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Introduction

Can I thank you very much for your invitation and say to this audience what a thrill it is to be here, for three particular reasons: 

· I’m in the company of party activists and that is always something I very much appreciate and practiced in my own time in politics.

· Secondly I’m very pleased to fly the flag of Reform, as an institutional campaign for wide and fundamental reform of the public service sector. It’s a campaign that I join willingly and with a good deal of passion and commitment.

· And thirdly, I am very happy to be hosted tonight by you, Greg
.  I call you the ‘policy tsar’ of the Tory party. 

I’ve been in Britain this past week and of course it’s the season of the party conferences.  If you’ve been in politics for one minute, you are a habitual devotee of newspapers.  And two things strike you: the very uncritical and positive coverage of the Labour Party, and the unremitting and negative coverage of the Tory Party.

Seeing that type of behaviour, I went scuttling for my Charles Dickens and in particular A Tale of Two Cities.  I’m in a very literary land and you will know that that great work starts with: “It was the best of times, it was the worst of times”. 

I am here to say that there is nothing that destines the Labour Party to have a monopoly on “the best of times” any more than the Tory Party need be condemned to the “worst of times”.  I hope I have the privilege of giving this Swinton Lecture at a turning point for the Tories because my analysis is that the remedy lies in your own hands. 

If you take my chairman here tonight, Greg Clark, he has proved the golden rule of politics does work.  What’s that golden rule? Ideas matter.  What’s more, ideas pay political dividends.  So from a week that started with private affairs dominating events, I’m pleased to say that I arrive with public policy dominating events.  That’s the way it should be. And of course the dominant topic, the defining issue - not just in the United Kingdom but in so many countries now - is the subject of my very presentation tonight: the reform of the public service sector. 

I’d like to speak tonight in the spirit of Swinton who was, I understand, a man who fostered debate. And of course politics is the contest of ideas.  So tonight I’d like to talk about real reform in the public sector.  

Just a moment ago I talked to a gentleman who looked like he was misplaced from a ‘bikey’ convention.  He told me he was into heavy metal. I said, “If you want heavy metal, stay here, my man.  Because I’m going to hard-wire you into what real reform is really about.” He told me he’d gone off to some scotch whisky event.  Well, there you go.  His commitment was maybe just skin deep.
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A personal snap-shot

While you can tell I’m a Kiwi from my accent, I prefer to think I have other credentials too. 

I would like to introduce myself as an activist. 

I graduated in law in the 1970s but I’m really a farmer.  And as you know, in my country, agriculture is centre-stage and unsubsidised.  I really wanted to be the Minister of Agriculture but, as somebody very much in love with liberty and very much understanding how important it was to liberate agriculture, I thought the best way to be the Minister of Agriculture was to be the Minister of Finance.  So that’s what I became.

I am proud of my Conservative roots; my great grandfather was a Conservative Member of Parliament in New Zealand.  And although the label may seem a little concerning to some of you, I am a conservative libertarian.  You will find more of that as I go on.

I know what it’s like to face the fire of the electorate.  I sought election five times and was elected five times.  We have a three-year term in New Zealand.  So I know what its like to have my feet held to the electoral fire. 

I have an acknowledged reputation as an architect of very radical reform in New Zealand.  Britain was a pioneer in so many institutions in time past.  I am very happy to say, I pioneered independent central banking in New Zealand in 1989.  It took you, in Britain, a decade to catch on.  But more of that anon. 

So I’m associated with a period of very substantial reform, particularly in the management of public finances, deregulation of the labour market and reform of the public sector. 

And I privatised myself in 1994.  I did a gig last night at the Mont Pelerin Conference
 with Geoffrey Howe.  We talked about privatisation in many ways but I am a walking example of a politician privatised.  For my next brief I will be standing before the Congress in Mexico, helping parliamentarians there understand how activism in a newly democratic environment can work.  I’m going to help them with a bit of their statecraft, as it were
. 
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Key success factors

Anyone who has a love of public policy has an understanding of politics around the world.  And there are some pretty universal rules of the road, so I hope that the examples I give and the passion that I show resonates with you well here in the United Kingdom.

I want to start with the key success factors.  What are the components of a successful reform programme?  How do those components and drivers lead to successful and sustained reform?  And it’s not successful if it’s a one-day wonder.  So sustaining the reform is as important as initiating it. 

I think that the first thing is clearly personal conviction.  Are there any Members of Parliament here?  Party activists?  Local councillors?  You have to ask yourself why you are in politics and what it is that you seek to achieve; what your bottom line is.  And your willingness to put yourself on the line for those ideas and those convictions.  Because the one thing I know about politics worldwide is that there is huge pressure to suspend your judgement and huge pressure to walk away from your bottom line.  And in my view that is personal and political suicide. 

So the characteristics of successful and sustained reform start with the individual.  It takes a lot of courage to confront the status quo, even when the status quo is clearly failing.  And there is a huge incentive on the politician to save his or her own skin, not make waves. 

I’ve got to tell you that the law of politics is like the law of physics: for every action there is a reaction.  And a party that means to make a difference has to set the agenda.  I don’t want to hear at a Tory Party conference that you are not the Labour Party; I want to hear why you are the Tory party and what you stand for.  Politics is a game of addition but you’ve got to count for something and you’ve got to stand up for what counts for you as a party. 

Character and courage and conviction: that’s the trilogy.  That’s the Holy Trinity, which is extremely important in terms of a reform agenda. 

