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EDUCATION, TRAINING AND COMPETITIVENESS:
'‘DUMBING DOWN' OF QUALIFICATIONS?

Growing global competition is inducing OECD
countries, including the United Kingdom, to invest
more in human capital on the assumption that
greater learning and improved skills will lead to
higher labour productivity. It is not clear, however,
that this strategy is succeeding in enhancing
international competitiveness.

UK policy

Recent United Kingdom governments have
encouraged more people to go to university: entry
requirements for mature students have been
lowered, and the former polytechnics have been
turned into universities. As a result, over the last
ten years, the proportion of British adults with
tertiary educational qualifications has doubled to
40 per cent. This still lags behind the
corresponding proportion in the United States, but
the elitist image that previously attached to tertiary
education in Britain has been transformed.

At the same time, a new emphasis has been placed

on skills for work, and national vocational
qualifications (NVQs) have
been introduced. Thus

learners now have potential
access to a wide range of
certification of skills from the
clerical, through the artisanal to
the managerial and academic.

The evidence that this
investment has driven an
improvement in Britain’s competitiveness is weak,
however. The reasons for the apparent failure are still
obscure, although plausible explanations clearly
will have implications for educational policy both in
Britain and in other countries attempting to improve
their economic competitiveness in global markets.

'‘Dumbing down' of qualifications?

One possible explanation lies in the nature of
British labour markets which — arguably — have
been adapted to manufacturing activities requiring
relatively low levels of skills. The result has been
an 'equilibrium' between low-skills inputs and low-
value outputs. The fundamentals of this
equilibrium have not been changed, however,
by the increased supply of higher skills. Instead,

the evidence that
investment in human capital
has improved Britain’s

competitiveness is weak

there has been a 'dumbing down' of qualifications.

If this explanation of the British experience is
correct, the main lesson would appear to be that
supply-side policies, designed to increase labour-
force skills, are not a sufficient condition for
increased competitiveness, though they may be a
necessary condition. Unless the demand for higher
skills is growing as well, the transformation of the
economy from a 'low-skills input/low-value output'
to a 'high-skills input/high-value output'
equilibrium will not be achieved. This lesson may
be applicable also to newly industrialised
economies and those attempting to accelerate the
transition from agrarianism to industrialisation.

Research issues

The policy implications of this conundrum remain
elusive, since a number of questions arise:

* What conditions are required for innovation and
for investment in new, high-value products and
services? Is it possible to 'educate for innovation'?

* Is there a need for a more
supportive banking system?
Or, more generally, for
financial systems that reward
success, but do not punish
failure so severely?

* What are the implications for
the location of industrial
investments? For example, do
concentrated geographical areas of innovation —
such as the high-tech agglomerations in Silicon
Valley, California or Cambridge UK, or the duty-free
export processing zones in a number of low- and
middle-income countries - drive economic
transformation? Or are these areas merely highly
visible 'islands', disconnected from the supply of
and demand for skills in national labour markets?

Answers to questions such as these may help to
elucidate the links between education and training on
the one hand, and competitiveness on the other hand.
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PUBLIC EXPENDITURE MANAGEMENT (PEM)
AND GOVERNMENT REFORMS

Systems to manage scarce public resources are the
most powerful management tools available to
governments. As a result, attention to the way
public resources are allocated and managed can
focus and promote government reforms. But
experience to date suggests that these gains can be
realised only if public expenditure management
reforms take four key factors into account. These
are: a disciplined, transparent political process of
choice between public priorities; a coherent sense
of purpose between core funding ministries and
spending agencies; clarity of leadership and
direction; and appropriate sequencing of budget
management innovations.

Objectives and characteristics
of PEM systems

Systems of public expenditure management (PEM)
are being introduced in many countries around the
world. PEM systems consist of four elements:

» Strategic planning to define policy priorities in the
light of forecasted resources and macroeconomic
and fiscal targets.

» Budget formulation within agreed financial limits,
and approval of the budget by the legislature.

* Spending within budget, subject to accounting
and the monitoring of actual service delivery
against expenditure.

* Audit of out-turns by the legislature — and often
by an external auditor — to provide reassurance
that funds have been spent as intended.

PEM has three broad objectives. The first is to
enhance macroeconomic stability by specifying a
resource ceiling within which public priorities must
be financed. This forces the
cabinet to choose between
priorities, and to match
resources with objectives. The
second is to permit a degree
of decentralisation of budget
management, providing
incentives for budget
managers to achieve service-
delivery targets at least cost.
And the third objective is to facilitate the delivery of
effective public services to citizens within
predictable budget ceilings.

