue of their own may be an important aspect of their
operation — though in as far as such revenue is possible only because of a statutory power, some
might regard it as a form of indirect taxation. In may also be worth noting in the current fiscal
context that increased charging for services that were previously fully funded by government
has been a characteristic of previous successful consolidations internationally (McCrae et al 2009).

Figure 11: Executive NDPB income and expenditure, £bn, 2007-08
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Source: NAO unpublished analysis

2.4 The political environment

The current Coalition government comprises two parties with manifesto pledges to focus on
reform of the ALB landscape. In July 2009, Conservative leader David Cameron argued that:

The problem today is that too much of what government does is actually done
by people that no-one can vote out, by organisations that feel no pressure to
answer for what happens and in a way that is relatively unaccountable...

I'm convinced that the growth of the quango state is one of the main reasons so
many people feel that nothing ever changes; nothing will ever get done and that
government’s automatic response to any problem is to pass the buck and send
people from pillar to post until they just give up in exasperated fury.

And Nick Clegg, Deputy Prime Minister and Liberal Democrat leader, argued in 2009:

Central government in Whitehall is too big, too powerful and too expensive. We could
save billions by scrapping entire government departments and culling quangos.



These views represent a number of the strains that run through public and media criticisms of
government at arm’s length. There are two main strains within the critique, which reinforce one
another:

1. Efficiency concerns: Many critics believe that ALBs perform government functions that
are not needed or peripheral - or that insufficient transparency or control has created
inefficient practices in ALBs, including high salaries by public sector standards. These
criticisms are sometimes, as in Nick Clegg’s analysis, linked to wider critiques of ‘big
government’ more generally and to a sense that some ALBs outlive their original purpose
and accrete additional functions.

2. Accountability concerns: A glance at comments from the public in online forums quickly
shows that the public believe many ALBs to be beyond public influence and subject to
insufficient public scrutiny. This ‘crisis of legitimacy’ is amplified by concerns over social
representativeness of ALB board members and chairs. Such criticisms are sometimes
linked to wider critiques of a ‘broken political system’ in the wake of the parliamentary
expenses scandal and ongoing pressures for electoral reform.

The Coalition government has taken immediate action to demonstrate their commitment to
reform of the ALB landscape. On 24 May emergency budget measures announced a reduction

in the number of ALBs and savings of £500 million. On 8 June, the Chancellor made the further
announcement that: ‘Departments will be asked to reduce administrative spending in central
Whitehall and quangos by at least a third’ (HMT 2010b). Interestingly, the Chancellor avoided the
normal call to cull a specific number of ALBs. The timetable for implementation of other promised
Conservative and Liberal Democrat reductions is to be determined. However, a number of
ministers have already begun to announce reductions in the number and expenditure of ALBs. For
example, in June 2010, Business Secretary Vince Cable announced that 13 ALBs faced immediate
changes; eight had been abolished (seven regional industrial development boards and the Hearing
Aid Council); one, Investors in People, will be merged with the UK Commission for Employment
and Skills; four would continue but without direct government funding.

Shared Conservative and Liberal Democrat commitments include:

* The introduction of ‘sunset clauses’ for all new ALBs, in order to ensure bodies that are no
longer fit for purpose are phased out (as planned by the Labour government).

« A more extensive reduction in the number of ALBs. Both parties oppose policy work
being carried out outside the department, with David Cameron arguing that ALBs will be
limited to ‘strictly administrative functions’, with all ‘policy work’ returning to Whitehall
departments. David Cameron’s speech in July 2009 outlined ‘three tests’ for whether an
ALB should continue to exist:

1. When a precise technical operation needs to be performed to fulfil a ministerial
mandate.

2. When there is a need for politically impartial decisions to be made about the
distribution of taxpayers’ money.

3. When facts need to be transparently determined.

* Rules to constrain ALB expenditure on advertising and public relations (as planned by the
Labour government).



Public pressure, political commitments and the fiscal context suggest that the ALB landscape

is likely to undergo significant change in the coming years. Change is likely to be increased too
by turnover of those in ALB leadership roles. In previous political transitions, a number of NDPB
chairs have resigned or been moved on, sometimes because they have been perceived as too
closely tied to the policy agenda of the previous administration and sometimes because of
difficulties in forming relationships with incoming ministers.

Key findings: Overview of the ALB landscape

+ ALBs provide a number of functions that are essential to the effective running of
the state. There are good reasons for performing at least some of these functions
in organisations that are at arm’s length from direct ministerial control.

+ Hundreds of ALBs have been set up, restructured or abolished over the past
decades, with little evidence of underlying strategy having underpinned individual
decisions.

Since the 1970s, reforms in this area have generally focused on ‘culls’ of ALB
numbers, although steps have also been taken to ensure the political impartiality
of ALB appointees. These culls often eliminate advisory NDPBs, bodies that spend
relatively little, or initiate restructurings, which can be costly and disruptive.

« Today, there are at least 11 categories of ALB. The form of an ALB is not directly
linked to the function it performs and the names given to ALBs often appear
designed to mislead about status. Governance arrangements are highly varied.

* There are over 900 ALBs reporting to Whitehall and ALBs are responsible for over
13% of total government expenditure. They receive government funding of around
£80 billion per year.

* The bulk of ALB expenditure is by large delivery-focused executive agencies and
executive NDPBs. While they account for around half of all ALBs, advisory NDPBs
rarely have budgets of their own and spend little.

Spending is concentrated in just a few organisations. Over 75% of executive NDPB
expenditure is controlled by just 15 organisations, while over 75% of executive
agency staff are employed by just seven bodies. The vast majority of NDPB
expenditure is distributed to other organisations in grants — and is therefore driven
by government’s policy choices rather than issues of operational efficiency.

« Public and political concerns about the cost-effectiveness and legitimacy of ALBs
are translating into further reform efforts, with all parties supporting reductions in
the cost and numbers of ALBs.



3. Challenges

3.1 Costreduction

As shown in section 2, ALBs perform a wide range of functions — but the public questions
whether some of these functions need to be provided by government. This question is now
particularly poignant, given government’s need to reduce public expenditure in order to reduce
the budget deficit and government debt.

Those countries that have successfully tackled large deficits, like that of the UK, have typically
succeeded by fundamentally reassessing the scale and type of services that the state can
provide, and by making greater use of charging or fees for some services (McCrae et al 2009).
Choices about which services the state will continue to supply and fund are ultimately political,
but it is clear that ALBs cannot be exempt from such reassessment given the proportion of
government expenditure that they now control.

Based on consolidations overseas, there is clear potential to reduce the government’s deficit by
assessing ALBs and asking:

* Do the functions performed by each ALB still need to be carried out in the public sector?

* Do these functions need to be funded by government grants or should they be funded by
levies on a specific group of beneficiaries, or through charging?

* Which organisation should perform the function? Can private or voluntary sector
organisations provide effectively at lower cost? Should the existing body carry out the
function, or should another body carry out the function?

As seen above, the Labour government conducted a review of this kind early in 2010 and the
Coalition government is conducting a similar review, with a view to more radical and immediate
expenditure reductions, also in 2010.

In the past year, the Labour and Coalition governments have been investigating further

ways of reducing costs in arm’s length government. In 2009, Labour’s Operational Efficiency
Programme highlighted five key areas of potential savings: back-office operations and IT,
collaborative procurement, asset management and sales, property, and local incentives and
empowerment. Many of the recommendations of this report were aimed at ALBs as well as
departments and focused on encouraging sharing of back office, IT, procurement and assets to
achieve economies of scale (HMT 2009b).

This drive towards back-office efficiency has led some departments to worry that they lack the
statutory powers to ensure that NDPBs, in particular, are delivering value for money in these
areas. While they can effectively set budgets for almost all NDPBs, some senior civil servants
are concerned that this lever is too blunt and that reduced budgets would not lead to decisions
that they felt appropriate, such as rationalisation of estates or use of departmental shared
services.



Our research did reveal examples of apparent back-office inefficiencies in some ALBs, including
underoccupied ALB headquarters that could be shared between bodies and failure to pool
advertising budgets across ALBs carrying out similar functions. However, it is not clear either
that such inefficiencies are limited to ALBs or that departments lack the required mechanisms
to encourage better practice. ALB accounting officers must account for value for money,

like departmental accounting officers, and departments’ budget-setting influence remains
considerable. If departments have evidence that an NDPB, for example, is spending too much
on, say, buildings then it can highlight the issue as justification for reducing the overall budget,
leaving it to the NDPB to find the most cost-effective solution for addressing the issue. Further,
it appears that some of the reasons forwarded by ALBs for refusing to take specific steps

are well founded. For example, we found ALBs that were being pressured into sharing back-
office services with its sponsor department when these were either directly more expensive

or appeared less expensive but were insufficiently tailored to organisational needs, meaning
additional expenses would be incurred. In this context, the Treasury’s March 2010 guidelines for
ALBs regarding back-office services, which emphasise a model of ‘comply or explain’, appears
appropriate (HMT 2010a).

It does appear, however, that there are shortages of good quality, comparable management
information on which to base value-for-money assessments in relation to back office, IT, assets
and procurement. Departments and ALBs sometimes base judgements on different data; there
are few comparable metrics for benchmarking back-office efficiency and, on occasion, data are
simply unavailable. This makes it harder to achieve accurate and collective judgements. The
NAO has repeatedly highlighted the shortage of benchmarking data as a barrier to improving
budgeting and efficiency in government overall, and this issue appears to be equally relevant to
ensuring the value for money of ALBs. As the Operational Efficiency Programme highlighted,
‘there is a strong signal that, to meet current challenges, management information relating to
operational efficiency needs to be improved’ (HMT 2009b).

