

[image: ]













 





Praise for Burning Our Money




 





‘This book is a great guide to how the public sector often spends too much and delivers too little. It lifts the lid on huge budget overruns, grandiose failed projects and very expensive day-to-day services that simply do not deliver the high-quality help you would expect for all the cash expended. Politicians are often criticised for saying in general terms the public sector could do more for less. This work shows us how.’


– Rt Hon John Redwood MP




 





‘Public sector spending was nearly £700bn, some 45 per cent of GDP, in 2011/12. But, as Mike Denham persuasively argues, state spending is not just too big – it is also horrendously wasteful. Moreover, he provides an abundance of evidence to show that the public finances, on current policies, are quite simply unsustainable. Spending has to be cut and radical reform of public sector services is required. His recommendations for making government affordable are constructive and workable. They should be studied and heeded by every policy-maker in the country.’


– Ruth Lea, Economic Adviser, Arbuthnot Banking Group; former Head of the Policy Unit, Institute of Directors




 





‘If you want to understand just how much of your money is being wasted, and how politicians can leave a lot more of it in your pocket, this book is a brilliant place to start. Burning Our Money is an invaluable account of the incompetence and hubris that have left our economy stagnant and so many families struggling to make ends meet, from an economist with the experience to get to the bottom of it all.’


– Matthew Elliott, Founder of the TaxPayers’ Alliance and author of The Bumper Book of Government Waste




 





‘The state simply must come to live within the tax base if we are to avoid disaster. Anyone who is serious about the prosperity and wellbeing of their fellow citizens should read this book.’


– Steve Baker MP
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HOW THE GOVERNMENT BURNS OUR MONEY:




	It spends nearly half of everything we earn (Chapter 1).


	It overpays for supplies and labour, with its staff getting substantially more than private sector equivalents (Chapter 2).


	Its health service is inefficient, underperforms overseas counterparts, and causes thousands of avoidable deaths (Chapter 4).


	It pays welfare benefits to three-quarters of British households, despite our high level of general prosperity (Chapter 6).


	Its state schools are among the world’s most expensive, yet performance has slipped down the international league tables and we suffer the worst social mobility (Chapter 8).


	Its criminal justice system costs more than any overseas counterpart, yet our crime rate is one of the highest in the developed world (Chapter 9).


	Compared to the most efficient governments elsewhere, the money it wastes is enough to abolish income tax for everyone earning less than £50,000 (Chapter 10).


	It hides its true costs under a cloak of stealth taxation and disguised borrowing (Chapters 11 and 12).
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ONE


BURNING OUR MONEY







Dear Chief Secretary, I’m afraid there is no money. Kind regards – and good luck!


– Labour Treasury Chief Secretary Liam Byrne – private letter left for his successor, May 2010




 





It was a foolish letter to write … I broke the golden rule which is to not write down anything that you are not happy seeing in public and I am sorry that it’s made our job arguing against Tory plans harder.


– Liam Byrne, public apology for his letter, May 2010





A WEEK IN THE LIFE


It’s the second week of July 2012, and we’re in trouble. With the Games of the XXX Olympiad about to start in London, it suddenly emerges we haven’t laid on nearly enough security staff. Despite seven years of preparation and nearly £10 billion of taxpayers’ cash, the entire event is cast into doubt, and what should have been a glorious celebration of national pride threatens to become a national humiliation.


Fortunately we’ve still got the army, and, as so often before in our long island history, they’re summoned to rescue us from disaster. Already overstretched servicemen and women – some still with the dust of Afghanistan on their boots – find leave cancelled and immediate redeployment to crowd control.


The recriminations are storm force, and all eyes turn to G4S, the huge security company originally contracted to provide the staff. It has failed us catastrophically. The company’s share price plummets, and, when its Chief Executive is hauled before MPs for a televised session in the stocks, we all crowd round to hurl stones. But soon the recriminations spread much wider.


For the left, this is a perfect example of how we can never trust the profit-grubbing private sector to deliver public services. Just like all commercial contractors, G4S has obviously put private profit before public duty. In stark contrast, our loyal servicemen have once again put duty first and their own personal interests second. Enough said.


It’s a powerful line, but others point out it’s not quite as simple as that. For one thing, it’s the private sector that’s already supplied virtually everything the Games will depend on: stadia, athletes’ accommodation, ticketing systems, catering, equipment, drug testing, and a host of other essentials have all being supplied by private contractors. Without the private sector, the Games wouldn’t be happening at all.


On top of that, overall responsibility for security rests with the Home Office. Why did it fail to monitor this vital subcontractor? How come it didn’t spot the problem before drama turned to crisis? Were its bumbling officials asleep at the wheel yet again?


Because the Home Office has got form – a lot of form. In fact, it’s presided over so many bungles that a recent Home Secretary publicly condemned it as ‘not fit for purpose’. And right across government, officials routinely mismanage expensive private contractors, with taxpayers suffering the consequences. From defence equipment to IT projects to hospital cleaning, government has a chronic ability to overpay for second-rate delivery.


Neither is it just a problem with managing sub-contractors. This very same week in July 2012 brings a stream of reports showing how poorly the public sector performs when it keeps the work in-house.1


In education, there’s news that our state schools are trailing way behind their overseas counterparts. Research by education charity the Sutton Trust places us twenty-sixth out of thirty-four leading economies in the proportion of pupils achieving top maths scores. And, despite educating nearly 90 per cent of our children, our state comprehensive schools produce virtually none of our top-scoring pupils. It is failure on an epic scale.


In healthcare, a report from the National Audit Office (NAO) – the official spending watchdog – finds that NHS treatment for stroke victims is fatally sub-standard. A thousand victims a year suffer avoidable death or serious disability because of what’s known as ‘the weekend effect’, which is NHS hospitals failing to provide adequate staff cover at weekends, even though strokes – along with many other emergencies – can strike at any time.


A London coroner lambasts the management and staff of a flagship teaching hospital for wholesale incompetence and lack of leadership. The inquest into the death of a 22-year-old cancer patient has found that he literally died of thirst after hospital staff repeatedly ignored his pleas for a drink. Yet those same incompetent staff and managers remain in post.