You’ve got to have a philosophical purpose; it’s not a matter of saying: “We want to be in the centre ground so let’s all crawl inside Tony’s big tent.”  You have to know what you stand for and philosophically, what are the things you are prepared to be a champion about.  And this comes before policy.  The ideas and individuals come before the institutions of reform you seek to promote.

There needs to be policy coherence.  That’s not just Greg’s task although I consider him an important guardian of coherence, an important gatekeeper. But it starts with the politicians.  The public are not stupid; they know when policy is developed on the run, they know when policy is ad hoc in nature.  The only way that the reform will stick is when it has a consistent theme that runs through it.  The approach you take to reform of the health sector or reform of the education sector must have coherence.  And that approach was a particular distinguishing feature of the two major waves of public policy reform in New Zealand.

And finally, but in fact first, the voter.  The voter has to have the confidence that there are people of character and conviction, people with that hugely important quality of being able to carry the leadership in public policy – people with moral authority. 

We hear a lot about morals in a sphere where it should remain behind closed doors, where it should stay – not on the front pages. The morality that matters most in public policy is moral authority and that is your sense of credibility: that if you say you’re going to do it, you can be relied upon to do so.  That you will, even in though times, commit yourself to those principles and you can be counted upon to act on those principles.  They are your sun and moon and stars, which guide your action.  And then the public can develop the confidence that change is credible because it presented by people who are demonstrably credible in their own right.  And is change for the better.

I am going to talk to you, without apology, about radical reform of the public service sector.  I make no apology because I don’t believe that you can achieve the outcomes that you want without radical reform. 

But I do understand that in advocating a major shift from the public to the private sector, and daring to talk about the Tory principles of competition, choice and prices, the public will want to know that not only are you true to your principles, but that what you do will work.  They want to have the certainty that a reformed health service or a reformed education system is going to deliver the goods and those goods are going to be demonstrably better than what they are now. 
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An ode to state legitimacy

Let me start with where I think the state has fundamental and core responsibilities.  I call it the sphere of state legitimacy.  It’s too easy for critics to say to radical reformers like myself – particularly when we advocate a very big shift from public power to personal liberty – that we do not care for the role the state should exercise.  I care a huge amount for the fundamental responsibilities of the state.  And I don’t want the state squandering its legitimacy on areas where it can’t deliver and shouldn’t enter the realm in the first instance. 

Never has there been a more important time than now, to reserve the legitimacy of the state.  We need to reserve state legitimacy for the very high areas of sovereign responsibility.  Matters of war and peace, matters of freedom and choice, matters of personal liberty and private property. Those are the spheres where I require the state to be strong, to be activist and demonstrate that it is worthy of our trust. 

In the same breath I say, don’t squander state legitimacy on whether the trains run on time, or whether ‘A’ grades really mean ‘A’.  Before the ‘A’ grade devaluation scandal here in the UK, most people would say: “Of course the state should be the credentialing agency.”  And how very wrong that is.  It flies in the face of the facts.  What incentive is there on that public official to get it right?  What swings on it?  Well maybe the minister’s head, though I doubt it.  It is not a sphere, in my view, where the state can even hope to discharge a responsibility, and the facts demonstrate that my fears are well founded. 
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An ode to personal liberty

So having explained where I regard the state has sacred responsibilities and must discharge them to a very high level, let me come to my second bell: an ode to personal liberty.

Freedom, we know, is not only the touchstone of a conservative and a libertarian, but it’s very closely correlated with what works: what works for individuals, what works for the economy and what works for the way in which we operate as a society. It works. There is a high degree of correlation between liberty and welfare. 

So let me ask you this very specific question: why is the sale and purchase (it’s called the market) of food and clothing and housing, on the liberty side of the divide? 

You’ve got all these ‘Of-cops’
 here in the United Kingdom. I don’t think that there is a state regulator of my hairstyle or of the clothes that I wear, or the house that I choose to buy, so why is that we allow important things of our personal welfare, like food and clothing and housing, be on the liberty side of the divide, but we have to cross the street into the ‘state-dictate’ side of the equation for education, health and social services?  That is not the consistent and coherent application of the principle.  And what’s more, as we know, by putting state power at the centre of education and health and social services, we guarantee the conditions of failure.  There we have government failure, not market failure. 

The third proposition that flows from my Ode to Personal Liberty is that of consumer sovereignty.  And isn’t it a wonderful world that we live in where the power is in the hands of the consumer?  Personal power trumps public power. 

So that sets the scene.  You’re probably now getting something of what makes me tick.  As I said I’m a farmer and a lawyer, not an economist.  I don’t even have one unit of economics.  For me the economics are straightforward; it’s the politics that are difficult.  But now let me address your way of thinking about the role of the state, more importantly re-thinking the role of the state.
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A first principles look at government intervention

A government, by definition, is an exercise in intervention; it’s an exercise in coercion.  I don’t decry the concept of intervention, the concept of coercion, that’s not the issue.  The issue is that intervention should be used in a way that advances the outcome we say we want.  So it’s the qualitative question which must be answered and must be applied to all interventions. 

So if the state is an exercise in power, and by definition it must be, typically the state has intervened in three ways: 

It has intervened as an owner.  So when Geoffrey and I talked last night about our programmes of privatisation, we were effectively dealing with an environment – that Margaret Thatcher and so many other leaders came to – where the state was donkey deep in the business of business.  The state owned a wide range of entities.  They were trading companies of all sorts and they were service delivery entities, like hospitals, schools and police services etc. 