To achieve these objectives, however, any PEM
system must be transparent, predictable,
accountable, and comprehensive. Transparency
requires that taxpayers know how resources will be
used and what development results they can
expect. Predictability implies the dependable
delivery of resources over the medium term,
allowing managers to plan and citizens to form
expectations of the services they will receive.
Accountability ensures that expenditures are made
as intended, and that outcomes are consistent with

PEM systems must be
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anticipated results. And comprehensiveness
ensures that resources are allocated efficiently and
without wasteful duplication.

A PEM system must also promote maximum value
for money by inducing economy in the
procurement of inputs, efficiency in the production
of outputs, and effectiveness in the delivery of
priority services of the highest possible quality and
within budget. The greatest value for money is
likely to be achieved if budget managers have
some flexibility in choosing which combinations of
inputs will generate the best services at least cost.
This implies some decentralisation of budget
authority.

Reform issues

Although there is no single blue-print for PEM
reforms, four key considerations need to be taken
into account in designing an effective management
system.

First, the budget must be recognised as a political
process. The budget process frustrates politicians.
They are often tempted to define policy priorities
without reference to available resources.
Moreover, while each minister may agree to a
reduction of the overall budget deficit, each is likely
to be reluctant to see a reduction in his or her own
budget deficit. One way to tackle these problems is
through legislation, such as the Fiscal
Responsibility Act that was introduced in Australia.

Second, the relationships among central funding
ministries, and between these ministries and other
spending, agencies, are crucial. To achieve budget
predictability, central ministries need to be co-
ordinated and consistent in their spending. Other
spending agencies, in turn, should be granted
flexibility in the ways they manage the resources
allocated to them. The
agencies should then be held
accountable to the central
ministries, however, for
observing expenditure ceilings
and achieving output targets.

Third, the management of
change is important. Reform
requires clear leadership that is prepared to 'stay
the course'. Consistency between PEM and other
reforms is also required.

Fourth, the sequencing of reforms is problematical,
but crucial in determining outcomes. The starting
points for PEM reforms should be the weakest
areas in the budget process, since these offer the
greatest potential for making gains. All too often,
however, reforms commence only where people
become motivated to reform. This may relate to
broader incentives and restraints within a society.

The subsequent focus of the reform effort usually
determines its impact and its sustainability.



Reforms should be driven from whichever
organisational unit is best placed to deliver results,
not necessarily from the budget division in the
Treasury or the Accountant-General’s department,
or the agency that initiated the reform.

The manner in which reforms are implemented
also affects their impact and
sustainability. In Australia,
reforms were introduced very
quickly. Many public servants
who signed contracts under
the Fiscal Responsibility Act
were not fully aware of the
implications of these
contracts, and they found they
had to work harder in
subsequent years to meet their targets. The
rapidity with which the reforms were introduced,
however, had a sustainable ratchet effect on
efficiency.

Aid implications

Many international aid donors, accountable to their
home legislatures and electorates for the effective
use of resources, now espouse the introduction of
improved PEM within their client countries. What
does this espousal imply for aid policy? PEM
reforms can be nurtured by observing four
principles.

1.The recipient government’s budget must be at

politicians are tempted to
define policy priorities

without reference to

the centre of the recipient's relationship with its
donors. Donor grants and loans should appear in
the budget.

2.Policy dialogue, reviews, funding, technical
assistance, monitoring, and training should all be
designed around the budget cycle.

3. Donors should
reinforce the relationships
between the central ministries
and spending agencies; they
should not undermine or
bypass them.

available resources

4. Donors should reinforce

desirable governmental
mechanisms and procedures. It is preferable, for
example, to strengthen and develop the
government’s accounting and accountability
mechanisms, than to create parallel donor ones.

Adherence on the part of donor governments to
these principles would encourage the development
of more efficient systems of public expenditure
management in the recipient countries.

Andrew Lawson
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Andrew Lawson manages the public finance and
management programme at Oxford Policy Management.
This article is based on materials from the Good Practice
in Public Expenditure Management project, funded by the
UK Department for International Development (DFID), and
on a seminar presentation given at OPI.