And despite an annual NHS budget well in excess of £100 billion, another NAO report concludes that scores of hospital trusts are teetering on the brink of bankruptcy. The system is riddled with financial mismanagement, the cash is running out, and many local hospitals face closure.


Neither is mismanagement confined to the NHS. The latest annual accounts from the Department for Work and Pensions are published, and for the twenty-fourth year in succession the auditors have refused to sign them off. There’s so much fraud and error in the welfare system that the Department is unable to account for all the money, and this year it seems nearly £5 billion has gone walkabout. No private sector business could carry on like this, but in the public sector it’s just one of those things.


Over at the Ministry of Justice, new figures show that violent criminals released early from its jails go on to commit hundreds of further serious offences. In the previous year alone, they included seventy-eight rapes, fifteen manslaughters, and forty-four actual murders.


In the background, routine public sector waste continues unabated. The Department for Transport has wildly overestimated the number of passengers likely to use the Channel Tunnel high-speed rail link, saddling taxpayers with an additional debt of £5 billion. The Home Office reveals that it spent half a million pounds on rubber bullets that can’t be used. And a high-profile programme to save money by pooling back-office services across Whitehall turns out to have actually cost hundreds of millions more than it saved.


All this, and it’s still only Thursday.


A WEEK IN THE LIFE TO COME


It’s now the second week of July 2022, and our defeated World Cup squad skulks back home from Beijing. Playing against the hosts in the cauldron of the Mao Stadium, they were overawed and overwhelmed. Except the sports pages reckon the real culprit is the British government. Following the Qatar debacle, it should have accepted Fifa’s emergency request for us to stage the tournament. Then we’d have been the hosts, and we’d now be in the quarter-finals.


Talk about wishful thinking. Mr Zhou has made it abundantly clear that China’s loans and guarantees to Britain are conditional on robust and visible belt-tightening. The cost of staging the World Cup would have needed specific clearance from the Chinese Directorate of Fiscal Oversight in Whitehall, and they wouldn’t have given it. Our government had no choice but to support China’s own bid.


Anyway, going without a few circuses is nothing compared to everything else we’re now going without. This week the Department of Health admitted there are only twenty-nine NHS GPs left in the whole of London, the rest having gone private or emigrated. The National Audit Office reports that in most areas you can’t now get an NHS hip operation in less than three years, and cancer treatment is virtually unobtainable. New statistics show that one-fifth of our state schools have closed since 2019, with the average class size now exceeding forty-five. And yesterday the Prime Minister confirmed the state pension age will rise to seventy-five next September.


That’s the problem when there’s no money: we have to do what our creditors demand, when they demand it, however painful. Interest on the national debt is now costing more than health and education combined, and, even though we’ve slashed welfare spending, our taxes have gone through the roof. VAT and the basic income tax rate are both at 30 per cent, but that’s just the tip of the iceberg. No wonder the economy has shrunk so much, and people are leaving in droves.


But it’s pointless blaming the Chinese for our troubles: we are paying the price for years of wishful thinking.


We were the ones who chose to believe Gordon Brown’s fantasy island economics, saddling ourselves with huge debts and an unaffordable government.2 In 2010, we were the ones who chose to believe a Con–Lib coalition could somehow put things right without causing us distress or inconvenience. Later, when they did try a few distressing things – like reforming the NHS and cutting middle-class welfare – we were the ones who squawked until their nerve failed. Then in 2015, we were the ones who elected a minority Labour government to spend us back to happiness, and reverse the coalition’s very few public sector reforms. Even when the Pound nearly died in 2017, we still failed to understand that government was costing far more than we could afford, and required radical surgery.


Well, it’s out of our hands now. The Chinese are conducting the required surgery with a large axe and no anaesthetic.


Oh, if only. If only we’d started earlier. If only we’d recognised the pressing need to downsize the state and find more efficient ways of delivering public services. If only we’d had the grit and determination to see the reforms through.


STEP ONE


Thankfully, the Chinese Director of Fiscal Oversight has not yet arrived. We do still have some precious time to sort ourselves out. But to get anywhere, we have to take Step One, the step we have avoided for so long. We have to admit we have a serious problem. And it’s not someone else’s problem: it’s our problem.


The problem is that we’ve come to expect far more from government than it’s capable of delivering, and certainly far more than it can deliver at a price we can afford. Because when we entrust things to the government, waste, inefficiency and failure are guaranteed.


Our week of waste from 2012 was chosen solely because it happened to coincide with the writing of this chapter, but a comparable tally of bungling could have been found in pretty well any week from the last half-century. Here are three humdingers from the last few years:




	The NHS supercomputer – known officially as the National Programme for IT (NPfIT), it was supposed to deliver a standardised patient record-keeping system at an announced cost of £2.3 billion: it’s now reckoned to have cost five times that, but not delivered the record system.3 In fact, it’s difficult to find any big government IT project that has ever delivered on budget and on time.


	The Nimrod MRA4 spy plane – originally planned to enter service in 2003 at a cost of £95 million each, it fell years behind schedule, ended up costing £400 million per plane, and finally had to be scrapped without ever entering service. The cost to taxpayers was £3.4 billion, and the cost to our servicemen even higher: fourteen of them died when their decrepit previous generation Nimrod crashed in 2006, three years beyond its planned scrappage date. And this was just one of many bungled defence procurements: rifles that jam in use, helicopters that can’t fly in rain, aircraft carriers with no aircraft, and all delivered way over budget and way behind schedule.


	The Rural Payments Agency – the government quango responsible for dishing out farm subsidies designed such a complex new system that it proved impossible to operate. Payments stopped, we got fined by the EU for late payment, and it cost us over £600 million to put right.4 Gordon Brown’s Financial Services Authority was a similar disaster – an overblown quangocracy so intent on the minutiae of its own tick boxes that it entirely overlooked the rampaging elephant smashing up the financial room.





And beyond these News at Ten headline bungles lies a huge morass of day-to-day failure that doesn’t get nearly as much publicity as it deserves.