So the state, first of all, has an ownership intervention.  But secondly the state is a very big purchaser.  Now in Britain you talk, and I will too (being a Finance Minister by trade), about ‘tax and spend’, but let’s talk about it at its highest level.  It’s about the state deciding to purchase.  You can’t talk about tax reform until you talk about spending, the purchase function.  You can’t talk about the purchase function until you address this fundamental question of what the role of the state is. 

Is it appropriate that the state should be purchasing the wide range of services and goods for citizens that it currently does?  And are the citizens getting value for money in return?

And the third issue is obviously, the state as a regulator.  So it can be an ‘Of-cop’. It can have that role; it can set the rules of the game.  How well and wisely it does that is a big issue. 

So this is my more neutral definition, although as a politician I am immediately starting to colour it.  This is the neutral indication, distilled to a very high level, of the typical interventions a state makes. 
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The interventions often fail to produce the desired outcomes

Well, guess what.  On close analysis we find that while the public argument often focuses on the intervention, the intervention is getting mugged by the reality, and the outcome is actually worse as a consequence of the intervention, not better. 

So if you think about these three interventions, you are asking yourself this question.  The desired outcome is that young people should have been able to leave the secondary schooling system at the end of the summer, thinking that the regulatory intervention by the state examiner was going to produce the desired outcome, which was “Hey, look at my credentials”.  But did that happen?  Absolutely not. 

And there are so many examples across the range of these interventions, economic and otherwise. I’m talking about the whole spectrum: personal interventions, economic interventions, social interventions.  We find with this very noble proposition of “I’m from the government, I’m here to help,” that actually the government is hindering people, not helping. 
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Re-defining the state – the role and limits

What we know worldwide now (about ownership) is that it’s not just privatisation; it’s the contestable supply of services so not just the state will be the sole supplier of services, and it’s private finance. 

I ask myself though – and this relates to the lecture I gave last night – are three Ps better than one?  Why not just say the privatisation word and do it? PFI seems like an excuse for ‘Enron-style’ accounting where you privatise the profit but socialise the risk. That doesn’t add up, and I used to be able to do my sums.  That doesn’t work.

Contracting out: that is what I call the ‘wimp’s way’ if you’re not prepared to privatise.  You basically say, we’ll hang onto the asset but you manage the output.  There are many variations on the theme: privatisation, privatisation by proxy etc. 

I’ll just give another one-liner from my gig with Geoffrey Howe last night.  Beware the halfway house.  Take a state owned enterprise that’s got a so-called private sector board.  It’s got a balance sheet.  It issues glossy statements to the public.  What’s the reality?  A state owned enterprise in my view is like a corporate transvestite.  Why do I say that?  They’re all ‘tarted up’ with private sector clothes, but it’s the same old state body underneath.  And you get the rising tide of politics and all those unattractive things about the political body that we’d rather do without.

So there has been a very big shift in global thinking about ownership. There has also been a huge shift in thinking on purchase.  The fundamental question is: should the state be intervening in the first instance? 

For example, many of the regulatory activities in fact lead to a position where you get worse outcomes, as I have demonstrated.  The state shouldn’t be spending one penny on those activities.  It should be saying to the secret self, “You do the credential, you publish the information, you secure the confidence from the public that an ‘A’ grade is an ‘A’ grade.” 

So the first purchase decision is, do you purchase at all?  And then when you decide that the state does have a role, like the incarceration of people, you insist on value for money.  And value for money might mean, why pay more for the incarceration of people?  I gather that Oliver Letwin has proposed a new incarceration policy, with a bit of fun and rehabilitation at the end, and that’s going to cost some money, so should the state necessarily be the supplier?  Should you make that purchase?  So it’s the fiscal responsibility where no longer is there a toleration of deficits, a toleration of piling up public debt. 

Just a little on the personal side.  Women are meant never to say these things.  I was 39 when I became the minister of finance.  Never in one year of my adult life had my country balanced its books.  And I had a very moral view about that.  I had two children in my first two terms in Parliament so I had real “littlies”.  The balancing of the books and the reduction in public debts were moral issues for me.  Who was I to command resources now, to see them wasted on activities, and send the bill to my children?

So like the good housewife I introduced a fiscal code of responsibility.  I hammered up the rules in the kitchen and when I left it, every other cook – even those who had shown no inclination to show fiscal responsibility – now regards it as their fundamental responsibility as a finance minister.  And ever since that legislation was passed, we have run surpluses.  So you have got an insistence on fiscal responsibility and more value for money. 

Even if you decide that the state should be the funder, should it take the funding decision in terms of allocating the money?  A very important proposition about consumer choice is the purchase decision in the hands of the consumer.  There’s a critical reform that has occurred and I will talk about tonight.

And when we come to the regulatory intervention, what we find is that there is a worldwide deregulatory trend.  What are we looking for?  Rules that guarantee competitiveness, rules that guarantee transparency and rules that guarantee accountability. 

I’m sure in my own mind that the regulatory burden can be just as devastating of performance as the tax burden.  So I won’t accept that it’s just a tax and spend discussion.  It’s got to be the whole range of those three interventions. 

Right, end of the economics lesson.

I hope that that’s useful in helping you think about the policy initiatives that are now emerging – and long overdue, many would say – from the Tory Party. Take a bow, Greg, I know that you mean to be the anonymous man but it is a significant achievement.

It is matter of having a template to think about the development of policy and to ensure the coherence. 
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Let’s get radical

Let’s now get into the red meat.  I was asked tonight – talking about things red and meat – as to whether or not I had brought New Zealand wine with me.  I said, I thought I was meant to bring the tipple of my ideas, rather than the tipple of New World wine.  I’m happy to intoxicate you on the ideas and maybe next year I’ll bring the wine!