In the absence of such information, the debate over how much control departments should
exert over ALB back-office practice is likely to continue. Some questions are largely empirical
but, without good data, decisions may be based on theories of performance, such as views

on whether efficiency benefits of scale and collaboration generally outweigh the benefits of
specialisation. Other debates will revolve at least partly around matters of principle. There are
those who argue, for example, that accounting officers must have control over all decisions
that may impact on operational performance, including apparently second-order issues such as
office location — while others say that differential accountabilities can be maintained. Similarly,
there are those who argue that the freedom that an ALB needs to perform its function (for
example, distributing arts funding) is not materially affected by decisions relating to some
second-order management issues — while others say that departmental control over any aspect
of management leads down a ‘slippery slope’, eroding freedoms, and makes maintaining clarity
of institutional roles and responsibilities still harder.

3.2 Performance and cost-effectiveness

As shown in section 2, there are a range of theoretical reasons for placing specific public
functions at arm’s length from political control. However, there is very little empirical evidence
on whether a particular institutional form is good (or bad) for promoting effectiveness. Indeed,
there have been no major attempts by government to measure the impact on performance



of operating in a specific organisational form. On the one hand, this is surprising: ALBs were

set up in order to improve performance and the impact of changes to institutional status on
performance might reasonably have been expected to have been evaluated. On the other

hand, assessing the impact of governance and accountability arrangements on performance is
notoriously difficult and any assessment is made still more difficult by the diversity in numbers
and types of ALBs. What'’s more, there is little comparative data on ALB performance that could
form the basis for any assessment, as government does not have a systematic way of measuring
the performance of NDPBs."" And, in any case, theory would suggest that universal conclusions
could not be easily drawn out — as appropriate institutional arrangements should depend on the
function that an organisation performs.

In this context, assessments of arm’s length government rely heavily on theoretical arguments
and qualitative evidence about the impact of institutional arrangements on effectiveness.
Major sources include the views of people working in and information from periodic reviews
and inquiries into individual ALBs, such as the Magee Review of the Legal Services Commission
(Magee 2010).

Using these sources, our research revealed three main areas that need attention if ALB
cost-effectiveness is to improve, all of which emerged as recurring themes in Institute for
Government events, interviews and discussions:

1. Insufficient clarity on the respective roles and responsibilities of ALBs and their sponsor
departments.

2. Weak mechanisms for maintaining productive institutional relationships between ALBs
and sponsor departments.

3. Insufficient focus on developing skills of those involved in operating arm’s length
government.

These findings do not relate to all ‘types’ of ALB equally, with available evidence suggesting that
NMDs and NDPBs raise greater challenges than parliamentary bodies and executive agencies.

Clarifying roles and responsibilities

The first, and primary, theme highlighted by our research was that ALB performance often
suffered due to a lack of clarity about the purpose of the ALB and the division of responsibilities
between ALBs and their sponsoring department. As one NDPB chief executive noted:

Clarity of roles and responsibilities is the most important factor for effectiveness
- you have to have that clear sense of purpose.

Yet discussions revealed that this clarity was rarely achieved. As a former government minister
noted:

The arrangements just aren’t very clear - and I'm not sure how closely people
stick to them.



A series of reviews of NDPBs has also found organisations that have insufficient clarity on their
purpose. For example, a 2010 review of the Youth Justice Board, an executive NDPB that had
not been reviewed for 12 years, found:

uncertainty and a lack of clarity on its role, both inside the Y]B and also among
sponsoring departments and stakeholders. (Street 2010)

The House of Lords Select Committee on Regulators equally felt that it was necessary to
highlight issues of role and remit. One of its two main conclusions to its 200607 Inquiry
report was that:

Independent regulators’ statutory remits should be comprised of limited, clearly
set out duties and that the statutes should give a clear steer to the regulators on
how those duties should be prioritised. (HoL 2007)

Similarly, as a senior civil servant noted, many involved in ALBs have differing views on their
roles and responsibilities.

Some Director Generals think they have some line management control over
their NDPBs, while others disagree... there is a very wide variety of views on
what they can and can’t ask an NDPB to do.

According to Treasury guidance, the framework document for each NDPB should clearly set out
the NDPB's purpose, governance and accountability arrangements, and those activities which
will require clearance from the department (HMT 2009a). However, a recent NAO analysis of
41 large NDPBs spending over £60 million illustrates the extent to which many responsibility
arrangements are left undefined, for example in relation to changes in policy or the scale of
the organisation (see Figure 12). Our wider research suggests that this situation is replicated in
smaller NDPBs and, indeed, lack of clarity in these bodies is often more acute.



Figure 12: Areas where departmental approval must be sought

yes, trigger defined . yes, trigger undefined . no not known

80
70 —

60 —

50

change to Change to Incur expenditure Borrow funds Engage in
scale of operation policy or practice funded by or make grant/loan property or finance
additional income to third party lease agreement

Note: Sample of 41 NDPBs spending over £60 million per year
Source: NAO 2010a (figure 2)

Where there was a failure to define or stick to roles and responsibilities, we found a range of
associated problems, including:

+ Duplication, particularly in the policy function. Sponsor departments and their ALBs
sometimes have different views about where policy responsibility should sit. While there is
general agreement that ‘major policy issues are a matter for ministers’, some believe that
ALBs are best placed to advise on specific issues because of their more detailed technical
knowledge, while others believe that policy advice should always come from, or through,
the department. It was noticeable that it was not always ALBs that pushed for an increased
role in policy-making. Advocacy roles for ALBs have sometimes been added during the
legislative process, as a deliberate counterweight to central government. And departments
have often encouraged ALBs to carry out policy analysis due to their deeper expertise and
knowledge of specific subjects. Such differences of view often manifested themselves in
significant duplication of effort between ALBs and sponsors. On occasion, entire standing
teams existed covering similar policy areas in both the ALB and its sponsor department. In
other instances, departments deemed ALBs to have performed specific pieces of research
or advice poorly and felt it necessary either to replicate the work themselves or to contract
research and advice from third parties. As the reviewers of Department for Education and
Skills (DfES) capability wrote in 2006:



Responsibilities, funding arrangements and relationships with NDPBs are

not always managed in the way they were originally established by the
Department. There are also examples of overlapping responsibilities between
the Department and its NDPBs. This sometimes leads to a perception of ‘man-
to-man marking’, with the Department creating unnecessary parallel capacity.
Activity in different parts of the Department is not always coordinated and can
cause confusion. (CO 2006a)

“There is a lack of clarity in the supplier base as to who is now calling the
shots over policy. This may be inhibiting effective delivery of ministers’ policy
intentions.” Magee Review of Legal Services Commission, 2010

* Neglect of specific issues. Some examples were raised of specific issues ‘falling between

the cracks’ of a department and an ALB it sponsored. These issues tend to be identified
retrospectively, when an issue has suddenly become a problem and no-one has ownership.
Examples include difficulties of financial planning in DfES, where a Capability Review
suggested problems stemmed from a lack of contact between NDPB finance directors and
those of the department, along with poor financial management expertise (CO 2006a).
Reporting on problems encountered in the further education capital building programme,
Sir Andrew Foster stated:

There were warnings of overheating as early as February 2008, but there was
delay and confusion in addressing them... I have been forced to conclude that
the crisis was predictable and probably avoidable. Certainly, it could have been
mitigated if action had been taken earlier. (Foster 2009)

Weak policy coordination. A range of assessments have highlighted that Whitehall is
generally weak at coordinating policy across departmental boundaries (see, for example,
Parker et al 2010). This study found that these problems are also found in relation to
coordinating policy between departments and the ALBs they sponsor. Interviewees noted
that ALBs often felt that they were not sufficiently involved in the policy-making process,
while representatives of departments often felt that ALBs were insufficiently responsive to
changes in the government policy agenda. Many related such problems to a lack of clarity
as to when and how ALBs should be involved in the policy-making process. There can also
be coordination difficulties when a number of ALBs work in a specific policy area and where
they are reluctant to act together and pool resources, or support a central government
initiative.

* Problems with maintaining clear accountability arrangements. Most theoretical

frameworks that provide guidance on creating strong accountability mechanisms
emphasise that the first step is to ensure that accountable individuals know what they are
responsible for (see Figure 13). The failure to clearly define responsibilities is partly revealed
by difficulties in determining responsibility when things go wrong in ALBs, as shown in
high-profile inquiries such as that into the Rural Payments Agency or the Qualifications and
Curriculum Authority (QCA).



Figure 13: Four principles of accountability

1. Clarity of accountability: The person accountable must know what he or she is
accountable for, and to whom he or she is accountable and these accountabilities
must be documented and publicly available.

2. Sufficiency of control: The person accountable must have sufficient control over
the outcomes for which he or she is held responsible.

3. Clarity of consequences: The person accountable must be made aware of the
likely consequences that will result from carrying out responsibilities at above or
below defined levels (and consequences should be proportionate).

4. Sufficiency of information: There must be enough information available to
judge whether responsibilities have been performed.

Source: Institute for Government synthesis of a range of sources, including Pollitt and Bouckaert 2004 and Bovens 2007

These problems that tie back to failures in clarifying roles and responsibilities are clearly
significant. However, our research suggests that lack of clarity is caused by deeper factors as set
out below, such as hasty creation; lack of effective reviews of impact; confusion of responsibility
across the wider institutional landscape; and misleading terminology.