To start with, government routinely overpays for its supplies. Despite being the biggest customer in the land, it is forever paying more than you or I would pay in the High Street. From office accommodation, to Post-it notes, to drugs, to telecoms, to light bulbs, it wastes money. When one of Britain’s most successful retailers investigated he reckoned he could save an annual £20 billion ‘without even breaking sweat’.5


It also overpays for its labour. Public sector employees get paid more than their private sector counterparts, and on top of that they get those famous index-linked pensions. Depending on how you do the sums, the total overpayment is between 10 and 40 per cent, which in money terms is £15 to £60 billion a year.6


And on top of the overpayment, there’s also the issue of what our public employees actually do. Politicians like to boast about how many extra doctors, nurses, teachers and police officers they’ve employed, but they never mention the thousands of non-jobs they’ve also created. Such as:7




	Policy and Research Officer with the Nuclear Free Local Authorities Secretariat at Manchester City Council, on a salary of £38,000.


	Walking Coordinator with Islington Council on £32,000.


	Climate Change Officer with Braintree Council, which was so concerned about its carbon footprint that it offered a salary of £39,000 for someone to keep tabs on it.


	Cheerleading Development Officer with Falkirk Council, salary unknown.





And the over-staffing problem extends much further than non-jobs. Even with its real jobs, the public sector has a chronic tendency to organise itself inefficiently. We’ve all visited NHS hospitals where the nurses seem to spend more time filling in forms than caring for patients. Contact with social services, or the council planning department, or the tax office, often leaves us trapped in a bureaucratic maze, with hordes of different officials getting themselves involved. And it’s no wonder the police are so hard to find when they’ve somehow managed to organise themselves so that only one in eight officers is ‘visible and available’ at any one time.8


In the private sector such practices couldn’t be long sustained, because the business would fail. Costs would escalate above revenues and the operation would have to change or die. But there’s no such pressure in the public sector, where organisations can’t go out of business through inefficiency. Change is glacial.


According to the government’s own estimates, public sector productivity growth is virtually non-existent: indeed, on the latest figures, productivity actually fell between 1997 and 2008.9 In other words, for every additional pound we put in, we got less and less additional output. During a period when private sector productivity was growing strongly, the public sector became even less efficient than it was before – a truly dire performance.


But worse still is the public sector’s failure to deliver, especially to those who are critically dependent on it. The death of that cancer patient may be an extreme example, but it’s by no means isolated. However much we’d like to believe otherwise, compared to healthcare systems elsewhere the NHS is a killer. Every year, tens of thousands of us die from illnesses that we’d probably have survived if only we’d been treated across the Channel.10


In education, around one-fifth of our children leave state schools unable to read and write properly, condemning them to a life bumping along the bottom. And further up the ability range, our brightest children are left unfulfilled and falling well short of the attainment levels achieved by their private school counterparts, let alone their counterparts overseas. A school system that has churned out ever higher exam grades has failed both its ablest and least able pupils, seriously undermining our future prosperity.11


As for our welfare system, it now costs an insupportable 15 per cent of our national income, and has consigned millions to dependency. Even at the height of the boom – during which an astonishing 4.7 million additional jobs had been created – we still had over 5 million working-age welfare dependents. Many of them have become, in the words of the legendary William Beveridge, ‘habituated to idleness’, are often seriously depressed, and are quite possibly now unemployable. The welfare system is a personal, social and financial disaster.12


Cost overruns, inefficient organisation and failure to deliver add up to a lot of waste. And, while nobody knows quite how much, research published by the European Central Bank suggests it’s well over £100 billion annually.13 That’s getting on for £5,000 per household every single year.


WE’RE THE ONES PICKING UP THE TAB


It is the proud boast of our public services that they’re free. Irrespective of our own personal means, they give us free healthcare, free education for our children, free housing and free cash hand-outs.


That’s a very seductive proposition, and if only it was true we wouldn’t need to worry about poor standards and waste. We could just look upon our public services as a disappointing gift – a gigantic version of those knitted socks Aunt Agatha sent for your tenth birthday.


Unfortunately, it isn’t true. The state is not some rich benefactor paying for services out of her own pocket. Everything the state provides has to be paid for by us.


Of course, the bill is not spread evenly, and that allows many of us to believe that someone else is paying – someone else like the idle rich, or perhaps those evil multinational companies we hear so much about.


But that comforting belief is also largely a delusion. Companies may apparently pay nearly 15 per cent of total taxes, but, as lifeless legal constructs, they can’t actually pay those taxes any more than they can drink beer. Their taxes always end up being passed on to us, either through higher prices, or lower wages, or lower dividends on our investments. As we’ll see later, we pay their taxes without even realising it.


And, while the rich certainly pay much more per capita than the rest of us, half of all tax ends up being paid by what’s become known as the squeezed middle – the 40 per cent of households on annual gross incomes between around £25,000 and £60,000. They have to pay because as a group they’re the ones with most of the income. Not that the poor escape scot-free: around one-eighth of all tax is paid by households on incomes below £10,000.14


The uncomfortable reality is that, in one way or another, we all pay. Indeed, millions of us are in the absurd situation of receiving state benefits with one hand and simultaneously paying tax with the other. In the trade that’s known as fiscal churn, and it means the state is robbing Peter to pay Peter. Worse, Peter doesn’t get back as much as he’s paid in because a chunk is lost paying for the tax collectors and other government officials needed to administer the circularity.


MAKING US ALL POORER


Public sector waste and failure makes us poorer because we have to pay for it through higher taxes – much higher taxes. In fact, if the public sector stopped wasting that £100 billion a year, we could abolish income tax for everyone earning less than £50,000.


But the waste and inefficiency also make us poorer in another way. There is now considerable evidence that beyond a certain point – generally put at about one-third of GDP – increasing government spending as a share of national income undermines long-term economic growth. Productivity growth is much lower in the government sector, and the taxes to pay for public spending act as a drag on the wealth-creating private sector, eroding incentives to enterprise and effort.15


For example, the European Central Bank analysed the twenty-eight leading industrialised economies over the period 1970 to 2004, a period which saw their average government spending increase from 35 per cent of GDP to 44 per cent. It found that each 1 percentage point increase in that share cut the average annual growth rate of GDP per capita by an estimated 0.12 per cent. Another study, carried out by the OECD, put the effect at 0.15 per cent, and there are a large number of other studies pointing to an effect in the range 0.1 to 0.2 per cent.16


Over the last few years public spending here has absorbed nearly half of our national income. Back in 1997 it was only about 40 per cent. On the basis of the OECD’s estimate, that increase may have cost us something like 1.5 per cent off our long-term growth rate. Even if we make some adjustments for the current recession, the surge in public spending under the last Labour government is likely to have knocked between 0.5 and 1 per cent off the rate.