But here are the ideas.  And no apologies, they are radical propositions.  But even the staid old OECD agrees with me.  The OECD, the master of incremental change, is saying that in all OECD economies “profound structural change” is needed. “Government structures and managerial responses” (Are you listening Mr Blair?) “are increasingly ineffectual and radical change is required in order to protect the very capacity to govern and to deliver services.” 

I am beginning to hear the first echoes of this from the Tories.

So we’ve got some very good allies.  We’ve got the fig leaf of the OECD to cloak us with the respectability of a radical reform cause. 



[image: image10.wmf]The Blair/Brown government is doctrinally

wedded to high levels of government

ownership, purchase and regulation in

the public service sphere

Spending without reform is bound to fail

The high ground belongs to those who

champion competitive supply,

consumer choice and accountability

A happy co-incidence of principle and

pragmatism for the Tories

- Real Reform -

the perfect platform


Real reform – the perfect platform

I now want to talk about real reform.  You have a perfect platform.  There is a perfect opportunity, in my view, for the Tories to capitalise on a huge ‘public bad’ and to fill your own public policy vacuum as well.

It’s very clear that the Blair/Brown government is doctrinally wedded to high levels of government ownership, purchase and regulation in the public service sphere.  And their slip is now showing, in respect of public spending. 

Those of us on Reform’s Commission on the Reform of Public Services
 had to wade through the most ridiculous litany of pious expectations that litter the desks of public servants in this country.  It all stems from this idea that there be shouting from the centre as to what the public sector should do.  So I think it’s clear that while we have very brave leadership on matters of war and peace, it’s the ‘wimp’s way’ that is prevailing in the field of public sector reform.

Tony Blair said, “No investment without reform.”  Well, it’s not even investment; it’s just spending, to be dissipated.  Throwing money at public services is not the answer because it wasn’t the proper diagnosis of the problem.  Spending without reform is programmed to fail.

This is the high ground, this is the debate, this is the defining moment.  The high ground belongs to those who have the courage to champion competitive supply, consumer choice and proper accountability. 

And the best way to give accountability is to allow the price mechanism to work.  Now isn’t this just perfect?  This is a match made in heaven for the Tories because it is the happy coincidence of principle and pragmatism.  It is in a Tory party, where ideas of competition and choice and price resonate. Because we have confidence and trust that applying those disciplines will work and will produce the goods for the public. 

You’ve got the principle that fits so well and the pragmatism that this is where the Blair government is in huge trouble. So you don’t have to define yourselves that by saying you are not New Labour.  You’ve got a perfect set of issues here in which you can occupy the high ground.  And in my view this is the platform on which the Tories will show themselves to be the political force that they have been historically.
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There is an alternative

So that’s my political analysis.  Maybe because I have been in politics for such a long time I don’t feel ashamed about coming to another country and talking to you so directly, about your own political discourse.  But I think there is plenty of evidence to show that this is an analysis that stands very close political scrutiny. 

And there is an alternative. 

You had muddled monetary policy.  I wasn’t able to persuade your ministers in the early ‘90s that they needed to adopt the New Zealand central bank approach.  And it was no comfort to me that it took Gordon Brown 48 hours to decide that that was how he was going to define his first term in office.  It’s called central bank independence.  It’s been a stunning success.  All the features I’m talking about – well designed, highly credible structural reform, the idea, the institution – are absolutely perfect.  It works and I don’t believe that here is any reason at all to go back to the muddle that you had.

There is an answer to fiscal profligacy and drag.  You know fiscal drag, by which inflation drags people up in the tax brackets and the minister or Chancellor of the Exchequer get resources by stealth.  It’s called a Fiscal Responsibility Act.  I pioneered it and it has dramatically changed the nature of debate about fiscal policy in New Zealand. 

Just as I was an advocate in the early ‘90s of Britain adopting the New Zealand monetary policy code, I am equally passionate and convinced that you ought to adopt a fiscal policy code.  Labour’s done it ‘half-pie’; you might care to have the full monty.  It’s a very good code.

And there is an answer to rampant regulation.  It’s called a code of regulatory responsibility.  That is, if you like, the trilogy in which these ‘Of-cops’ would never get past the first hurdle.  Regulation actually gives you ‘public bads’, not ‘public goods’.  Go and ask a kid about their ‘A’ grade and you will get a seconder for that motion.

And there is an answer for public service failure, which I want to concentrate on.  It’s called a reform rubric.  And what are the characteristics?  They are competition, they are choice and they are prices.  Let me talk about that alternative. 
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The reform rubric

Competition on the supply side.  Who is it that best campaigns against monopolies?  It’s Tories.  So why is it that for so long Tory parties – not just here but around the world – have tolerated poor performing monopolies on health, on education, on pensions and the like?  So the first thing that you need to do is to take those wonderful principles and set them free; put them to work on the supply side. 

Secondly choice.  Who is it that believes in personal liberty; personal power before state power?  Conservatives.  And shouldn’t it be the Conservatives who are the champions of liberating demand by conferring choice?  Because the alternative of the ‘liberty’ side of the divide, is the ‘state dictates’ side of the divide.  And you need to paint those other fellows, the Labour Party, on the ‘state dictates’ side of the divide.  Cap fits and they wear it.  But the Tories shouldn’t be found, shouldn’t dare to be found in that territory. 