The hasty creation of bodies

Many people we spoke to who had been involved in establishing new ALBs testified to a
somewhat chaotic process around the formation of ALBs, particularly where they were set up
as a political response to a perceived crisis. The decision to set up a new body may be taken in
the heat of the moment, under pressure to be seen to be responding, without consideration
of whether an existing body could or should have its role slightly extended. Those involved in
this process rarely had previous experience of establishing new bodies and limited knowledge
of theoretical and technical issues in arm’s length government more generally.”” There was

no centre of expertise for them to draw on. Those involved in setting up bodies also felt

that central guidance was excessively formulaic and would have liked more positive support
in defining statutory arrangements and framework documents. Such issues mean that the
institutional form that some ALBs have taken are often the result of arbitrary rather than
planned factors and many involved in the process were dissatisfied with the degree of clarity
provided on institutional remit. This is problematic because, as other research studies have
pointed out:

When a public body is regarded as having been established through a ‘fudge’,
the lack of clarity around why it has been created and what it is there to do can
obstruct its ability to succeed. (Veredus 2006)

The absence of structured checks of ALB role and institutional form

Until eight years ago, each government department was obliged to conduct reviews of the
public bodies for which they were responsible every five years. These Quinquennial Reviews
were scrapped after the 2002 Alexander Report found that ‘An estimated £5 million per
annum is spent on Quinquennial Reviews, yet there are few examples of the... process itself



producing significant business change’ (CO 2002). Interviewees highlighted that many of these
problems were due to the fact that the reviews were conducted by the department meaning
that they were not independent, they did not assess how departmental practices might be
inhibiting effectiveness, and failed to provide challenge to ministers on decisions to set up

and retain specific bodies. In 2003, Quinquennial Reviews were replaced in 2003 by ‘end-to-
end’ or landscape reviews linked to Public Service Agreement targets set for each government
department — but these are entirely optional for departments. As a result, several large NDPBs
have not been subject to review for 10 years or more, and many NMDs have never been
subjected to independent review as they were not picked up in Quinquennial or Capability
Reviews.”

In addition, reviews tend to be reactive, often instigated following the emergence of high-profile
issues, as in the case of the review of the Advisory Council on Misuse of Drugs. The Magee
Review of the Legal Services Commission (LSC) highlighted the absence of regular external
review as a major contributor to the confusion over the respective roles and responsibilities

of the LSC and the Ministry of Justice: changes in the policy environment were not reflected,
performance issues were not highlighted and dealt with early enough, and problems became
embedded and more difficult to resolve (Magee 2010).

The absence of formal review is exacerbated by failures to follow Treasury guidance, which
advises that departments review ALB framework documents every three years. According to an
NAO survey, only 54% of NDPB sponsor teams reviewed framework documents at least every
three years (NAO 2010a). And nearly a third of big-spending NDPBs had not been informally
reviewed within the last five years (see Figure 14) (NAO 2010a).

Figure 14: Last evaluation of NDPB being optimum delivery vehicle for 41 NDPBs
spending over £60 million per year (%, self-reported by departments)

Unknown

Within last year

None in the last 5 years

Within last 5 years

Within last 3 years

Note: ‘Evaluation’ here is categorised in broad terms, and ranges from an independent, expert assessment and stakeholder consultations to
less formal discussions between department and NDPB

Source: NAO 2010a



The overall confusion in the institutional landscape

Weaknesses of existing framework documents and failures to update them are felt more acutely
because of the overall lack of consistency in the management of ALBs. There is often little
theoretical or empirical justification for the degree of freedom enjoyed by specific ALBs. Given
their functions, a number of ALBs appear to have been given either too much or insufficient
independence from political influence, increasing the risk that disagreements will arise over
institutional roles and freedoms.™ ALBs and sponsors look to precedent and practice in similar
bodies for clues about how a specific relationship should operate. However, the inconsistent
designation and application of institutional status means that neither experience nor practice
elsewhere are reliable guides for how a specific body should be treated. Sponsor departments
and ALBs therefore often settle on different views regarding an ALB’s role and freedoms,
generating conflict over roles and responsibilities. Our research suggested that this issue applies
particularly to ministers who move frequently between departments and to ALB appointees
who have experience of previous bodies.

The overall impression from our research was that the benefits of a flexible approach to

each organisation are therefore often outweighed by the complexity that results from
current variations in governance and relationships with sponsor departments. Complexity
leads to significant ‘reinventing of the wheel’ for each organisation, particularly because
mechanisms for sharing best practice across ALBs and sponsor departments are weak (see
section 3.3). A lack of clarity on standard practice also enables renegotiations of institutional
status, with some changes to status being made without direct ministerial involvement in
decisions. For example, 16 of 41 NDPBs surveyed by the NAO in 2010 had departmental
representatives attending board meetings, some being actively involved in decision-making.
Although board representation is currently most often a matter of departmental discretion,
board representation fundamentally affects the department’s ability to distance itself from
operational responsibility when things go wrong. For example, the fact that the Department
for Children, Schools and Families (DCSF) had observers at the Qualifications and Curriculum
Development Agency (then QCA) board led DCSF Select Committee Chairman Barry Sheerman
to state:

We are not saying Ed Balls (Schools Secretary) and Jim Knight the Schools
Minister were manipulating everything... They weren’t doing that, but at the
same time their fingerprints are on part of this in the sense that the department
has observers at all these meetings.

Flexibility is clearly required in some areas but areas of flexibility are rarely explicitly agreed, nor
are clear reasons provided for differential practices. Further, the degree of flexibility currently
allowed creates additional costs for sponsors. As one sponsor pointed out:

At times we’re going back to primary legislation to work out what we can and
can’t do, if there is any! And we have to keep going back because the rules seems
to be different for most of our ALBs.



Misleading terminology

Seminars repeatedly highlighted that the names of institutional forms and specific ALBs
encouraged false impressions about the degree of autonomy that an ALB should enjoy.
Managers refer to framework documents only on an (at best) periodic basis, so institutional
names provide an important signal to managers and the wider public about an ALB’s role and
freedoms. The labels of ‘non-ministerial department’, ‘non-departmental’ and ‘independent’
appear to be particularly misleading, as applied currently.

Maintaining productive institutional relationships

The second major issue for performance cited by participants in our research was the challenge
of maintaining constructive relationships between ALBs and sponsor teams in the department.
Our research supports that of Veredus, which found that:

Around 60% of people we spoke to said that they had experienced difficulties
with the sponsor/NDPB relationship. (Veredus 2006)

Our research showed tensions ranging from chairs and chief executives feeling unable to

access key decision-makers within the department, to tensions over the setting of business
targets, to aspects of corporate governance and staff pay. Departments meanwhile complained
about turnover in ALBs, as well as the unrealistic expectations of smaller ALBs regarding the
importance the department would attach to them and the level of ministerial access they
would be given. These issues did not apply only to executive NDPBs but also to NMDs, public
corporations and parliamentary bodies. Issues also affected some executive agencies although,
in general, executive agencies experienced fewer difficulties, presumably because their freedoms
from departmental control are extremely limited. It should be noted, however, that while there
were often difficulties, most people were able to manage around them and relationships rarely
broke down entirely. Hence, around three quarters of the large NDPBs recently surveyed by the
National Audit Office reported ‘good’ or ‘very good’ overall relationships with their sponsor
department (NAO 2010a).

Nonetheless, our research clearly found that many ALBs and sponsors felt that they had not yet
achieved an appropriate balance between freedom and control. Current practice varies widely,
even across larger bodies as shown in Figure 15.



Figure 15: Frequency of NDPB and departmental sponsor meeting for 41 NDPBs spending
over £60 million (%)

Weekly

Less than quarterly

Monthly

Quarterly

Source: NAO 2010a

Some variation in sponsorship practices is, of course, desirable. Institute for Government
seminars repeatedly identified the need for ‘proportionate sponsorship’, whereby smaller bodies
of less strategic significance require less scrutiny. However, those working in this area reported:

“Some NDPBs report unnecessary micro-management and others report
r”

‘benign neglect’.” Capability Review of the Department for Trade and Industry
(CO 2006b)

Our research highlighted reports of both:

* Neglect of ALBs: It is clear that some ALBs undergo relatively little scrutiny and are
deemed to be ‘out of sight and out of mind’ of their sponsor departments. Smaller, higher-
performing or less politically sensitive bodies may require less scrutiny and supervision but
we found that there had been relatively little scrutiny of quite large ALBs (as detailed in
section 3.1 above). Where relationships become too distant, it is more difficult to generate
appropriate performance pressures, to ensure coordination of policy and delivery or to
identify potential risks or political sensitivities.

* Micro-management of ALBs: On occasions, departments direct ALBs in a way that
damaged the organisation’s ability to carry out a core function with an appropriate degree
of independence. For example, following problems in exam-marking in 2007, a cross-party
select committee concluded: ‘We believe that DCSF has involved itself too much in the
detail of delivery, placing undue constraints on the executive decision-making abilities of its
agency [QCA]’ (BBC 2009).



Even where micro-management does not extend to inappropriate direction-setting, it can

increase bureaucratic burdens for ALBs in terms of reporting on actions and decisions, with
ALB representatives complaining about repeated requests for information which served no
obvious purpose. As one former civil servant and current NDPB chair noted:

We were imposing an incredibly onerous template on a three-person body.