Given the current state of the global economy, that kind of handicap is not one we can afford. If we’re serious about growing our way back to prosperity and high employment, we have to cut the burden of public spending substantially.


Of course, that doesn’t mean cutting it all the way back to zero. As we’ll discuss later, there are some things – like defence, law and order, and basic infrastructure – that are essential for long-term prosperity, and only government can provide them. And in a modern economy, one necessary component of basic infrastructure is a population which has mastered the 3Rs, some basic science and a few other things besides. So some level of public spending is necessary, however inefficiently the money is spent. It’s just that the current level is way beyond that minimum.


It’s also way beyond what was envisaged when Beveridge wrote his famous welfare report back in the 1940s. Benefit levels have soared far above any basic safety net, and they’ve become an entitlement rather than something to be earned. State education has expanded hugely beyond the elimination of basic ignorance – although it has shamefully failed to eliminate illiteracy. And the NHS now provides a vast range of costly treatments not even dreamed of when it was founded.


Moreover, there’s no relief in sight. In fact, looking forward, the problem will only intensify. Our population is aging dramatically, driving up spending on pensions, the NHS and care services. Even after the planned increases in pension age, the increasing elderly population is expected to force spending up by a further 4 or 5 per cent of GDP over the next half-century. Which would further increase taxes, and cut our growth rate by perhaps another 0.5 per cent. We are staring at a spiral of decline.


If only we had that rich benefactor, none of this would be a problem. But we don’t, and it is. Our bloated, inefficient public sector is a major drag on future prosperity, and we have to find ways of making it fitter and much leaner. Unless, that is, we fancy a future of economic stagnation, declining living standards and public services run into the ground.


WE CAN’T VOTE FOR LESS WASTE


When G4S bungled its Olympic security contract, the left were delighted. This was the clearest possible demonstration that the private sector cannot be trusted with public service, and if the army hadn’t galloped to the rescue the Games would have descended into chaos.


And it cannot be denied that private sector companies are just as capable of bungling as the public sector: mistakes happen, circumstances change, and even the most successful organisations get complacent. But the vast majority of private sector companies face competitors, and those that make too many mistakes risk going out of business. Customers can simply choose to spend their money elsewhere.


That doesn’t happen in our monopolistic public sector. As customers, we’re forced to pay for the state’s services whether we like them or not. We’re not free to choose whether to pay our taxes, and so unless we’re very rich we’re locked into using public services – however bad they are.


True, when there’s a particularly egregious public sector failure, the organisation concerned will promise to ‘learn lessons’. It may rearrange a few deckchairs, and in extreme cases may even transfer its head elsewhere. But once the dust has settled, experience shows that these organisations carry on pretty much as before. The hospital that killed that 22-year-old remains managed and staffed by the same people. And despite a quarter-century of failure, the DWP won’t be able to account for next year’s spending any better than this year’s.


Now in theory it’s not meant to be like this. In theory, we’re supposed to exercise control via the ballot box: if our public services fail to deliver we can throw out the rascals in charge and replace them with a new lot. We have the power to elect a new board of directors.


The reality is miles away from that. To start with, there’s often little to choose between the alternative boards on offer – most now comprise career politicians who’ve spent their entire working lives inside the Westminster bubble, and whose perspectives on public services and spending are remarkably similar. Their main priority is to get elected, which means sticking to ‘the centre ground’. Consensus politics has undermined electoral choice.


Second, even if we do somehow elect a board that is minded to make radical change, it then has to confront a leviathan that doesn’t want to budge. The public sector is heavily unionised, and has powerful supporters in the left-leaning media, most notably the tax-funded BBC. Politicians who threaten the status quo can expect to face huge resistance and the roughest of media maulings. In the words of one Prime Minister:




You try getting change in the public sector and the public services. I bear the scars on my back after two years in government and heaven knows what it will be like after a bit longer. People in the public sector [are] more rooted in the concept that ‘if it has always been done this way, it must always be done this way’ than any group of people I have come across.17





Tony Blair says he now regrets not pushing harder, but given Labour’s dependence on union funding he was never going to make much progress. Even our most radical post-war Prime Minister, Margaret Thatcher – most definitely not a consensus politician and not in the unions’ pocket – failed to reform public sector working practices.


In reality, our ability to control the quality and cost of public services via the ballot box is virtually non-existent. With our own shopping we can effect change simply by switching our purchases to a competing supplier: we can vote directly with our wallets. But with our public services we’re reduced to shopping via a political class bunched on the centre ground, and a unionised workforce clinging tenaciously to the status quo.


To get better and cheaper public services we have to go beyond merely electing a new set of directors and managers. We have to be much more radical. We have to restructure the entire relationship between government and its customers: that is, all of us.


FACING UP TO A NASTY TRUTH


To understand how and why the public sector wastes so much, we’re going to take a close look at four of the biggest spending programmes, together comprising nearly three-quarters of all spending. They are health, welfare, education, and law and order.


We’ll see how the public sector is weighed down by amateurism and lack of accountability at the top, combined with inflexibility and union militancy at the bottom. We’ll see how politicians promote failure by twisting priorities and decision making to suit their own agendas. And we’ll see how we ourselves generate waste by making demands government simply cannot deliver.


Alongside the problems, we’ll look at some solutions. Perhaps surprisingly we’ll find plenty of them, mostly based on successful systems operating elsewhere in the world. We’ll also find a surprising measure of political agreement on what needs to be done. But against that we’ll see how political action is stymied by an unwillingness to confront our collective wishful thinking.


The NHS is a prime example. In our national mythology it’s the very best of British, the envy of the world – why, we even gave it a starring role in our Olympics opening ceremony. Yet, as we’ve already noted, its performance is fatally second-rate compared to its counterparts across the Channel. And the fundamental reason for that is that, unlike our nationalised monolith, the major European healthcare systems operate on the basis of choice and competition, keeping suppliers on their toes.