And prices, they are a universal signal.  I’m not afraid of prices. That’s how you get efficiency, that’s how you get effectiveness, that’s how you get accountability.  That’s how you know what you’re spending, what it costs and whether you are getting value for money.  And that’s just as true in education or health as it is in transport or banks or trains or whatever. 

And here’s the question: why shouldn’t we allow these concepts to work their magic as successfully, say in education or health, as they have in telecommunications or banking? 
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Design features

The design features of these reforms are that politicians shouldn’t pretend that they are managers.  Politicians should take a leadership position.  They should take strategic control. 

The strategic decision that we took in New Zealand was that we were absolutely committed to securing price stability.  There is a moral case for defeating inflation because the erosion of money is an immoral proposition. The moral case for price stability meant that we had to choose the best instruments to deliver that objective. 

And the problem with so much political and reform debate is that instead of sticking to the high ground – of objectives and strategic imperatives – politicians get themselves on the wrong side of the divide and make fools of themselves by trying to talk about management, and trying to talk about inputs and trying to talk about instruments. 

Think of it as a TV screen.  I’m not a technician.  I know what I want to see on the front of the TV screen, which is the All Blacks winning the World Cup rugby, just to show a little bit of prejudice. Twickenham, November 9th.  There you go.  Call it black.  You look at the front of the TV screen.  That’s the picture you want to see.  The picture I wanted the public to see on price stability was no inflation.  All of the hard wiring in the back we leave to people like Greg; well not quite, he was called Eddie George.  

The politicians are very good.  It’s their responsibility to take strategic control over the outcomes.  But the choice of outputs (what they buy) and inputs (how somebody goes about supplying policing services, how somebody goes about supplying health services) – that’s another thing completely.

For non-public goods, the customers should take control.  It’s this state legitimacy, personal liberty issue.  So what do I mean by non-public goods?  I mean private goods.  The customers should take control.  Like health and education. 

But for genuine public goods – law and order for example – there the politicians should set the objectives, the strategic control and make managers manage.  How come William Bratton
 did so well in New York and they now want him in Los Angeles?  He wanted to lift the level of security, just as I wanted to lift the level of price stability or more importantly defeat what was threatening price stability. He gets the tough patches because the formula was: “make the manager manage”. 

And a politician has no comparative advantage in saying how many computers, how many cars, how many bobbies, in my view.  What you need to say to your policing managers is: this is the level of security I’m looking for, these are the value adds that I want.  And you managers, you manage.  And you are accountable, just as the central bank is responsible for the price stability. 

Now what are we talking about?  We are talking about real reform. 

And what drives that real reform?  A radical change in incentives.

For the politician to do their strategic job better, for the manager to do their job better, and more importantly for customers to take control – pupils and parents – that is the very best way of securing the outcomes in health and education that you want.  
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Go for the gold standard

I say go for the gold standard.  Politics is a bit like financial markets: you have only got so much capital.  The moment you start office you start to draw on that capital.  You might as well draw on that capital for something that’s big, that matters, that changes the rules of the game, that makes a real difference.  And for me that was the famous formula of the Thatcher years; very big changes in the rules of the game and the incentives.  Going for the gold standard; do it once, do it properly.  You can spend as much effort and political energy and waste as much political capital on a small, timid, botched reform as you do on a really big one.  So at five feet high, I say “think big”.  Go for the gold standard.

On the supply side, I say there’s no need for state ownership.  This muddle with Blair, Brown, Milburn – who’s won?  I can tell you who’s won.  The stupid idea has won.  The stupid idea is that the state should continue to own the hospital.  So you get this great pretence.  Is it on the state’s balance sheet? What’s the contingent liability for the warranty? 

I just read this morning’s Financial Times editorial.  It’s very good. It describes the situation as a silly half way house. Ministers are not going to get the outcome they say they want
.

Now far be it from me to use Mao Tse-tung as my authority for this proposition, but I say: “let a thousand flowers bloom”.  All sorts of supply on health all sorts on education.  It might be the “golden arches” chain for education, otherwise known as the Big Mac.  At least you would know that an ‘A’ grade was an ‘A’ grade. I mean I could buy a Big Mac, I don’t actually, but you can buy a Big Mac in the worst part of the world or the best part of the world – same ‘A’ grade. So you could have that type of supplier, you could have charitable suppliers, charter schools, for profit, not for profit – let a thousand flowers bloom.  Education should be about innovation.  So on the supply side, I say, no need for state intervention.

On the demand side, I am absolutely insistent: let the decisions be made by consumers, not by bureaucrats.

And on the funding side, which I think the Tories understandably are most shy to talk about, but as an outsider I suffer from no such inhibition, it’s clear to me that you’ve got three ways, three pillars if you like, in which the funding is going to be met: state funded entitlements, personal income and private insurance.  It’s going to be a mix.  You can call state funded entitlements what you like: scholarships, vouchers, tax credits.

The critical feature is that even if the state decides that it has a role as a purchaser, the actual decision to commit the resources is in the hands of the consumer, not the bureaucrat. 

So you’ve got a mix of state funded entitlements, personal income and private insurance, which is just a way in which all of us allocate personal risk.  All of us make those decisions to self-insure or to take insurance, from personal income. 

I’ve been in a meeting in London today where a very passionate, fine young Brit was giving a wonderful lecture on education for the poor and he showed a lot of the work of James Tooley
.  He showed a lot of the work being done in India, in Central America and around the world, where very poor people are paying to send their kids to private schools.  So we are going to get a mix of state funded entitlements, private insurance and personal income. Those in my view are the characteristics of a gold standard. 
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The winners of real reform

So who are the winners and losers (because politicians always make this equation)? 