THE POLITICS OF CONDITIONAL AID:
SOME ISSUES FOR DONOR AGENCIES

Recent empirical studies demonstrate clearly that
conditionality in its current form has failed.
Consequently, there has been increasing debate
about the wuse of conditionalities in aid
relationships. Several alternative models have
been suggested, but they generate two central
problems. The first is the technical problem of
basing practical solutions on more complex and
holistic analysis, as opposed to the simplicity of
former approaches. The second problem is
political: how can 'partnership' evolve in a context
where consensus is only partial? Solutions will
need to encompass greater donor awareness of the
contradictions and limitations inherent in the
exercise of conditionality. Among these limitations
is the low capacity of many recipient governments
to fulfil some of the conditions imposed.

The nature of conditionality

Conditionality may be defined, in Tony Killick's words,
as 'a mutual arrangement by which a government
(recipient) takes, or promises to take, certain policy
actions, in support of which an international
financial institution (IFI) or other agency will
provide specified amounts of financial assistance'.

Conditionalities can be of different types, including
ex ante and ex post, and cross-conditionalities.
Conditions can be imposed at four diferent levels:

1. Projects (e.g. counterpart funds, accountability).
2.Sectors (e.g. policy, expenditure).
3.The macroeconomy (e.g. fiscal and monetary).

4.Societal (including non-economic and cross-
cutting conditions affecting governance, human
rights, the environment etc).

Recently, there has been a shift in the use of
conditionalities away from level 1 towards level 2.
The shift, however, has not been without problems.
Thus:

» It is often difficult for donor agencies to take
instruments designed for the project level, and
adapt them satisfactorily for the sector level.

» Sectoral ministries may not have the political
authority to guarantee sectoral expenditures.

Moves from level 3 to level 4 — as reflected, for
example, in the shift away from the Washington
consensus towards more comprehensive



approaches to development - generate similar
problems.

The rationale for the use of conditionality is of
two types. First, it is argued that conditionality
works as a 'commitment technology', in that its
acceptance increases the
recipient government's
credibility and encourages
private investment. In this
case, donors and recipients
are in agreement on policy
objectives. The second
rationale applies to situations
where the two parties are not
in agreement. Conditionality
is viewed then as an instrument by which donors
can change the incentives for recipients to
promote policy reforms that would not be
implemented otherwise.

Criticisms of conditionality

The concept of conditionality, and its efficacy, have
been attacked from several directions. The first
criticism is that structural adjustment is based on
an inadequate development model. Second, as
Paul Collier has pointed out, the objective of
improving the policy environment, and the often
accompanying need to maintain flows of funds to
allow continued debt servicing, are incompatible.
This, in turn, reduces the
credibility of ex ante threats.
Third, Killick has highlighted
other constraints on donors
that inhibit the withdrawal of
aid. These constraints include
donors' own complicated
political and economic foreign
policy objectives, the
difficulties that international
agencies face in acting against
their own shareholders, and
the pressures created by staff-incentive and
budgetary systems for disbursement, without due
regard for the long-term consequences.
Ineffectiveness of conditionality may also be
located in the political economy of the recipient
country.

This critique of conditionality, implying that it will
not lead to improved economic policies and
institutions, is substantiated empirically. Killick, for
instance, drawing on the results of 21 detailed case
studies, suggests that the probability of
implementation of reforms is a function of the
extent to which government perceives this to be in
its interest. Thus, 'ownership' of the reforms is
important. Moreover, it has been found that non-
implementation rarely is punished, and the
existence of an IFl programme does not produce
the expected rise in the government's credibility.
This negative view of the record of conditionality is
corroborated by other researchers.

Towards 'partnership'?

Suggestions for reform of conditionality have
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the requirements of
conditionality may not
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partnership in the

aid relationship

included an increased emphasis on 'partnership’,
characterised by ownership, selectivity, support
and dialogue. It is a moot point, however, whether
the requirements of conditionality are compatible
with moves towards partnership in the aid
relationship. Contradictions include
comprehensiveness versus
selectivity in lending; local
capacity versus results
orientation; and global public
goods versus country-based
programmes. Since bilateral
donors also are moving
towards programmatic and
sector-based instruments.
both they and multilateral
donors face the difficult question of when and how
to engage in the policy-reform process. The
objective of intervention is to bring about
irreversible shifts in the political economy towards
a more developmental state; the question,
however, involves issues of political judgement,
and often necessitates donor coordination, both
bilaterally and multilaterally, which can vary
greatly, depending on the donors involved.