So for the last twenty-five years successive British governments have been trying to introduce similar market competition into the NHS. And not just Conservative governments: one of the most enthusiastic market reformers was Labour Health Secretary Alan Milburn. However, such has been the opposition from within the NHS, and the power of the myth, they’ve all backed off. Milburn eventually got so frustrated he walked away from government altogether ‘to spend more time with his family’. And the most recent reform attempt by Conservative Andrew Lansley was stopped by his own Prime Minister, who after prolonged exposure to adverse headlines contracted a terminal case of cold feet.


Yet – tempting though it is – we can’t simply blame our politicians for lack of bottle. True, many of them believe one thing in private and say another in public – as perfectly highlighted by Liam Byrne’s ‘no money’ letter from May 2010. But they’re politicians, and they’ve seen what happens if they get branded as nasty. We can’t really expect them to confront our myths head-on, when so many of us are still believers.


No, the real fault lies not in our politicians but in ourselves. We’re the ones who’ve failed to grasp the extent of the problems. We’re the ones who’ve failed to insist on change. And we’re the ones who’ve failed to accept the tough decisions needed to get us back on track.


The time has come for us to face up to this nasty truth. Because with all the money gone, muddling through is no longer an option.



















TWO


EXPERTS IN WASTE







While the Royal James was bringing towards the dock, we went out and saw the manner and trouble of docking such a ship, which yet they could not do, but only brought her head into the Dock, and so shored her up till next tide. But, good God! what a deal of company was there from both yards to help to do it, when half the company would have done it as well. I see it is impossible for the King to have things done as cheap as other men.


– Samuel Pepys, Clerk of the Acts to the Navy Board, 1662




 





James Hacker: It’s very popular with the voters, Humphrey. Gives them a chance to help us find ways to stop wasting government money.


   Sir Humphrey Appleby: The public doesn’t know anything about wasting government money. We’re the experts.


– Yes Minister, 1980





Government has always wasted our money. Whether repairing the Navy’s warships, staffing the Circumlocution Office, or buying paperclips for the Department of Administrative Affairs, you can be sure it will spend way more than it ought to. As Pepys discovered 350 years ago, when the government has things done, bungling, duplication and overpayment are inevitable.


Waste permeates every level of government activity, and as we examine each of the main areas of government spending we’ll find many examples. And we’ll see how the same underlying failures crop up over and over again. Let’s run through them, starting with the public sector’s chronic tendency to overpay.


THE SIMPLE SHOPPER: PAYING TOO MUCH FOR ITS SUPPLIES


The government is by far the biggest shopper in Britain. Every year it spends around £240 billion with its thousands of suppliers. Unfortunately, it’s hopeless at it.


Throughout history governments have routinely overpaid, over-ordered and bought the wrong things. Even during the Second World War, with minds concentrated by the fear of national extinction, vast amounts of useless kit were purchased, much of it later hidden from public view in disused coalmines (it’s said there are 500 tons of left-footed Wellington boots down a mineshaft somewhere in Nottinghamshire).


In 2010, the government asked billionaire retailer Sir Philip Green to examine government shopping and suggest ways of saving cash.18 He discovered a shambles, with government failing miserably to exploit its scale and status. Different bits of government were buying basic supplies like paper and printer cartridges individually and at wildly varying prices: the most expensive were nine times the price of the cheapest. Prices paid for basic services like telephony and office accommodation were far above what big commercial businesses would pay. Laptops available to anyone over the internet for £800 were being bought for £2,000.


The really alarming thing is that this was happening in 2010 – ten years after the Blair government established the Office for Government Commerce (OGC) specifically to make government procurement work efficiently. Green was appalled: ‘We couldn’t work like this, we’d be out of business … The only reason the government can … is that they’ve got a printing press that prints money and we don’t.’19


He estimated that if government adopted the hard-nosed professional buying practices employed by big private sector businesses, it could save taxpayers £20 billion annually ‘without even breaking sweat’.


But there’s a problem: the public sector doesn’t have the hard-nosed professionals required to manage the process. Here’s how a senior executive at one of the big defence contractors describes their negotiations with the MoD:




Sometimes you feel you’re in a process of asymmetric warfare. From industry you have professional contract negotiators whose job is to extract the best deal on the best day. From the MoD side, generally you don’t have professional procurement executives. You do have a situation where on one side you have accountability, deliverability, decision-taking, and on the other a less so process.


– Robin Southwell, Chief Operating Officer of EADS20





This lack of professionalism pervades negotiations throughout the public sector, as we’ll see later.


Moreover, it isn’t just a matter of paying the wrong price. Unlike paper and printer cartridges, much of what the government buys is not something you can simply pick up from Tesco. The big ticket items – military equipment, software systems, new hospitals – are usually bespoke. And as everyone who’s ever employed a builder knows, with bespoke projects you have to specify precisely what you want upfront. Changing your mind halfway through a project is fearsomely expensive and prone to disaster. Yet that is precisely what public sector buyers do all the time.


A good example is the NHS supercomputer. The Department for Health originally specified a highly standardised and centralised system, and a fixed price for delivery. But as the project got underway it met with huge opposition from within the NHS itself, and, under mounting pressure from media and politicians, the Department began to flip-flop away from the original specification.


In theory, they’d locked their suppliers into fixed price contracts, and they tried to make those prices stick. They’d even appointed their own hard-nosed professional from outside to drive the contractors, whom he treated like dogs pulling a sledge:




When one of the dogs goes lame, and begins to slow the others down, they are shot. They are then chopped up and fed to the other dogs. The survivors work harder, not only because they’ve had a meal, but also because they have seen what will happen should they themselves go lame.21





But in practice the hard talk didn’t work. As the Department flip-flopped on the specification, the contractors started to lose big money, and they weren’t prepared to absorb it. In 2006, the international consultancy firm Accenture pulled out, writing off several hundred million in the process. They were later followed by a second huge supplier, Fujitsu. In 2007, the husky-driver himself jumped overboard. The project disintegrated into a catastrophic and expensive muddle.