Well I’m going to chance my arm.  I’m pretty clear who the winners are.  The winners are across a range of certainties. 

The certainty that services of quality will be delivered.  What’s the sanction for that?  If you don’t meet your customer needs, you go out of business.  We all know instinctively that it works and it can work as much in education and health as it can in Marks and Sparks and Next, for example.  My haircut, my clothes, my houses.  So that’s the first certainty.  The winners of real reform are the professionalism that wins through, the chance to make the link between pay and performance. 

I know from the very radical reform that we saw through in New Zealand that we halved the size of our public sector.   I know from that reform that not every bureaucrat is a “ning-nong”.  Not every bureaucrat suspends their judgement the day they walk in the door.  You lift the bonnet, you change the incentives and you change the drivers of performance.  There are very many people in your National Health Service, in your education system, who just cannot wait for the opportunity to be real professionals. 

Let’s take a really simple example, which Geoffrey Howe really loved.  I whiz around the world a lot and I think I’ve got packing down to a very fine art and I left New Zealand and to my horror – no reading glasses.  My optician said I’m a very good politician because its short sight that’s let me down.  Anyway, I got to the UK with no glasses.  I had my dark glasses but I couldn’t go round all my seminars wearing the sunnies.  In Singapore this would be easy.  You go into an optician and they take a photocopy – this is me not being a technician – they decide on the lens, stigmatism and whatever.  An hour later, there you go.  So I took a punt that Great Britain had had the wit to deregulate the optometrists.  And hey, they did.  An hour later here they are.  A few hundred pounds later I might add. 

Those sort of people exist in health, in education, I’m absolutely sure of it.  Let’s play to their professionalism.  I go to my dentist, my doctor, my accountant, my lawyer, they own their own practices.  How about letting teachers own their schools?  Pretty good proposition. 

How about the health professionals who want to be paid market wages?  I agree.   Work in the market and then they can be paid market wages.  Because then how well they use their resources will depend on how well they are able to be rewarded.  I don’t take the lazy proposition that losers of reform are all the people who work in the services.  Not at all.  They are waiting to be treated as managers, they are waiting to be treated as professionals. 

But politics is about how you govern for the vulnerable, how you treat the least well off, the people with the least bargaining power.  How about actually trusting everybody?  Whether you’re poor or rich, you’re still capable of making decisions about your children’s education.  How about trusting them to make that decision and not saying at the gate that those who’ve got purchasing power can opt out of a lousy system but those who don’t – tough? What’s fair about that?  Nothing.  And so the winners of real reform are particularly the least well off because everybody will get to exercise choice. 

And value for money; the tax and spend issue.  At the moment we are seeing taxpayers on a hiding to nothing.  The old British habit has returned. The tax and spend.  Just another billion pounds more, just another penny more.  It’s a very slippery slope.  This is the only way you can genuinely shelter people from rising tax burdens.  It’s the only way – because you go to the heart of the role of the state – that you can make sensibly appropriate and optimum balance between the public and the private sector. 
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The losers of real reform 

So who are the losers?

Well services that don’t measure up don’t stay in business.  They’re losers.  Do we shed a tear for them?  No way.  They’ve got no business cheating kids, no business selling hospital patients short.  They deserve to go out of business.  The law of Schumpeter.  Creative destruction should be allowed to work.

The bureaucrats, the highly centralised bureaucrats who have the “god complex”.  The fatal conceit, I call it.  The bureaucrats are sure to be losers.  This is where a huge amount of the new spending is going.  It’s not going on the services, it’s being captured but the middleman and the middleman is the bureaucrat.  They will be losers. 

The public sector unionists – not the union worker, there is a huge difference – who promote producer interests, at the expense of people and patient interests.  They will be losers.  

This is the real reason why reform hasn’t occurred under a Labour Party.  They can never take the vested interest on – it’s hard wired into their electoral system, let alone their coffers.  And isn’t it natural for a Tory Party?  It was my [National] party – the Tory Party in our terms – which deregulated the labour market, because the Labour government was in a no go area, brave though my predecessor Labour government, Sir Roger Douglas
 in particular, was.  This is the no-go area that should frighten you as much as some no-go areas of a physical kind across the Channel.  And so it is a clear winner for the Tories and it is going to be a loser for those who dare to put producer interests ahead of consumer interests.

And the other losers I tell you, as a close political observer, are the politicians.  It’s one thing to talk the talk; it’s another thing to walk the walk.  I hear the bold word.  I look at the ‘wimp’s way’. 

And you’ve got to make sure that the Tories don’t fall into that trap.  I think it’s clear that the Tories’ previous failure was related to the degree to which the Tories said: these are our principles, we stand for this, but these are our policies, which were diametrically opposed.  People aren’t stupid.  You’ve got to be consistent.  In my view the Tory Party must be willing to take this issue, run with it, be a champion of it and be consistent in the course.  In other words a Tory Party that does walk the walk.  And we are seeing the early signs of that at this conference, and that’s why I’m so pleased to be here.  I think that that’s going to separate out the winner and the loser.
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The economic consequences of Mr Blair and Mr Brown

There are very clear economic consequences to the Blair/Brown axis.  It is an axis which eventually will be an axis of economic evil for the United Kingdom.  And I’ll tell you why. I don’t have a very good singing voice. Can somebody sing for me “Hey Big Spender”?

Hey big spender – that’s what we’ve got.  The tax and spend culture is revived, and guess what it’s at the expense of.  Competitiveness. 