There is thus a contradiction in the donors' agenda.
The lessons of the last twenty years have been that
conditionality does not work; hence the need for a
more modest agenda and less complex
instruments which are within the control of
recipients. Yet, the international financial
institutions seem unable to give up their
transforming and expansive
agendas, which extend well
beyond the boundaries of
economic policy management.
It is noteworthy that the
conditionality debate therefore
has implications not only for
issues of development, but
also for international relations.
The problems that arise in
implementing conditionalities,
for example, provide an
important insight into why strong states are often
unable to dictate policies to weak states. Failures of
such coercive efforts result from the fact that the
donors themselves are unable to define and
coordinate their demands, while recipient
governments, with their weaker state powers, are
unable to fulfil the conditions.

Stephen Jones
stephen.jones@opml.co.uk

Stephen Jones manages the economic policy programme
at Oxford Policy Management. This article is based on a
seminar presentation at OPI, following work initially
undertaken for the Danish International Development
Agency.



RETHINKING APPROACHES TO GOVERNNMENT REFORMS:
THE UK'S NATIONAL HEALTH SERVICE

Britain's National Health Service largely fulfilled
the conditions necessary for New Public
Management-style reforms to effect an
improvement in service provision. Reforms were
driven, at first, by the need for financial austerity,
and later by managerial initiatives. NHS reform,
however, is a potent political issue: there was, and
still is, hostility from the public and from clinical
staff to the use of the language of markets, to
application of efficiency measures and to local
variations in priority-setting. Consequently, despite
25 years of reform, the service is still characterised
by much the same factors that generated the
political space to initiate change in the first
instance, namely rising costs, lengthening waiting
lists and declining public satisfaction. It is still not
possible, however, to assess the benefits to the
NHS as a whole of the managerial and financial
reforms. The main lesson is that reforms of the
New Public Management type may be less than
fully successful if the public and the service
providers are not co-opted to the reform process
and see benefits from it.

The United Kingdom's National Health Service has
long been an apolitical, professional organisation
with a strong public service
ethos, and it has enjoyed
strong public support in the
past. It was characterised
traditionally by obedience to
rules and a hierarchical,
managed structure, and was
accountable to Ministers and
Parliament. On these
grounds, the NHS largely
fulfilled the conditions necessary for reforms of the
'New Public Management' (NPM) type to effect
successful operational improvements.

The service in fact has undergone three main
phases of reforms over the past 25 years:

» the managerial reforms that followed the Labour
government's agreement with the IMF in 1976;

+ the Conservative government's reforms of 1989-97,
which introduced a number of important
management innovations, most notably the
introduction of GP fund-holding; and

* the post-1997 reforms under 'New Labour'.

Managerial reforms 1976-88

The events leading up to the agreement between
the UK government and the IMF in 1976 on a draw-
down facility drew attention to the problem of
weak control over rising public service costs. The
NHS was a clear case in point: it was run by
'consensus management' between doctors, nurses

despite 25 years duration, jj
there has been no
systematic assessment

of NHS reforms

and administrators, with little knowledge of, or
concern for, costs and no clear chain of
responsibility in decision-making.

The emphasis of the reforms initiated between
1976 and 1988 was on the efficiency gains that
could be generated from improved public-sector
management practices in the NHS. These
practices, which were motivated primarily by the
need to control public spending, took the form of
efficiency scrutinies, value-for-money targets,
resource-management initiatives, executive
agencies and contracting-out. Despite these
measures, however, spending on the NHS more
than tripled from £8bn in 1978-79 to £26bn in 1989-
90. Moreover, public satisfaction with the service
was compromised by wide variations in
performance and the perception that the NHS had
become bureaucratic and unresponsive.

Conservative reforms 1988-97

Despite its reformist instincts, the post-1979
Conservative government under Margaret
Thatcher left the NHS alone until 1987, realising
that fundamental changes would have powerful
political implications. Continued increases in costs
and declining public satisfaction, however,
eventually induced the
introduction of radical reforms
1991. The reforms were
facilitated by the relative ease
with which UK governments
can obtain legislative approval
for change without a broad
electoral consensus, and by the
existence of strong political will
on the part of leading
Conservative politicians of the day, notably
Thatcher herself and, later, Kenneth Clarke.

The core themes of the reforms were twofold:

« introduction of weighted capitation funding in an
attempt to move resources towards areas with
the greatest health needs, and split between the
purchasers of health care and those who
provided it; and

* devolution of management
accountability.

authority and

These measures were implemented by contract-
based management, agreements on explicit
service targets, efficiency measures, more effective
use of staff, local pay-setting and performance-
related pay and, later, via the introduction of the
Private Finance Initiative (PFl). The efficiency
measures included charging for capital — a novel
concept in the public sector where capital was
widely regarded as a free good — benchmarking
and audit.