We’ve seen this many times. Governments agree a price for a bespoke project, only to be forced to pay more later. Either the complexity of the project has been grossly underestimated (as was the case with the Nimrod spy plane), or there are big specification changes (as with the supercomputer and Britain’s new aircraft carriers).


A recent analysis of 240 public sector projects showed that they had overrun initial budgets by an average 38 per cent. By far the worst was that NHS supercomputer, but plenty of others incurred overruns well in excess of 100 per cent.22


And governments elsewhere aren’t much better. A study by Danish economists looked at public transportation projects around the world and found nine out of ten overrunning, with an average overrun of 28 per cent. Moreover, their analysis suggested that overruns are not always the result of naive optimism:




Project promoters routinely ignore, hide, or otherwise leave out important project costs and risks in order to make total costs appear low. Politicians use ‘salami tactics’ whereby costs are only revealed to taxpayers one slice at a time in the hope that the project is too far along when true costs are revealed to turn back.23





The London Olympics was a classic example of salami tactics in action. When the original bid was made in 2005, the government reckoned it would cost taxpayers £2.3 billion. It later emerged that that figure was pretty well plucked out of the air, presumably not to alarm anyone too much.24 And as soon as we were locked in, it rocketed to £9.6 billion – a fourfold increase. Moreover, there were a few hidden extras – such as using the army for security – so the true overall cost was probably even higher.


But whether we blame optimism or salami slicing, the problem of underestimated costs is all too real. In fact, it’s so real that it’s been given an official name by the Treasury: they call it ‘optimism bias’. Based on past experience, the Treasury now insists that capital project proposals incorporate an additional optimism-loading on the initial cost estimate, ranging from 2 per cent for standard building projects, right up to 200 per cent for some equipment and development projects.25 In other words, the Treasury reckons that the true costs of projects like new defence equipment and computer systems will run out at three times the initial estimate. Which is quite a lot of optimism, let alone salami.


So to summarise, our simple shopper is an optimistic salami slicer, who overpays, is incapable of specifying exactly what he wants, is highly likely to change his mind halfway through and is unable to manage supplier contracts. Apart from that, he’s just the man to send to the shops with £240 billion of our hard-earned cash.


THE CULT OF THE AMATEUR


A recurring theme in almost all of these shopping disasters is that of public sector amateurism. It’s long been observed that the senior levels of the civil service – what used to be called its administrative class – overwhelmingly comprise gentlemen amateurs who know virtually nothing about what goes on below stairs, where our public services are actually delivered. They may be Sir Humphrey Oxbridge thoroughbreds, but their interests are high policy and the governance of Britain, not the more mundane tasks of management and efficiency.


An official report on the civil service summarised the problem this way:




Administrative class officials … move too frequently from job to job with no specific professional education or formal training for their work. The Service lacks skilled managers … most of the work of most Senior Civil Servants is not managerial, but rather relates to matters such as the preparation of explanatory briefs and answers to parliamentary questions … there is not enough contact between the civil service and the rest of the community … because Civil Servants are expected to spend their entire working lives in the Service…26





The striking thing about that passage is that it was written half a century ago, yet it still rings true today. Certainly, the civil service does now employ large numbers of specialists in various technical functions, but those at the top are still very much generalists. They still flit from post to post, and department to department, never building the kind of nitty-gritty managerial experience required to get a grip on public sector waste. The median time in post for a senior civil servant is under three years, and it’s still the case that few have ever worked outside the public sector.


Take the current Permanent Secretaries at the three biggest-spending departments.27 Robert Devereux, who heads the Department for Work and Pensions, worked his way up through Overseas Development, HM Treasury, the Department of Social Security and the Department of Transport. Along the way he did have a secondment with the Guinness brewing company, but his entire career progression has been in Whitehall. Chris Wormald, head of the Department for Education, progressed through three government departments and the office of the Deputy Prime Minister before landing the top job back at his first department. Una O’Brien, head of the Department for Health, admittedly does have a somewhat different career background, having set up a charity before joining the civil service. But the bulk of her career has been spent in Whitehall and NHS administration.


Now, nobody says Sir Humphrey is an amateur in terms of running civil service departments and helping ministers develop policy – far from it. The charge is that he’s an amateur in terms of getting us value for money.


Time and time again, expensive policies fail because of shockingly poor implementation. Senior mandarins make plans without knowing precisely how they will be implemented, or even whether they are practical. And subsequent monitoring of progress is often woeful or non-existent. Labour’s attempt to reform working practices in the NHS was a prime example, costing billions but failing even to collect information on whether it was succeeding.28


Accounting can be shambolic. Public sector bodies are entrusted with billions of our cash, but they can’t necessarily account for how it’s spent. The accounts of the European Union haven’t been signed off by auditors for two decades, because of unresolved errors and irregularities. And, as we saw earlier, the accounts of the Department for Work and Pensions – our biggest-spending department – have been qualified every single year since 1988/9: there’s so much fraud and error that auditors won’t sign them off.


The management of costs and finance has never received as much attention inside government as it does in the commercial sector – even though government budgets far exceed those of most commercial organisations. Professional managers and so-called bean counters rarely make it to the top. In the words of the National Audit Office: ‘Staff can still be promoted to senior positions in departments without having demonstrated an ability to deliver cost-effective operations, which sends a message within the organisation that performing well on financial matters is not important for career progression.’29


With amateurs in charge, we really shouldn’t be surprised that the government spends our money so unprofessionally.


PAYING THEMSELVES TOO MUCH


If the public sector is hopeless at shopping and managing commercial suppliers, it’s even more hopeless at managing its own labour costs, now running at £170 billion annually.


Traditionally, our public employees were supposed to be paid modestly. The idea was that high financial rewards were incompatible with a public service ethos and could attract the wrong sort of chap. Far better to stress the intrinsic rewards of service, the security of employment, the pension and the honours for loyalty.


Over recent years this has changed, most markedly under the last Labour government. With an ambitious and expensive spending programme to push through, they soon became deeply frustrated by the lack of professional management skills they found among top officials. They concluded that to make progress they’d need to buy in some top talent from the private sector: they had to stop paying peanuts, and start elbowing the monkeys aside.