In recognition of such issues, departments are currently making efforts to improve coordination
in the way that they manage ALBs, putting in place basics such as consistent framework
agreement templates and improved consistency in performance monitoring. And the recent
Treasury review of ALBs recognised the need to pursue still further work in this area, providing
additional guidance to departmental sponsors in March 2010 (HMT 2010a).” Such moves are
certainly needed, as several Institute for Government seminar attendees went as far as to argue
that the degree of performance oversight of any ALB depended more on the experience and
resources available to the individual sponsor unit, than on any consideration of the appropriate
control mechanisms for each ALB.

Failures to achieve proportionate institutional scrutiny appear to have multiple causes. One
major contributor to tensions (where they exist) is clearly lack of clarity on institutional remit,
discussed above. We found several examples of misunderstandings that grew into organisational
tensions, particularly when expectations for institutions and individuals new to their roles were
not clarified. As one senior civil servant observed:

Some of the appointments letters going out [to NDPB chairs| were woeful - they
didn’t set expectations or they set the wrong ones.

Our research suggests that micro-management of ALBs also stems from the belief that
government will always be blamed for ALB performance failings. The available evidence
suggests that this is not, however, entirely true — and may be used too freely as an excuse for
interventions that may not be the best way of stimulating improved performance. For example,
while 66% of citizens feel that because government has a role in setting the remit and resource
for independent organisations’ they can never really be independent, the public often blames
ALBs for operational failings (ippr and PwC 2009). And following the failure of the QCA to mark
school SATs tests on time in 2008, around two thirds of people blamed the QCA for the failure
— a balance that reasonably reflects findings of the select committee inquiry into the subject
(see Figure 16).



Figure 16. Q. Who is to blame if there is a delay in exam results because of a problem
with the marking process? (%)
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Source: ippr and PwC 2009 (figure 10), n, ‘no extra information’ = 499; n, ‘link made clear’ = 521

Many interviewees recognised these facts — and accepted on reflection that ALBs are not

as exempt from blame and sanction as commentators sometimes suggest. Indeed, NDPB

chairs often argue that they are in practice much more accountable than their civil service
counterparts. They are accountable to the department and the minister, they can be summoned
to appear before a select committee, and while civil servants are rarely named and can take
refuge behind the doctrine of ministerial responsibility, ALB chairs and CEOs appear in the
media in their own right and can carry the can for their decisions. While there is an open
question as to whether sanctions for ALB underperformance are sufficiently exploited, sanctions
are available should Parliament or ministers choose to use them. High-profile dismissals or
forced resignations are relatively rare but include those of Dr Ken Boston from the QCA and
Johnston McNeill from the Rural Payments Agency. Many insiders also assert that a significant
proportion of NDPB chairs stand down or do not apply for reappointment due to pressure from
politicians over perceived performance concerns or problems in personal relationships.

Discussion surrounding accountability usually led people working in ALBs or sponsor teams to
conclude that accountability for ALB performance would usually be to some extent shared,
although clarity should be aspired to. And seminar attendees concluded too that public
accountability would always be somewhat dynamic. If ministers claimed credit when things
were going well, they argued, then they should not be surprised if they were blamed for
subsequent failings.

Developing the skills needed for operating government at arm'’s length

Skills deficiencies underpinned both failures to clearly define roles and responsibilities and
difficulties in achieving effective relationships between ALBs and sponsor departments.
Participants in our research repeatedly highlighted that the skill-set required for those working
in arm'’s length government was slightly different to that needed in other roles and institutions.



In particular, new ALB appointees were seen as needing a clear understanding of the political
environment, and strong skills in relationship and stakeholder management, and in influencing.
Sponsors also need strong relationship and stakeholder management skills, but there is also a
premium on performance management expertise.

Those coming from the private sector into ALB leadership positions were seen as having
particular difficulties in adapting to the context in which ALBs operate, being unused to the
degree of negotiation, compromise and public scrutiny present in the public sector operating
environment. New ALB board members from a range of backgrounds also told us that they felt
unprepared for aspects of their role and relatively unsupported and isolated.

Just as ALB leaders are sometimes plunged into an unfamiliar environment, many civil servants
become sponsors of large ALBs with no previous experience of sponsorship. Sponsors are

often relatively junior (particularly in comparison to the chairs and chief executive with whom
they must deal), and the civil service provides little generalist training in some of the core

skills of sponsorship, including performance management. Evidence of weak performance
management is found in NAO research into NDPB performance management (NAO 2010a).
There was generally a reasonable degree of alignment between NDPB objectives and the
objectives of sponsor departments, with 73% of NDPBs believing there was a ‘strong’ link, 17%
a ‘'moderate’ link, and 9% a ‘weak’ or ‘negligible’ link between NDPB performance measures and
departmental strategic objectives (NAO 2010a). However, the NAO cited a range of technical
issues including failures to define what overspending and underperformance would look like,

a 50% churn in performance indicators between 2006-07 and 2008-09, and a shortage of
outcome and cost-effectiveness measures — concluding that:

NDPB framework documents are usually sensibly aligned with Government
objectives, and there is an increasing focus on NDPB results in performance
monitoring. But the information available under these arrangements rarely
yields an overview of NDPB value for money or cost-effectiveness, or promotes
improvements in performance as vigorously as it might. (NAO 2010a)

As a result of parliamentary reforms instituted in 2002 and 2003, each House of Commons
Select Committee is now tasked specifically with monitoring the work of the department'’s
executive agencies, NDPBs, regulators and other associated public bodies and scrutinising major
appointments made by the department. In addition, the Public Accounts Committee looks at
individual ALBs where issues of efficiency and effectiveness arise. However, our research raised
serious questions over whether Parliament is currently skilled (or resourced) to carry out its
scrutiny functions. Seminar attendees were particularly concerned about Parliament’s ability

to hold to account those bodies that are directly accountable to Parliament, rather than to
departments. This concern has been raised in a number of inquiries, including a recent review of
economic regulation, which concluded that:

We agree with the conclusion of many of our witnesses that ‘there is a crucial
need for greater parliamentary oversight... over regulation bodies [which are
ALBs]'. The question of who regulates the regulators has not been answered
and will not go away. (HoL 2007)



In particular, there were doubts as to whether parliamentarians could be realistically
expected to have the in-depth knowledge to make decisions on ALB budgets, without greater
administrative support. Currently, parliamentary scrutiny of decisions regarding ALB budgets
is limited. In practice, many departmental recommendations on ALB budgets are simply
‘ticked through’, although this may change in the context of flat and reducing budgets across
government. Questions were also raised as to MP’s appetite to call to account NDPB and
parliamentary body leaders, rather than to focus on the performance of politicians. Leaders
of large NDPBs and NMDs cited a reluctance of select committees to call on chairs and chief
executives to account for ALB spending or decisions.

A number of underlying reasons for skills and knowledge gaps were highlighted, including
ongoing challenges for attracting the best ALB board members, limited development
opportunities, weak mechanisms for sharing best practice, and an undervaluing of the
sponsorship function within Whitehall.

Ongoing challenges for attracting and appointing the best possible people to ALB boards

It was clear from our research that some board members are selected based on their role

in other organisations and stakeholder groups rather than for their ability to contribute
substantially to management responsibilities. This mistakes the function of the board, which is
not supposed to be a stakeholder forum but to ensure the effective running of an organisation.
The board carries out important functions that should be separated from the important task of
relating to stakeholders and requires a specific set of skills.

In addition, a number of other issues surrounding appointments were highlighted. Several
departments and chairs reported that the appointments process was somewhat unwieldy, with
appointments taking longer to make than in the private sector. Former applicants reported
difficulties in navigating Office for the Commissioner of Public Appointments (OCPA) processes,
which they believed might be off-putting to plausible candidates. A particular problem cited
was the fact that potential board members must apply appointment by appointment rather
than being sifted for general suitability to a board position and then alerted to upcoming
vacancies. ALBs and academics also observed some risk aversion in appointments, with a recent
ESRC-funded project led by Professor Matthew Flinders finding a tendency to appoint people
who have done similar jobs before rather than trying to bring in new talent — although there are
examples of good practice in some departments, which actively seek to build board talent and
diversity.

Insufficient induction for new ALB appointees
A research study based on interviews with 75 NDPB chairs and chief executives found that:

The biggest concern voiced by leaders overall was the perceived absence of
induction and mentoring... only 2 of 75 leaders spoken to had been offered
support in the form of coach or mentor when they arrived in the job. (Veredus
2006)



This finding was reflected in our research, which revealed a strong appetite for greater sharing
of experience across ALBs, as well as better basic information on entering the role, with a new
CEO suggesting that it would be worth instituting a more formal buddying process for new
appointees to help the new CEO navigate the new landscape. This is despite a growing number
of induction and development programmes, such as the new programme for NHS appointees,
organised by the Appointments Commission, which begins as soon as an appointee takes up
their role and continues throughout the first year in post.

Limited appreciation of the sponsorship role within Whitehall

‘Delivering through others’ is in theory a core skill for civil servants, as defined by the
Professional Skills for Government framework, but our research suggests that in practice the
sponsorship role is not always afforded the status it merits given its importance for government
effectiveness. Sponsorship is not seen as a way of ‘getting ahead’ in Whitehall. The generalist
ethos of the civil service, while eroding, may also militate against a full appreciation of the
specialist skills required in sponsorship, resulting in an overwillingness to assign sponsorship
roles to individuals with limited experience, without providing adequate support.