We have now got jurisdictional competition, country competition around taxing and spending.  The way Britain is heading, you’re going to converge with Europe in a way that gives you the worst of all worlds. You’re going to converge with European levels of spending and taxing.  And I’ve got to tell you, you’re going to become sclerotic economically and that’s got to be bad news for all of you.  It’s going to be bad news in economic and social terms. And that’s exactly what the tax and spend agenda will give; it’s bound to end in tears. 

There’s a slide into Enron-style accounting and that raises the risk premium.  People aren’t stupid.  The Financial Times will write the editorial.  Financial markets will price in the risk that exists.  Gordon Brown has to have a set of honest public accounts.  He needs a Fiscal Responsibility Act.  If you have honest public accounts, you must take into account asset liability and contingent risk, then in fact you are going to have to account so long as you own the entity.  But instead I hear Mr Milburn, busy trying to get support from the City to play the Enron game.  It just won’t do.  Both Mr Brown and Mr Milburn are on slippery slope.  Mr Brown because he won’t countenance the real privatisation that matters – of ownership.  And Mr Milburn because he wants to live in this halfway house, he wants to privatise the profit and socialise the risk.

And it’s lose-lose for the little guy.  Under the tax and spend agenda, their incomes are squeezed.  Spending is going to go up by £10 a day for every household in Britain.  And that’s got to be financed.  Eventually it’s got to be taxed – either now or later.  So crowd out of tax happens and it’s double jeopardy.  Not only higher taxes but lousy services.  And that can’t be good for the little guy.  So those are the economic consequences of Mr Blair and Mr Brown and here is the axis of evil – the high tax, low growth syndrome.  You’ve been there, you’ve done that, you don’t want to go there again.
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The consumer consequences of real reform

So real reform in my view is a natural Conservative cause.  Personal power before state power.  You can count on Conservatives to say that.  That’s why we’re political activists in the first instance.  We know about markets, we trust markets; markets work. 

But when you’ve got contestability, when you break the monopoly, allow contestability between service providers, then you get all the wonderful things. They care about consumers, they use the resources well and wisely, service levels go up, prices go down.  We know that’s what the market can deliver, it is the high ground.  It’s our cause, it’s not Labour’s natural territory. 

You’ve got real choice in services.  Don’t Conservatives say: “We are the party that honours the individual?”  You can’t talk that talk if in fact you don’t walk that walk.  You have to be able to confer the power of real choice, and you have to be able to honour individual preferences.  And they are going to be different.  I will make different choices about education and health from those that you might make.  Let us make those individual choices, let us celebrate that diversity. 

We make our choices on how much we spend on our hair – heaven knows how much Mr Beckham spends on his hair.  But that’s a choice that a guy makes.  It’s not a choice that I would make or a choice that any of you might make.  So we all have individual preferences, let’s honour them. 

Prices have got to be a much better way of allocating resources than queuing and rationing.  The fraud of the public service promise is just that.  Nobody is going to allocate 100 per cent of public expenditure to help.  So how do you put on the lid?  You ration and you queue.  That’s a lousy way to determine who gets the hip replacement operation, or who gets access to good or bad education.  So that in my view is a real conservative cause.

To the extent we are going to reform, you are going to send the bill back to the sender.  You have a return to sender stamp here in the United Kingdom? When the state starts sending you the bill for higher taxes and lousier services, you send that bill back.  The equivalent is a Tory style reform – the radical and real reform is that that bill never gets sent.
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Agents of change 

I came into politics to be an agent of change.  I suspect that you became activists for the same reason.  You’re not doing what you are doing out of fun, you are doing it out of conviction.  You are truly serious about securing better services.  You have to commit to being agents of change. 

That means a change in the institutions of public services.  It means a change in the balance in the public and private sector.  Reserving the former for what are truly public responsibilities; the legitimacy of the state.  And giving unto the individual the sphere of the individual. 

And it means – and this is the hard part – that for politicians and for politics there are new rules of the game. There are new incentives on politicians as well.  And sometimes politicians are the last to embrace the type of changes they advocate for others. 

I want to end on a realistic note, but I hope also a challenging and inspiring note.  I see no contradiction between being a Conservative and being an agent of change.  Why would you want to preserve institutions that are failing?  Why would you want to say you stand for private enterprise, when the size and role and intrusion and intervention of the state is such that that is just a fatuous notion?  The idea of the private individual is an illusion if the private individual is bound hand and foot to the state.  And in terms of being modern politicians, for me it’s not about my haircut or my shoes – no spots!  It is about truly bringing about a transformation in the way in which politics is conducted, in the way in which people can see that this is a party genuinely prepared to put its principles into practice. 

Good luck and go for it.  
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� Greg Clark, Head of the Conservative Party’s Policy Unit


�  The Mont Pelerin Society (� HYPERLINK "http://www.montpelerin.org" \t "_new" �www.montpelerin.org�), founded by Professor F A Hayek in 1947, brings together academics, politicians and commentators who meet annually “in the hope of strengthening the principles and practice of a free society and to study the workings, virtues, and defects of market-oriented economic systems.”
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�  State regulators eg. Oftel, Ofgen.


�  Established in February 2002, the Commission’s other members are Sir Steve Robson and Sir Roger Douglas.  The Commission’s Interim Report, Spending without reform, was published in June 2002 and can be found at www.reformbritain.co.uk/campaignnews.asp?article=150


�  New York City Police Commissioner, 1994 - 1996.  Between 1992 and 2000 crime in New York fell by 54 per cent.  In the same period it rose in London by 12 per cent.