One such external recruit was Richard Granger, the IT consultant brought in to deliver the NHS supercomputer. It’s said that he took a pay cut to join the Department of Health, but he still got paid considerably more than any other member of staff, with reported annual earnings of £270,000–£285,000.30 And he was typical of several high-profile appointments from the private sector.


The problem was that these much higher pay levels didn’t stop with the relatively small number of senior people recruited in from outside to undertake specific and vital roles. Soon they spread out right across the public sector, lifting rewards for incumbent staff, both deserving and undeserving. Packages ballooned well into fat-cat territory.


In 2010, a study found that 38,000 public employees were being paid over £100,000 p.a. Nine thousand – including 362 local council bosses – were getting more than the Prime Minister’s £142,500. And over a thousand were pulling in more than £200,000, among them ten GPs on over £300,000.31 The very highest-paid public employee was Mark Thompson, the Director-General of our ‘public service’ broadcaster, who was pulling in £838,000. Altogether the BBC had seven of the ten highest-paid public employees, and 331 managers on more than £100,000. And that’s without taking account of the eye-watering packages paid to their newsreaders and other performers.


And to put these figures into perspective, remember that a salary of £100,000 puts an individual in the top 2 per cent of earners across the entire country. Pay of £200,000 puts him in the top half of 1 per cent.32


But it isn’t just public sector bosses: taking account of all grades and levels, average public sector pay is higher than in the private sector.


This striking fact has been known for years, and nobody disputes the basic figures. However, until recently, public sector unions and their supporters were able to contend that the difference reflected a skills and qualifications gap, with the public sector on average employing higher-quality workers doing more responsible jobs. That contention has now been blown away by a detailed pay analysis from the Office for National Statistics (ONS).33


The ONS analysis looks at relative pay after adjusting for differences in the mix of employees in terms of gender, age, occupation, region and qualifications. And it estimates that even after taking account of all those factors, average public sector pay is still 8 per cent higher than in the private sector.


What’s more, over the ten years for which the ONS has published figures, the gap has been growing. It grew sharply as the Blair government dished out a series of inflationary public sector pay awards in the early noughties, and rose further as the recession crushed private sector earnings but left the public sector relatively unscathed.


The message is that the public sector is paying too much for its labour. And an 8 per cent gap on its £170 billion labour bill comes to a chunky £14 billion per year.


But the true overpayment is even more than that, because public sector pensions cost a lot more than those in the private sector. We’ll be looking further at pensions in a later chapter, but to get a fairer comparison of employment costs we need to add the higher employers’ pension contributions on to the pay gap figures already quoted. ONS analysis shows that adding on employers’ pension contributions increases the gap between public and private sector employment costs by getting on for 10 per cent (average for full-time employees).34 That takes the labour cost gap from around 8 per cent up closer to 20 per cent.


But that still isn’t the end of the story. Because, despite recent reforms, the public sector’s year-to-year pension contributions are insufficient to fund the pension liabilities it’s accruing. There’s a shortfall that will ultimately have to be made good by taxpayers. According to the Public Sector Pensions Commission, the true cost of the average public sector pension is around 45 per cent of annual pay.35 But since the combined contributions of both employees and employers is only about half that, there’s a 20 per cent shortfall facing future taxpayers. That needs to be added to public sector labour costs.


The bottom line is that on a like-for-like basis, the public sector could be overpaying for its labour by up to 40 per cent. Even a gap of 30 per cent translates into waste of £50 billion annually.


The problem is exacerbated by the public sector’s use of national pay scales. In the private sector, labour costs are considerably lower in regions away from London, but in the public sector that isn’t the case. Despite some limited use of regional pay weightings, national pay scales mean the public sector tends to underpay those working in the London area, but overpay the bulk of its employees who work elsewhere. The result is the worst of both worlds: an excessive total wage bill, combined with recruitment difficulties in London and the south east.


And the damage inflicted by national pay scales goes well beyond the financial costs. For example, state schools in London and the south east have to pay their teachers more or less the same rates as those in the north east, even though local wage rates outside the profession are as much as 50 per cent higher. As a result, the average quality of their teachers is likely to be lower than in the north east, and the education given to pupils correspondingly worse. According to one recent study, the effect is to reduce exam scores by around one grade for every 10 per cent shortfall in wage rates.36


In the NHS, the consequences are even worse. Because NHS hospitals in high-wage areas can’t attract enough permanent staff, they have to hire temporary agency staff, and their success in treating patients falls well short of the standards achieved elsewhere. An LSE study found that survival rates among heart attack victims are directly related to local wage rates: in high-wage areas more victims die than in low-wage areas. Or to put it another way, the NHS adherence to national pay scales is literally killing people in London and the south east.37


HELD TO RANSOM BY THE UNIONS


A key reason the public sector pays too much for its labour and has inflexible national pay scales is that it’s heavily unionised. And the unions have done a great job extracting and defending above-market rewards for their members.


Back in the 1970s, trade union power stretched right across the economy. However, membership in the private sector subsequently nosedived, partly because of Thatcher’s union reforms, but more fundamentally because increasing global competition wrought a radical change in our industrial structure and workforce attitudes. In the market sector, employees came to recognise the risks to their own jobs of excessive wage demands and union intransigence. But in the public sector, things just carried on as before.


Today, over 60 per cent of the remaining union members are in the public sector, despite the fact that it employs only a fifth of the workforce.38 Fifty-six per cent of public employees are union members, four times higher than the private sector’s 14 per cent. And that heavy public sector unionisation makes us an outlier against international competitors. Average union membership across the OECD is 18 per cent, whereas ours is 27 per cent.39 We’re significantly more unionised than the US, Japan, Germany and even France.


As a result, our public sector is virtually impossible to run efficiently. Not only are labour costs stuck at their excessive level, but the unions constitute a fearsome obstacle to organisational reform. They block change, frequently forcing politicians into expensive and unsuccessful workarounds. In the NHS, with its seventeen separate unions, billions were spent under Tony Blair in a doomed attempt to buy more flexible working practices.40


The ultimate union weapon of course is the strike, and public sector unions have never been shy about using it. Over the last fifteen years, the number of days lost to industrial disputes in the public sector has averaged half a million annually.41 That’s nearly five times the number lost in the private sector, even though the private sector is four times bigger. Or to put it another way, the average public sector worker is nearly twenty times more likely to strike than her private sector counterpart. She went out even while Blair’s government was pumping huge amounts of extra cash into her pay packet.