Limited mechanisms for developing and sharing of best practice

As shown, there is wide variation in departmental approaches to managing their relationships
with ALBs. While the Public Bodies team in the Cabinet Office provides guidance on rules and
regulations, particularly for establishing a body, and the Treasury has recently published some
helpful guidance, there is no active centre of excellence to share best practice, and there are
few forums or networks for senior sponsors to share their experiences.'® There are individuals
with deep understanding and expertise in sponsorship but expertise is often not shared even
within a department, let alone across departmental boundaries. There are some major areas

of differential practice where advice or discussion might help to clarify best practice. For
example, some departments oversee the department’s ALB relationships primarily from one
central team, which enables a more coordinated approach, while other departments place
sponsorship responsibilities with relevant policy teams, enabling greater sensitivity to the policy
questions. Similarly, there are debates about whether a ‘Fraser Figure’ (a senior figure with
overall responsibility for ensuring productive relationships between a department and its ALBs)
is useful.” We found significant appetite for stronger coordination mechanisms, such as a Fraser
Figure, although sceptics highlighted that similar measures had been tried before.

There are also few mechanisms for developing best practice. Little research has been conducted
into issues of special relevance to ALBs, in part due to the tendency of ministers and officials to
prioritise research on policy and departmental matters. Smaller bodies and sponsor teams have
found NAO thematic reviews, such as Good Practice in Performance Reporting in Executive
Agencies and Non-Departmental Public Bodies, to be a useful means of gaining information on
best practice in specific areas (NAO 2000).

3.3 Legitimacy

It is important background to the public debate on arm’s length government that neither
ministers nor civil servants enjoy high public trust (see Figure 17). Indeed, relative mistrust of
politicians to carry out specific functions in the long-term public interest is one of the reasons
for establishing bodies at arm’s length from politics in the first place (see section 2.1).



Figure 17: Trust in professions to tell the truth (% trusting)
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Further, it is clear that the public have high trust in many well-known ALBs: for example, 69% of
the public thought the BBC, a public corporation, was trustworthy in 2009 (Glover 2009). ALB
service users also appear to be relatively unconcerned about institutional forms. Satisfaction
with public services does not appear to vary greatly depending on the institutional form
through which it is delivered (BSAS 2009).

Nonetheless, media representations and public comment suggest strong misgivings about arm'’s
length government in general. Some of these concerns relate to fears of government waste and
inefficiency, with perceptions that some ALBs perform functions that should not be funded by
the taxpayer. Here, high-profile examples of ALBs that have functions that are not central to the
running of the state as such are used as symbols of waste, even if they are not primarily funded
by government taxation.

However, there are some more specific issues that excite particular unease for the public.

First, there is a perception that ALB leaders are paid excessively high salaries in comparison to
other public servants. There is no doubt that some ALB leaders are paid more than some civil
servants — and indeed ministers — with a handful of top earners earning in excess of £500,000
per year. These high earners are usually leaders of organisations with commercial qualities, such
as the BBC, Royal Mail or Network Rail or industry regulators (TPA 2009). Overall, there is high
variation in pay in ALBs (see Figure 18). However, pay in executive agencies is in line with core
departmental limits and where high salaries are paid in NDPBs, they are generally comparable
or lower than those of people with similar responsibilities in the private sector. While some
people we spoke to in our research highlighted examples of those working in ALBs being paid
‘over the odds’ particularly in comparison to civil servants with similar responsibilities, there
was a recognition that the more generous civil service pension scheme needed to be taken into
account when comparing benefits.



Figure 18: Average staff costs per employee in 155 executive NDPBs, (£, 2007-08)
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Where they exist, high salaries may be a concern for the public but many leaders of high-paying
NDPBs are adamant that paying higher salaries allows them to attract the high-quality staff
they require and allows them to employ fewer staff overall. There may therefore be a tension
between effectiveness and public acceptability.

A second concern, which is generally echoed in politicians’ views, is that some ALBs are
spending money on advertising and public relations companies. Like the issue of pay, the

issue of advertising spend is not a concern that is peculiar to ALBs. Many in government are
becoming more interested in the ways that new modes of communication can inform and
promote behavioural outcomes, and advertising can sometimes be a cost-effective public
policy intervention (Dolan et al 2010). The issue of PR spending is perhaps more problematic,
particularly if it can be seen as funding active campaigning against government policy in

a particular area or promoting narrow institutional interests. There is, however, limited
information on the scale of such spending, although it is believed to be small — and details

of such spending by ALBs on PR has been scrutinised by Parliament through parliamentary
questions. Ministerial concerns about this issue remain, however, leading the former Labour
government to issue Treasury guidance in March 2010, which expressly stated that ‘ALBs must
not use public funds to employ external public affairs or other consultants to lobby Parliament
or Government with the principal aim of altering government policy or to obtain increased
funding’ (HMT 2010a).

The third concern, relating to all others, is a sense that ALBs are ‘unaccountable’. As shown

in section 3.2, this is not straightforwardly the case (Figure 16), although such concerns will
require ongoing focus. However, concerns about accountability are exacerbated by a feeling
that NDPB board members are unrepresentative of the communities they serve. This is partly
true. Not only are women and ethnic minorities underrepresented but NDPBs are also highly
geographically unrepresentative. London is home to 2.5 times as many board members as



its population would suggest (Leslie and Dallison 2009). Nonetheless, in many ways, ALBs

are more representative than other leadership groups in Britain, such as FTSE 100 directors,

a fact that supports the claims of many we spoke to that NDPB boards can provide a useful
mechanism for increasing diversity in public leadership roles (see Figure 19). In addition,
government has been focusing on increasing diversity of appointees in recent years. In 2009,
the Government Equalities Office launched new targets in relation to diversity on the boards of
public bodies, together with a cross-Government action plan to increase progress.

Figure 19: Representativeness of appointees in 2008 (% by group)
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Concerns over representativeness are exacerbated by suspicions of patronage. Newspaper
comment pages frequently express these, and concerns such as "We pay for it for the parties to
curry favour with their friends’ or ‘all that will change is that Labour’s placemen will have been
excised to be replaced by Tory placemen’ are not uncommon (Scotsman 2009). Such fears may
be exacerbated by visible high-profile NDPB chairs with a history of close ties to the party in
office. They may also reflect the public’s attachment to fairness and representativeness. Back
in 1994, 61% of the public thought that some board members should be should be selected at
random from the electoral register to serve on national ‘quangos’ (Democratic Audit 1994).

The Office for the Commissioner of Public Appointments (OCPA) was set up in 1995 to ensure
political impartiality in public appointments. OCPA monitors all public appointments to ensure
fairness and independent scrutiny at all stages of the appointments process but its effectiveness
is difficult to judge based on current data. On the specific issue of political patronage, a recent
ESRC-funded project led by Professor Matthew Flinders suggests that such political patronage

in appointments is neither as prevalent nor as straightforward as commentators often suggest



— OCPA data suggest that the vast majority of people appointed to ALBs claim no political
affiliation at all (see Figure 20). However, OCPA data show that there is clearly a slight bias
towards the incumbent party in public appointees. This does not necessarily mean that there is
political bias in the appointments process: it may simply be that potential applicants are more
likely to apply to serve a political party whose policies they are more sympathetic to.

Figure 20: Appointments and reappointments to ALB boards by former political
affiliation, if a former political affiliation is declared (%)
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Unfortunately, there is at present no way of reassuring the public of political impartiality of
appointments because OCPA has never published (or we believe carried out) any analysis to
track the political affiliation of applicants at all stages of the recruitment process. And the

fact that a number of ex-ministers have been appointed to senior ALB jobs (for example Lord
Whitty at Consumer Focus and Lord Smith at the Environment Agency) therefore may have a
disproportionate impact on public opinion. Such issues are also of major concern to ministers,
particularly at times of political transition. Our research suggested that trust between NDPB
chairs and ministers was an important basis for a good institutional relationship — and that
trust was usually greatest when the current ministers had been involved in the appointment of
the current chair. Ministerial rotation alone clearly presents a major challenge here - but, when
combined with political transition, special focus may be required to build trust and clarity of
institutional roles, responsibilities and freedoms will become particularly important.

There may be a number of underlying causes of public and political mistrust in ALBs, including:

* Lack of transparency: Public knowledge of ALBs, appointments processes and funding
arrangements appears to be limited. This is not entirely surprising as public disclosure
of this information is not good. Improvements are being made through Directgov, the
government’s online information portal, but there is still no one place where details of ALB
numbers, spend, leaders and relationship to government can be found. Admittedly this may



be of more concern to researchers than service users but it clearly contributes to a sense
that ALBs are ‘out of control’.

« Confusing arrangements: Along with the lack of transparency, the level of diversity and
complexity in the landscape makes understanding ALBs, their relationship to government
and what the public can do to hold them accountable for performance extremely difficult.
In the face of this complexity, it is difficult to persuade the public that anyone has a precise
grasp on these bodies and what happens within them.

« Strong fairness preferences: Concerns over pay, PR and board representativeness may be
indicative of the public’s strong fairness preferences in these areas. There may be tensions
between these preferences and operational effectiveness — meaning that politicians may
need to consider the degree to which bodies can be given freedoms in these areas or to
justify decisions made. All major political parties have made commitments to investigate
the areas where fairness concerns are most apparent with a view to potentially curtailing
ALB freedoms to maintain public trust in the institutional landscape.

Key findings: Challenges for arm’s length government

* The respective roles and responsibilities of ALBs and sponsor departments are
not always clearly defined. This leads to relatively frequent duplication of activity,
issues periodically falling between the cracks, and confused accountability.