�  “In the longer run, as Britain's home-grown healthcare capacity expands, the case for shifting more provision out of direct NHS ownership is strong.  But for now, it looks like political posturing to hide the government's own inability to let go - activity rather than action.”  Financial Times editorial, 9 October 2002.  The full text can be found at � HYPERLINK "http://www.reformbritain.com/campaignnews.asp?article=248" ��www.reformbritain.com/campaignnews.asp?article=248�
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�  Finance Minister in the Labour Government 1984 –1988, when he drove through a programme of radical reform, liberalising international trade, dramatically cutting and simplifying taxes, deregulating the economy and reforming the welfare state.  He is a member of Reform’s Commission on the Reform of Public Services.  Further information about Sir Roger Douglas can be found on his website � HYPERLINK "http://www.rogerdouglas.org.nz/" ��www.rogerdouglas.org.nz/�.
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Much greater certainty that:

		Services of quality will be delivered;       if not, the suppliers will go out of business

		All consumers will be able to exercise choice irrespective of income

		Value for money will improve



The winners of real reform
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		To muddled monetary policy; it’s called Central Bank independence

		To fiscal profligacy and drag; it’s called the Fiscal Responsibility Act

		To rampant regulation; it’s called              a code of regulatory responsibility 

		To public service failure;                          it’s called the reform rubric of competition, choice and prices



There is an alternative
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“OECD economies are undergoing profound structural change.

Traditional governance structures and managerial responses are increasingly ineffectual …

Radical change is required in order to protect the very capacity to govern and deliver services”

Governance in Transition, OECD 1995

Lets get radical
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A big shift in global thinking on -

		Ownership; privatisations, contestable supply, private finance, contracting out 

		Purchase; insistence on fiscal responsibility, more value for money      and consumer choice

		Regulatory; a de-regulatory trend with greater emphasis on rules that guarantee competitiveness, transparency and accountability



Re-defining the State –           the role and limits
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The Blair/Brown government is doctrinally wedded to high levels of government ownership, purchase and regulation in the public service sphere

Spending without reform is bound to fail

The high ground belongs to those who champion competitive supply,    consumer choice and accountability

A happy co-incidence of principle and pragmatism for the Tories

- Real Reform -                                        the perfect platform
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		Politicians take strategic, but not management control; eg Bank of England reform

		For merit goods, customers take control;               eg health and education

		For genuine public goods, politicians set objectives, with managers free to manage but accountable for performance; eg law & order 



Real reform is designed to secure                          a radical change in incentives

Design features
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		Competition – on the supply side

		Choice – on the demand side

		Prices – the universal indicator



Question:  why shouldn’t this rubric work its magic as successfully in education and health as it has in telecommunications and banking? 

The reform rubric
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		On the supply side - no need for state ownership; better to let a thousand flowers bloom

		On the demand side - decisions to be made by consumers, not bureaucrats

		On the funding side - prices paid            by a mix of state funded entitlements, private insurance or personal income



Go for the gold standard
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A personal snap-shot 

My reformer’s credentials:

		Activist in public policy reform upon graduation as a lawyer in early 70’s 

		A political career spanning 14 years                     as a conservative libertarian

		Architect of NZ’s second wave of reform         as Minister of Finance 1990-93

		World-wide reform ‘coach’ since 1994
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		Hey big spenders -                                    the tax and spend agenda revived        at the expense of competitiveness

		Slide into shonky state accounting - raises the risk premium

		Lose/lose for the little guy -                       incomes squeezed and                   inferior services delivered 



The economic consequences of Mr Blair and Mr Brown
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		Failing education and health services

		Education and health bureaucrats

		Public sector unions who promote producer interests at the expense of pupil and patient interests

		Politicians who talk the bold reform talk, but who don’t walk the bold reform walk



The losers of real reform
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		Personal power before state power

		Contestability between service providers ensures effective and efficient delivery of services

		Real choice in services sought ensures accountability for performance

		Prices a better way to allocate resources than queuing or rationing

		The Leviathan’s bill – return to sender



The consumer consequences of real reform 














_1096113097.ppt
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The 2002 Swinton Lecture                            Bournemouth  9 October 2002                                                                           
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Politicians who are truly serious about securing better services must commit to being agents of change

		A change in the institutional arrangements for public services

		This means a change in the balance between the public and private sectors

		Which, in turn, involves a change in the boundaries of political action 



Agents of change
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		Never is there a more important time than now to preserve the legitimacy of the State

		Reserve state legitimacy for high level sovereign functions like war and peace, securing property rights and personal freedoms

		Why squander the legitimacy of the state on whether the trains run on time,                   or ‘A’ grades really mean ‘A’?



An Ode to State Legitimacy
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Key success factors 

		Personal conviction

		Political character

		Philosophical compass

		Policy coherence and design

		Public confidence that change is credible and is for the better
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The state exercises its power by intervening in three ways:

1. Ownership; the state tends to own a wide range of trading companies           and service delivery entities

2. Purchase; the state typically purchases a wide range of goods      and services for citizens

3. Regulatory; the state as referee         sets the rules of the game

A first principles look at government intervention
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		Freedom is closely correlated with individual, economic and social welfare

		Why is the sale and purchase of food, clothing and housing on the liberty side          of the divide, but not the sale and purchase          of education, health and social services?

		Consumer sovereignty demands that personal power trumps public power  



An Ode to Personal Liberty
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DESIRED OUTCOMES

GOVERNMENT INTERVENTIONS

Ownership

Purchase

Regulatory

The interventions often fail to produce the desired outcomes