It is deeply ironic that trade unions originally established to fight for workers against the barons of unbridled capitalism now direct most of their efforts to fighting their fellow working man in the private sector for a bigger share of his wallet.


And there’s something even more extraordinary: taxpayers are actually subsidising these public sector unions. For one thing, union officials are given paid time off to conduct union business – including organising all those strikes. In 2011/12, over 3,000 full-time equivalent public sector staff were paid by us while working on union business, at an estimated cost of at least £92 million. On top of that, the unions receive direct payments from us to fund member education programmes. In 2011/12, that amounted to a further £21 million, giving them a total subsidy of £113 million.42


Clearly it’s outrageous that taxpayers should be made to pay for activities that are directly contrary to their own interests. But in the public sector, that’s exactly what happens.


We’ll come back to this in a later chapter, where we’ll also look at the unhealthy financial relationship between public sector unions and the Labour Party.


LACK OF ACCOUNTABILITY


During the latter months of 2011, after years of uninterrupted growth, Tesco suffered a marginal decline in its UK business. Within weeks its Chief Executive was heading for the exit. Despite his undoubted abilities and unblemished previous career record, something had gone wrong in the business, and, as the top man, he had to carry the can.43


Contrast that with what happened at the Home Office in 2005–6. A long series of management blunders had culminated in more than a thousand foreign prisoners being erroneously released from our jails. On top of that, the department’s financial accounts had broken down and it was unable to account for all of the £13 billion it had received. Which, if it had been a private sector company, could have put its directors at risk of a jail sentence, never mind dismissal.


Yet despite that, and despite the Home Secretary being sacked and his successor famously describing the department as ‘not fit for purpose’, the Permanent Secretary who’d presided over the chaos was not sacked. In fact, just before the financial blunders became public knowledge, Sir John Gieve was lifted out of the Home Office and installed as Deputy Governor of the Bank of England. And there – of all things – he was put in charge of financial stability. Two years later, of course, our financial stability itself went up in smoke.


The contrast is stark and undeniable. And such a contrast cannot help but influence and shape personal behaviour.


Indeed, public sector employees are usually safe even when they’re known to be incompetent by their bosses and colleagues. Teaching is a shocking example. We all know that incompetent teachers can destroy life chances, yet it’s estimated there are as many as 17,000 of them employed in British state schools today. Rather than sacking hopeless staff, head teachers find it much easier to write glowing references and help them move on to another school. The roll-call of those who’ve actually been ‘struck off’ the teachers’ register due to incompetence numbers only eighteen in the last four decades.44


The public sector has always operated on the basis of collective responsibility – committees and rule books rather than individual executive authority. And as long as individuals act in accordance with the rules – as long as all the right boxes have been ticked – they are usually pretty safe from the consequences of poor results. It’s much more difficult to get sacked for poor performance in the public sector than in the private.


But by downplaying personal accountability, the public sector makes it much less likely that mistakes will be corrected quickly, and much more likely that failure will be repeated – even by the very same people who failed in the first place.


POLITICIANS


We can’t blame it all on our civil servants: many of Britain’s biggest waste disasters can be traced directly to decisions made by their political masters.


Of course, in the broadest sense we might blame the entirety of government waste on politicians, because they’re the ones who’ve presided over the huge growth in public spending. And they’re the ones who came up with half-baked policies like ‘free’ healthcare and one-size-fits-all education. But let’s focus here on their chronic tendency to meddle in policy implementation.


According to the traditional view, ministers are at the wheel of a finely tuned Rolls-Royce. All they need do is point it in the right direction and they’ll be conveyed effortlessly to their chosen destination. In other words, once they’ve set the strategy they can happily leave their civil servants to take care of its implementation.


In practice, it’s never been like that. Ministers find their departments are more Austin Allegro than Rolls-Royce, and, as government has grown, they’ve been increasingly drawn into implementation. After all, they’re the ones who have to answer on Newsnight for public sector failure, and with their necks on the block they want some control. Unfortunately, while politicians may have their uses, achieving value for taxpayers’ money is not one of them.


Again, the NHS supercomputer provides a classic example. It was ordered right at the top, at a Downing Street seminar chaired personally by Tony Blair. It seems he’d recently chatted with Microsoft’s Bill Gates about the potential power of IT in delivering healthcare, and had been deeply impressed.45 He reckoned the NHS must have fallen way behind the curve, missing out on massive efficiency gains, and it was time to apply the Prime Ministerial boot.


But shooting the breeze with Bill Gates proved no substitute for a true understanding of NHS IT requirements. And it provided no insight into the real-world difficulties of development and implementation, about which Blair was ignorant.


Of course, Health Department officials should have immediately flagged up the problems. But it takes a particularly courageous Sir Humphrey to speak up when the Prime Ministerial boot is flying around. They therefore agreed to a preposterously tight timetable and a preposterously low budget. The project went ahead even though many people must have realised right from the start that it was likely to end in failure. And once begun, a project personally ordered by the Prime Minister cannot be revisited: the mission must be accomplished whatever the cost. Or rather, the doomed project must grind on until there’s a change of government.


A similar thing happened when the Rural Payments Agency (RPA) was instructed by ministers to implement the new EU policy on farm subsidies using a system far more complex than that used anywhere else. Defra’s Secretary of State Margaret Beckett made a terrible, ill-informed decision in favour of the ‘dynamic hybrid’ system, and that was that – there was nobody to say no. Another fiasco duly unfolded, costing taxpayers hundreds of millions, producing huge delays, and reportedly causing suicides among farmers unable to access their subsidies.


Defra’s ministers blamed their civil servants for not having warned them of the likely problems ahead. Farming minister Lord Bach said: ‘I don’t think that was satisfactory from senior civil servants whose job is to tell ministers the truth. I don’t think they were deliberately trying to mislead me but there was a slight conspiracy of optimism.’46
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