« Where it occurs, lack of clarity on roles and responsibilities is caused by the hasty
creation of new bodies; the absence of any structured checks to ensure that
each ALB’s existence remains justified; a high degree of rotation in ministers and
sponsor teams; and a high degree of unnecessary variation in the ALB governance
arrangements.

+ More than two thirds of those leading large NDPBs describe their relationships with
sponsor departments as good. However, sponsor departments often appear to
have difficulties in avoiding either micro-management or neglect of ALBs, both of
which severely impede cost-effectiveness. Difficulties in this area appear to result
largely from lack of clarity on roles and responsibilities, but they are exacerbated
by weaknesses in induction of ALB leaders; shortages of good-quality management
information; absence of mechanisms for sharing best practice; and the low
priority that civil servants and MPs appear to place on managing the arm’s length
landscape.

« Public views of ALBs are more nuanced than commentators often suggest.
Contrary to media rhetoric, the public often trusts specific ALBs far more than
organisations under direct political control and ALBs often do get much of the
blame when they make mistakes or perform poorly.

« It is clear, however, that there is a dislike for the generic concept of ‘quangos’.
This mistrust is exacerbated by the fact that government cannot provide reliable
information on what these bodies are, what they do, what they spend and
how they are held accountable. It also remains true that ALB boards are not
representative of the wider public, although they are more representative in terms
of gender, race and disability than comparable leadership groups in the civil service,
business or national politics.



4. Recommendations

4.1 Areas for immediate focus

Previous attempts at reform of arm'’s length government in the UK have tended to focus on
reducing the numbers of ALBs. Ongoing focus on cost is clearly inevitable in the current fiscal
climate and some functions performed by ALBs may be considered no longer to be affordable.
But, based on historical experience, an excessive focus on the number of bodies will be unlikely
to yield long-term improvements to arm'’s length government, and it neglects the fact that ALB
spending is concentrated in just a handful of larger bodies. Restructurings can be an effective
way of achieving economies of scale but, given the costs and disruption involved, care should be
taken to ensure that any such moves are justified by a clear business case.

Instead of a simplistic numbers game, focus needs to shift to addressing the deep-seated
problems that appear to be common to a high proportion of bodies operating at arm'’s length
from political control: lack of clarity over roles and responsibilities; sub-optimal relationships
between sponsor departments and ALBs; and skills gaps. Steps are also required to address
public concerns about transparency and legitimacy.

Our research suggested that clearer controls are needed to ensure that ALBs are set up on a
more stable footing, with greater clarity of organisational role, responsibilities and freedoms.
We therefore recommend that government should:

1. Ensure that new ALBs are approved by the centre of government and subjected to
scrutiny by the relevant select committee and by the Public Administration Select
Committee (PASC). PASC would have a specific horizon-scanning remit to ensure that
form continues to follow function. Every new ALB needs to have a clear business case
attached, and should include details of why the function needs to be performed in the
public sector and why it can’t be given to an existing body. This business case should be
approved by the Cabinet Office. Given the costs and disruption involved, the Cabinet
Office and select committees should also carefully scrutinise the business cases for any
proposed reorganisation of existing bodies, and no reorganisation should be permitted
without a supporting business case.

2. Ensure that when new ALBs are established, ‘sunset’ clauses are included, defining
the expected time when the new body should undergo a GAP Review (see below) and/or
be disbanded.

Once established, it is clear that stronger mechanisms are required to counterbalance the
tendency for ALBs to lose their connection to government’s policy agenda, and to ensure that
roles and responsibilities remain appropriate for the policy environment. There also needs to be
a check on the effectiveness with which the department is performing the sponsorship function.
We therefore propose that government should:

3. Introduce Governance and Performance (GAP) Reviews, to be conducted every three
to five years for all ALBs spending over £50 million. Unlike old Quinquennial Reviews, GAP
Reviews should examine the responsibilities of both ALBs and their sponsor departments
to ensure they are clearly defined and still fit for purpose. Reviews must also ensure
that both sides are delivering their responsibilities cost-effectively. Reviews should be
conducted by individuals who are sufficiently independent of the department and the
review methodology should include a ‘peer review’ element, with those working in or



sponsoring ALBs reviewing others, to stimulate cross-sector learning. Reviews should be
published and given the power to recommend that an ALB should be disbanded or its form
changed. Costs would be controlled by ensuring that reviewers are unpaid (conducting one
review per year would be considered a core part of an ALB chair, chief executive or a senior
sponsor’s role) and ensuring that review secretariats are kept small. Findings from reviews
would be held and analysed centrally to distil and disseminate general lessons about best
practice to the wider ALB/sponsor community.

Possible areas for focus within the review could be:

* Governance review: Check of framework documents, and interviews with sponsors and
ALB leadership to ensure that organisational roles, responsibilities and accountabilities
are clearly defined. The governance review should encompass stakeholder feedback and
analyse where the assessments of the organisation, department and stakeholders are
significantly different. The review should also explicitly seek the views of the sponsor
minister and check for evidence of mission creep or additional demands from the
department which fall outside the framework document.

+ Managing finances: Straightforward assessment of NAO audit results over a three-year
period and exploration of reasons for any qualification of accounts. Focus on technical
financial competence and management of budget.

+ Managing resources: Efficient use of public funds, based on assessment against an
agreed set of metrics. The NAO might conduct a rolling programme of value-for-money
reviews of ALBs to feed into these assessments.

+ Managing performance - delivery: How well is the organisation delivering its priority
services, outcomes and improvements that are important to the public? This requires
the body to demonstrate that it has consulted public as well as other stakeholders on
priorities. This assessment should use existing performance targets as a basis of review
but also identify where targets are weak or have gaps.

+ Managing performance - capability: Does the organisation have the leadership, board
composition, capacity and capability it needs to deliver future improvements?

Smaller-scale exercises, ‘GAP health checks’, should be conducted for all ALBs spending
less than £50 million. These could rely entirely on a peer review using a common set
of questions and readily available data source to minimise cost and disruption. Those
conducting smaller-scale reviews should be given the power to recommend a more in-
depth assessment if there appear to be major cause for concern.

That ALBs are not currently subject to a public, independent review of this kind is exceptional
for public sector organisations. Its introduction will provide opportunities to identify remit and
performance issues early and will provide visible reassurance of the public of the accountability
of these bodies.



There are a range of measures that can be taken to build the skills of those in ALBs and sponsor
teams, and action in this area would be welcome encouragement to Whitehall that effective
sponsorship is now central to effective government. We therefore recommend that:

4. Departments and ALBs should ensure that ministers, ALB appointees and those
moving into sponsorship roles receive appropriate briefing, induction and mentoring.
ALB appointees must be provided with opportunities to understand the wider context of
departmental business and sponsor teams must provide specialist training on building and
maintaining effective relationships, at both individual and corporate levels. The Institute
for Government briefing notes provide one starting point for briefing those new to various
ALB roles, and include information on:

* Ministerial relationships
« Sponsor roles

* Appointments

* Mergers'®

More generic guidance should be coordinated from a central point to make sure that
there is a common approach between departments and across similar ALBs.

5. The National Audit Office should, with appropriate resources, increase thematic
reviews of functions such as grant allocation and benchmark ALB efficiency, in order to
promote best practice across ALBs and sponsor teams.

6. The government should expand the role of the Public Bodies team in the Cabinet
Office to deliver the recommendations in this report. This team (or a lead department)
should also act as an expert resource for departments, facilitating the sharing of best
practice across sponsorship teams and ensuring the availability of appropriate training
for sponsor teams and ALB board members. This recommendation would support moves
towards a centre of government that focuses on strategic coordination and capability
building, as recommended in previous Institute for Government research (Parker et al
2010).

Measures are also required to increase transparency and build public confidence. Here we
propose that:

7. As recommended by PASC in 2001 (PASC 2001), government should provide a
complete, up-to-date list of all ALBs, alongside details of their expenditure, their
relationship to government, the names of the lead officials responsible for sponsoring
them, and links to their websites (building on the work of Directgov).

8. OCPA should conduct a research exercise every three to five years to investigate
whether direct or indirect political influence is operating in the public appointments
process. This exercise will show the proportion of applicants who start the application and
their party affiliations and will track whether any party balance of applicants is reflected
in eventual appointments, just as for other characteristics.



9. ALBs should publish transparent information on their role, relationship to government,
funding and performance in a standard format. This format should include information on:

* Who the public can complain to about the decisions of the body.

« Who set up the ALB (legislation or other), and who appoints and can dismiss those in
charge.

« Sources of income for the ALB and arrangements for approval of the budget.

« The salaries of the senior management team.

« Results of GAP Reviews and information on when they are next due to be reviewed or
audited.

* Whether they are subject to external oversight by any other bodies etc.

This can be done simply and at low cost through current annual reports and through a
form of kitemark on website front pages which links through to this core information. A
kitemark of this kind has been implemented in Wales (see Figure 21), although more logical
categorisations could be generated for England if a new taxonomy for ALBs is implemented
(see section 4.2).

Figure 21: Welsh Assembly Government ALB kitemarks

s | | UL | |
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Sponsored by Funded by Welsh Assembly
Welsh Assembly Welsh Assembly GOV_efnment
Government Government Initiative

4.2 A programme for radical change: a new taxonomy for arm'’s length
government

All of the above measures will help to bring greater coherence to the ALB landscape, to improve
cost-effectiveness and to build public confidence. However, in themselves they do not go far
enough in rationalising the existing landscape, nor do they relate form more closely to function.
This can only be done by a more fundamental look at the classification of bodies and the creation
of new, more distinct categories that enable form to be directly related to function.