One of the most influential reforms was the



introduction of ‘fundholding’ for general
practitioners (family doctors) in 1991, whereby GPs
were given budgets to buy treatment for their
patients in the NHS ‘internal market'. Fundholding
was voluntary, but the uptake was far greater than
had been anticipated, thus
engendering a process of
unplanned dynamic change. A
variety of 'GP purchasing'
models developed. This, in
turn, resulted in the concept of
a 'primary care-led NHS' and
the subsequent introduction
by the Labour government of
‘primary care groups' in 1999
and of 'primary care trusts' in
2000.

Against much advice, however, the government
left the core principles of a tax-financed, free-at-
the-point-of-delivery NHS untouched, and
dismissed the introduction of compulsory health
insurance as politically unacceptable.

The NHS under New Labour

The new Labour government elected in 1997
brought both continuities and changes in NHS
management:

« Commitment to the core values and the tax-
funded base of the NHS was re-affirmed, but so
also were quality and efficiency as the key goals
of management.

« GP fundholding was
abolished and replaced by
new and universal primary
care groups.

« The emphasis henceforth
was to be on collaboration,
rather than competition,
between medical services.

In addition, 'joint action zones'

were introduced to bring together resources that
bear upon health from all sectors. Although
technical innovations have shifted the emphasis in
the pattern of treatment from in-patient towards
outpatient care, the PFl programme to finance
hospital construction and refurbishment has been
extended. This programme ties up the
government's financial commitments for 20-25
years (and, in one case, for 60 years). There have
also been new emphases on public health and on
citizens' self-responsibility for healthy behaviour

Reflections on the reforms

Somewhat surprisingly, despite their 25 years
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duration, the reforms of the NHS have not been
the subject of any systematic assessment. As a
result, there is inadequate evidence about their
impact on either health service efficiency or
equity. None the less, the reforms have resulted in
innovations in health care
provision. The rate of
efficiency improvement has
increased, and there has been
quality improvement
resulting from fundholding,
although the extent to which
this has been offset by
increased transaction costs
has not been determined.
Public dissatisfaction with the
NHS declined, at least until
1995-96, although it is not clear whether this was
a consequence of the reforms or of an increase in
NHS funding.

Despite these improvements, however, serious
problems remain:

» Access to health care and the outcomes of care
still differ widely.

» Staff are still feeling under pressure.

* The hope that money would 'follow patients' has
not been realised - indeed, the reverse is true.

» There is still a 'funding crisis'.

The NHS may well have exemplified many of the
conditions thought to be necessary for effective
NPM-style reforms. Yet, the
same concerns that led to the
reforms - long waiting lists,
critical shortages of staff in key
groups, and disquiet about
clinical quality and 'priority
setting' (i.e. rationing) -
apparently remain unchanged.
Staff morale has fallen and exit
rates are accelerating. Public
hostility to competition
amongst providers, local-pay
determinations and managerial reform remains
strong, leading to suspicion of ‘'privatisation'
motives and the destruction of NHS values.

The reforms have shown that the control of money
is a potent force in shaping public-service
outcomes. The reform managers, however, failed
to co-opt either the clinical staff or the public into
the process. It is not possible, therefore, to
conclude that NPM-style reforms of the NHS have
been a success.

Karen Caines
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What's on at OPI

During the 1999-2000 academic year, Oxford Policy Institute is holding three series of public meetings.
The first and second series — on Re-thinking Approaches to Government Reforms and International
Relations and the Developing World — were held in October-December 1999 and January-March 2000
respectively. The third — on Issues in Health Sector Regulation — is scheduled for April-June 2000.

The provisional programme includes the following topics:

* Issues in health sector regulation: an overview

» Regulating quality and price in private UK health markets

* Health insurance regulation

» Rationing and regulation for a cost-effective NHS

» Regulation for cost-effectiveness in pharmaceutical markets

* Health sector regulation in developing countries

» Health service regulation in public health systems and the law

» The impact of financial incentives on the behaviour of GPs
The seminars will be held weekly on Fridays from 5-6.30 pm at Queen Elizabeth House, 21 St Giles,
Oxford, starting on 5 May 2000. Material from some of these meetings will appear in future issues of
OPI Issues Notes, or as OPI Policy Briefs.

Advance notice: Round Two of OPI's Consultations on Best Policy Practice will be held in autumn 2000
with a conference on ‘Strategic Public Management in Pluralistic Health Sectors’

For further details about any of these events, contact the Administrator at OPI.
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