We are proposing a new taxonomy for public bodies that would clarify the landscape. The guiding
principle is that the classification is determined by the degree of freedom from executive control
on appointments, strategy, decisions and budget, which the body needs to be able to discharge its
functions.



Bodies providing advice to ministers with no independent budgets and staff would no longer

be regarded as part of the arm’s length landscape. There will need to be clear protocols on the
status of the advice of expert advisory committees and all advice would need to be published in
an agreed format. The independence of such bodies would be secured via these protocols and
through the reputation and expertise of advisers. As they have no executive functions these
bodies raise no major constitutional issues.

More radically, the cross-cutting category of NMD, where accountabilities are particularly unclear,
would disappear, with such bodies migrated into one of the new categories. Interestingly, a
hypothetical exercise suggests that NMDs would map to all points of the spectrum.

We propose a new taxonomy consisting of four classifications:"

1. The first category is the constitutional bodies like the Electoral Commission, the National
Audit Office and the Parliamentary Ombudsman. These are deliberately put at the greatest
distance from ministers to preserve the independence which is core to their ability to
perform their tasks and to protect them from ministerial interference in the exercise of their
judgement. Their primary accountability is to Parliament rather than to the executive.

2. The second category is what we suggest should be termed independent public interest
bodies. This category would comprise bodies whose credibility depends on them being
clearly insulated from ministerial interference. This would be achieved by a dual lock on
appointments — so that chairs and board members were appointed by ministers, but
subject to confirmation by the select committee —and could only be removed with select
committee agreement and only in limited circumstances. They would have an independent
public profile. Ministers would be able to provide guidance and, if set down in the founding
legislation, be able to override the body on policy — but only with parliamentary oversight
through the relevant select committee. The sorts of bodies that would be in this category are
the economic regulators, such as OfCom and OfGem, which need to be seen as free from
ministerial interference in the way they develop and implement regulatory regimes, to give
investors certainty; the competition authorities; guarantors of standards for the public, such
as the Food Standards Agency and the UK Statistics Authority; and independent watchdogs
of government activity, such as the Climate Change Committee (and the new Office for
Budget Responsibility).

3. The third category is departmental sponsored bodies. These are bodies that discharge core
functions on behalf of one or more government departments, but where there is benefit in
giving discretion to a body over those decisions, whether on grant-giving or on enforcement.
These can also include bodies where it makes sense to build independent technical expertise
or which have a special role as stewards of national assets (like many of the Department
for Culture, Media and Sport’s museums and galleries). It doesn’t make sense to run these
bodies as part of the department. These bodies would have the freedoms they need to fulfil
their roles, but would be expected to align their strategy with that of the departments, have
their business plan signed off by the department and ministers would be able to dismiss the
chair and other board members. Departments would have the right to send an observer to
board meetings. While they would be able to provide expert input into decisions, including
making their advice available to Parliament, through, for example, pre-legislative hearings,
they would not be allowed to actively ‘campaign’ against government policy. Like the other
bodies, employees of these organisations would not be on civil service terms and conditions.



4. The final category would be executive agencies, which would be defined broadly as they
are now. These should be regarded as business units of the department, for which ministers
are fully accountable (although they may not be involved in individual casework). The
permanent secretary may, as now, delegate some accounting officer responsibilities to the
chief executive with the agreement of the Treasury.

Figure 22 summarises what the new landscape might look like.

Figure 22: A new taxonomy for ALBs

Function Form Governance

« Free from executive control
« Accountable to Parliament not
Constitutional oversight ministers
Constitutional « Parliamentary role in appointments
bodies « Budget agreed with Parliament

« Ministerial appointments
- but approved by Parliament
« Sets own strategy within statutory
Independent public framework but with regard to dept
interest bodies guidance. Potential for limited power
of direction with parliamentary oversight
+ Budget approved by the department

Regulatory regime setters
Guarantors of standards
Independent watchdogs

inspection bodies hearings in Parliament
Stewardship of national assets + Business plan & budget signed off by
department

« Constitutionally part of the department
- no independent board & CE appointed
through civil service processes
« Budget decided by department
« Civil service terms & conditions

Delegated implementation of
government policy

. . - + Board appointed & appraised by
D!scret!onary grant - giving department & subject to dismissal for
Discretionary enforcement & Departmental sponsored poor performance. Major bodies’

Expert advice to government .

...no longer defined as ALBs unless operating
(no executive functions) »

with their own staff and/or budget

Expert advisory committees

Source: Institute for Government

Many bodies would map fairly clearly into these new categories: most executive agencies would
remain as at present, and most executive NDPBs would become departmental sponsored

bodies, although some would be reclassified as executive agencies. However, the confusing and
confused category of NMD would disappear and would be distributed across the spectrum — for
example, the NSG and HMRC would probably become executive agencies, Ofsted would become
a departmental sponsored body and the Food Standards Agency and Ofgem would become
independent public interest bodies.

The precise arrangements for each type of body should be carefully defined and clarified. Figure
23 offers a provisional assessment of appropriate arrangements for the revised taxonomy.
However, alternative models might also be considered.
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At the moment there are some bodies which perform a mix of these functions — and often
these are the bodies where relations are most tense and confused as the body exercises the
freedoms it needs for one function in another domain. In some cases, it makes sense to brigade
expertise in one place and to use it for multiple purposes: for example, the Health and Safety
Executive has the world’s leading expert on oil rig safety meaning that it is well placed to advise
on specific detailed policy issues. However, such pooling of functions can lead to the same body
acting as an independent enforcer and as a more direct delivery arm of government, when
these functions should have different governance. There is no one correct way of solving this
but it should provoke a discussion about the case for retaining the single body. If that option

is chosen, governance should follow the primary function — but with separate Memoranda

of Understanding or contracts to cover the other functions. For example, if an independent
enforcer is also to deliver services on behalf of the department or provide policy advice, it
should do so under an explicit contract. If a departmental sponsored body has status as an
independent statutory consultee (as, for instance the Environment Agency and Natural England
on planning decisions), where appeals go to the Secretary of State and thus departmental
involvement in the performance of this role is inappropriate, specific provisions should be made
to protect the departmental sponsored body’s independence. This new taxonomy is intended
to make sure that sponsors have thought hard about the freedoms bodies need to perform the
functions they are given and to make that explicit — rather than muddle through with a ‘fudge’
that becomes a source of future friction.

Implementing this taxonomy effectively would increase the demands on the ability of
Parliament to scrutinise and challenge the performance of specific bodies. Our research

raised questions about whether Parliament is currently equipped to carry out these functions
effectively with current support. A separate Institute for Government research project is
investigating this issue with a view to identifying ways of improving parliamentary capability in
this area, if desired (Moyes and Wood forthcoming).

If the desirability of change along these lines is accepted, there are two potential routes to
implementation. The first is to implement them as part of a ‘big bang’ — through a small
number of bills (as has been seen in Scotland) or through enabling legislation. The advantages
of this come in the speed of bringing clarity to the landscape. But such an approach may limit
the opportunity to debate in Parliament the future of individual bodies set up by statute. An
alternative would therefore be to migrate bodies gradually to the new status, taking legislative
powers as necessary as the opportunity arises and applying it to any new bodies created.

4.3 Benefits and risks

The case for ministers to pursue this agenda of reform is clear. The measures address real
problems but they also actively demonstrate that the public’s concerns about arm’s length
government have been considered, and build actively on the government’s transparency
agenda.

The precise benefits of changes are more difficult to quantify fully, not least because the
impact would be diffused throughout government - both inside ALBs and across Whitehall.
Certainly, there would be major financial benefits from reducing duplication of work between
departments and ALBs and between different ALBs. In addition, many of the benefits are found
in terms of increased public trust in ALBs and in the performance improvements that should
result from greater clarity of purpose and tighter accountability.



Figure 24 provides a high-level assessment of the costs, benefits and risks of recommendations

proposed here.

Figure 24: Implementation considerations for each recommendation

Recommendation Benefits Costs NELE) red.ucmg
costs/risk

1 & 2. Creation of new
ALBs approved
by Cabinet and
scrutinised by
select committees
and PASC; sunset
clauses

3. GAP Reviews

4. Briefing, induction
and mentoring

5. NAO thematic
reviews of ALB
functions

6. Strengthened
central team
or Centre of
Excellence

7 & 9. ALBs to publish
transparent
information and
government to list
all ALBs alongside

spend

8. OCPA research
exercise

10.  New taxonomy for
ALBs

Break against
proliferation of bodies

Benefits of tighter
accountability are
notoriously difficult to
quantify — although even
very small percentage
efficiency gains can
offset cost

Cross-system learning
from peer review

Potentially, increased
effectiveness

In theory, cross-
institutional learning and
increased accountability

Coordination,
implementation of best
practice, support for
above proposals

In theory, increased
public trust and greater
pressures to answer for
performance/spend;
stronger evidence base
for research

Increased ministerial
and public trust

in appointments/
identification of issues

Increased effectiveness
and reduced costs

(staff) as a result of:
reduced duplication;
improved relationships.
Possibly, increased public
transparency and trust

To be achieved within
current budget — with
potential longer run
savings

An estimated £3m to
£6m for first round
falling to £2m to £3m for
second round®

Depending on approach
chosen and provider;
utilise free resources
outside government (e.g.
Institute briefing)

Depending on theme
- to be achieved by
deprioritising other areas

Cost-neutral after initial
review — the resource
should be equivalent

in cost to the current
Treasury or CO teams —
or, if greater, increases
matched by reductions in
sponsor team staff

Minimal — data/
information collection
and sharing platforms
already in place but
dispersed

TBC —similar sampling
exercises have cost in the
region of £30,000

Additional staff

time to implement
(recommendations from
department, scrutinised
by central team); costs
of new legislation.
Potentially, costs of
standardising terms and
conditions

Select committee
overload

Do not drive managerial
change

Minimal

No managerial action
taken

Team is marginalised
and fails to attract
high-calibre staff and/or
duplicates sponsor team
activity

No obvious way of
categorising ALBs in

an appropriate way —
complexity of landscape
may not reassure public

No obvious (adverse
findings would be
positive in terms of
public value)

Political and
organisational conflict
as a result of proposed
changes

Organisational
distraction during change

Specify which PASC
activities would stop

Publication and public
profile of independent
reviewers

‘Action-learning’ style
approaches and peer
learning

Select committee
hearings; progress
checked in GAP Reviews

Embed in a stronger
strategic centre or
department, or distribute
functions across existing
teams

Implement taxonomy for
greater clarity

Achieve within current
OCPA budget

Swift, fair rules-based
approach

Implement through
series of bills

Departments lead
process through existing
sponsor resources



4.4 Areas for further investigation

This research has raised a wide range of questions that we have not confronted directly in this
report, either because of shortages of evidence or because they were marginal to the core focus
of the work.

One key question highlighted here is the need to more fundamentally consider how ministers
and Parliament can execute their scrutiny functions in relation to ALBs. This question will

be addressed by current Institute for Government research, which will examine how to get
ministerial oversight right; how to embed sustainable accountability for Whitehall and ALBs; and
how to ensure effective scrutiny for devolved public services (Moyes and Wood forthcoming).
The doctrine of ministerial responsibility was developed at a time when government’s
responsibilities were far smaller, meaning that such an assessment is urgently needed. In 1822
Sir Robert Peel, then Home Secretary, presided over just 30 staff compared to the 24,490
Home Office staff (including agencies and NDPBs) overseen by Alan Johnson in 2009 (Sainty
1975; ONS 2009).

The Institute for Government is also examining the issue of localism. Moves towards greater
devolution of responsibilities away from central government will have clear implications for
ALBs, which will be drawn out further in this research.



5. Conclusions

As successive governments have found, though they maybe ambivalent about them, ALBs are
an important and useful part of the constitutional and managerial landscape.

The temptation is always to play the numbers game, though there is evidence that the new
administration is seeking to take a more nuanced approach. Much more important is achieving
a clear and sensible division of responsibility between ALBs, their sponsor departments, and
ultimately with the public. If cost reduction is the objective, then just as in government,
ministers have to look through the formal structure of the ALB itself to the deeper question

of whether the activities and funding provided through the ALB are things that they feel
government should be doing, and if so, which is the best and most cost-effective vehicle for
their administration.

Ultimately, the future of specific ALBs also rests on decisions about the wider institutional
landscape and model of public and private sector administration, regulation and support.
Many ALBs occupy part of the ‘messy middle’ between Whitehall and citizens, along with

local government, public sector commissioners, large providers, lobby groups and many other
institutions. Hence, for example, a decision to radically localise local service provision will have
large potential impacts on the world of ALBs. Similarly, the development of new approaches
to regulation, such as ‘trip adviser’ style platforms to enable citizens to share information
about providers that can shape markets and inform citizens, has the potential to offer a radical
alternative to many traditional regulatory-based ALBs and could transform or even eliminate
many of today’s ALBs (Halpern 2010).

Yet what this report has highlighted is a conclusion that is likely to endure whatever the
particular pressures prove to be on any given ALB in the years to come. In an inevitably complex
landscape of modern governance, it is essential that there is as much clarity as possible around
the division of responsibility between key institutions and figures. As the recent advent of

a changed, and indeed coalition, government has reminded us, the people in charge of our
institutions and departments of state change more frequently than the institutions they
oversee. Indeed, the average tenure of a minister is rarely longer than two years, and that of
senior civil servants in a given post not much higher. For many of those in charge, no sooner
have they mastered their brief and the institutional landscape in which they are operating, than
it is time to move on again. Though this mobility is often bemoaned, it is not likely to change
any time soon. Against such a background, it is especially important that it be clear what the
powers and responsibilities of particular institutions are and, in short, who is responsible for
what.

Let us be honest. A clear taxonomy that provides our political leaders, administrators, providers
and citizens with an easy to understand definition of our many public institutions will never be
on the top of the list of any prime minister or voter. But that doesn’t mean that it’s not worth
doing. Sometimes good government is about doing the ‘less interesting but important’ precisely
so that all the other things we really care about - like better public services, fairness and justice,
strong communities and well functioning economies — can happen.
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Acronyms

ALB
CEO
co
DCSF
DfES
ESRC
FOI
FTE
GAP
GMC
HMRC
LSC
NAO
NDPB
NHS
NICE
NMD
NSG
OCPA
ONS
PASC

YB)

arm’s length body

Chief Executive Officer

Cabinet Office

Department for Children, Schools and Families
Department for Education and Skills
Economic and Social Research Council
Freedom of Information

full-time equivalent

Governance and Performance

General Medical Council

Her Majesty’s Revenue and Customs
Legal Services Commission

National Audit Office
non-departmental public body

National Health Service

National Institute for Clinical Excellence
non-ministerial department

National School of Government

Office of the Commissioner for Public Appointments
Office for National Statistics

Public Administration Select Committee

Youth Justice Board



Endnotes

1 The Budget speech, 22 June 2010, forecast public sector net debt of 62% of GDP in 2010-11
rising to 70% in 2013-14.

2 Arecent example is the March 2010 decision by the Ministry of Justice to change the status
of the Legal Services Commission from an executive NDPB to an executive agency.

3 The Oxford English Dictionary interestingly points out that it is quite unclear whether the
acronym stands for quasi non-government(al) organisation or for quasi-autonomous national
government organisation.

4 See www.instituteforgovernment.org.uk/137/arms-length-government

5 There is debate over which areas fit into this category but there is some consensus across
nations and political parties that statistical functions, most regulatory functions and some
quasi-judicial decision-making (e.g. on prisoner remand decisions) are in scope. Grant-making
also tends to be regarded as in scope, although this has been challenged in recent Scottish
and Welsh reforms (OECD 2002; Peters and Pierre 2005; Thatcher and Stone Sweet 2002;
HoC 2005).

6 Pliatzky noted rightly the difficulty of providing any meaningful categorisation of these
organisations, highlighting that there were ‘no legal definitions to determine what should go
in these lists or into some other category’ (Pliatzky 1980).

7 Most trading funds are classified by the ONS as public corporations in the National
Accounts.

8 It is important to note that data in this area are notoriously unreliable, with information
on different ‘types’ of body rarely held in a single repository and often suffering from data
quality issues. The TaxPayers’ Alliance has conducted another attempt at classification and
counting (Farrugia and O’Connell 2008).

9 The NAO does not audit the accounts of all public corporations.

10 Treasury documents state that ‘Around £80bn of public money is distributed through arm’s
length bodies every year’ (HMT 2010a).

11 Measuring organisational performance requires comparison, meaning that the absence of
any standardised performance assessment (like the Comprehensive Area Assessment for
local government bodies, for example) is highly problematic.

12 Note that these comments are strikingly similar to those made by people involved in within-
government machinery of government changes (Dunleavy and White 2010).

13 The 2009 National Audit Office Assessment of the Capability Review Programme was critical
of the reviews’ ability to effectively evaluate NDPB management: ‘The reviews’ coverage of
complex delivery arrangements, including delivery shared with other departments and delivery
by executive agencies and executive Non-Departmental Public Bodies, is limited. The quality
of such arrangements is central to citizens’ experience of government.” Some NMDs (notably
HMRC and the National School of Government (NSG)) have been subject to Capability
Reviews, although NSG’s evaluation was not published (NAO 2009).



14 It is not clear, for example, why the Legal Services Commission, which was set up as an
executive NDPB in 1999, was given a different institutional status from Jobcentre Plus as
both organisations effectively administered a system of government allowances (legal aid
and social security).

15 In addition to tensions between ALBs and sponsor teams, examples were raised of
problematic relationships between ALB chairs and chief executives. Such tensions are,
however, not unusual in the private sector where these roles exist and there is a wide
literature on the challenge of maintaining strong relationships. A previous study has shown
that problems are rarely major but also argued that they are greatest where chief executives
are appointed prior to chairs, writing that ‘In [the] 2 cases... [when] the chief executive had
been appointed first, relevant respondents described relationships which had been wholly
unsuccessful, resulting in the inability to resolve issues around role and remit, and ultimately
in relationship breakdown’ (Veredus 2006).

16 The Institute for Government has recently supported, and currently hosts, the Public Chairs
Forum to help plug this gap.

17 The ‘Fraser Figure’ took its name from the 1991 Fraser Report (PMEU 1991) that
recommended such figures exist to arbitrate disputes between departments and new
agencies. Where they were implemented, there were mixed results and the practice of
having one senior figure has become less common since this review.

18 See www.instituteforgovernment.org.uk/137/arms-length-government
19 We have excluded the judicial bodies from scope at this stage.

20 Quinquennial Reviews cost approximately £6 million (real terms) but the process did not
differentiate between ALB types. In addition, the Cabinet Office have conducted their
second round of Capability Reviews at considerably lower cost than the first and it should be
possible to learn from their experience — and imitate their improvement over time.
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