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SUMMARY

This thesis examines the establishment of ‘Next Steps’ agencies in government and
how they were intended to allow the delivery of government goals at arm’s length.
The research is concerned with how changes in relationships at the heart of
Government can be understood. It seeks to address the impact of these changes
on the policy process. It does so by examining the nature of the relationship
between departments and agencies and asking why some relationships appeared

to have worked well and others have not. These questions are not adequately

addressed In the existing literature on agencies.

The thesis takes a multiple case study approach and draws on the concepts of

historical institutionalism, power dependency and policy networks to approach these

guestions. |t is argued that the introduction and development of agencies changed
the formal and informal institutional ‘rules of the game’, affecting the roles actors
expected to play and radically altered the distribution of resources in central
government. The changed distribution of resources led to the development of new
power dependent networks between departments and agencies. Path dependency
in the development of the Next Steps concept led to a tension between the idea of
agencies operating at ‘arm’s length® with the continuation of traditional
accountability arrangements. The key argument presented is that, where
department-agency networks are based on shared values, goals and institutional
support, they will be able to manage the tension created by the new Iinstitutional

arrangements and are able to successfully deliver government goals.

In concluding, it is suggested that understanding department-agency relationships
as power dependent networks presents three implications. Firstly, for the
applicability of this analytical framework to other ‘institutional arrangements’,
secondly for policy making in the core executive and, finally, for insights on

normative issues of accountability and autonomy in contemporary governance.
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CHAPTER ONE
INTRODUCTION

Key Questions and Approach

This thesis examines the establishment of ‘Next Steps’ agencies into government
and how they were intended to allow the delivery of government goals at arm’s
length. The research is concerned with how changes in relationships at the heart of
Government can be understood. It seeks to address the impact of these changes
on the policy process. It does so by examining the nature of the relationship
between departments and agencies and asking why some relationships appeared
to have worked well and others have not. These questions are not adequately

addressed in the existing literature on agencies.

The thesis takes a multiple case study approach and draws on the concepts of
historical institutionalism, power dependency and policy networks to examine these

questions. It is argued that the introduction and development of agencies changed
the formal and informal institutional ‘rules of the game’, affecting the roles actors
were expected (and expecting) to play and radically altering the distribution of
resources in central government. The changed distribution of resources led to the
development of new power dependent networks between departments and
agencies. Path dependency in the development of the Next Steps concept led to a
tension between the idea of agencies operating at ‘arm's length’ with the
continuation of traditional accountability arrangements through the doctrine of
ministerial responsibility. The key argument presented Is that where department-
agency networks are based on shared values, goals and institutional support they

will be able to manage the tension created by the new institutional arrangements

and are able to successfully deliver government goais.



Background

The establishment of Next Steps agencies (NSAs) since 1988 has led to a massive
change in the organisation and administration of central government. This reform is
only one aspect of encroaching managerialism in public services which has
developed alongside wider changes affecting the whole of the public sector
(Metcalf and Richards, 1989; Pollitt, 1993). Hiving off work to accountable arm’s

length units is said to be one of the features of 'new public management' (NPM)
(Hood, 1991; Rhodes, 1994; James, 1995).

The change to agencies has, in principle, led to a shift from pre-existing hierarchical
structures, and a command relationship between policy makers and policy
implementers and deliverers, to arm’s length control based on contracts in a quasi-
market relationship (Harden, 1992; Dowding, 1995a). Latterly, some agencies have
spun off from the public sector altogether and, whiist still providing services to the

state, operate from the private sector under a fully marketised relationship (Next
Steps Team, 1996).

The rationale for agencies stemmed from critiques of existing arrangements. A
political critique suggested that civil servants had too much power. A management
critiqgue argued that the senior echelons of the civil service were too focused on the
provision of policy advice and supporting ministers, and there was too little focus on
management and policy implementation. The agency concept, borrowed from
contemporary management theories, sought to introduce a split between the policy
making arm of government (the preserve of ministers aided by civil servants in

departments) and operational management in agencies.

This fundamental institutional transformation did not involve legal or constitutional
change but was based only on an administrative understanding. The concept did
not alter accountability arrangements and the doctrine of ministerial responsibility.
It was based on the premise that ministers set policy to be implemented In
agencies headed by a Chief Executive who would be accountable for operations to
the minister. Each arrangement to deliver a government service or function at

arm’s length was undempinned by a framework document drawn up between



There are now 138 agencies of varying sizes which employ over 75% of civil
servants and providing vastly different functions (Cm 4273 1999). The reform has

met with general cross-party approval (Treasury and Civil Service Committee

(TCSC), 1994) and has not been significantly altered with the change of
government (Cm 3889 1997).

There are conflicting assessments of the impact of agencies on government. Their
Introduction has raised normative questions concerning the degree of agencies’
accountability and autonomy. In many cases the new agencies appeared to have
worked well, for example, the Benefits Agency. However, the agency concept has
been subject to criticism and has been associated with implementation difficulties

and problematic relationships, most noticeably in the cases of the Prison Service

Agency and Child Support Agency.

Key questions

The thesis will challenge two often cited beliefs about the agency concept. Firstly,
that to understand the impact of agencies on the policy process it iIs necessary to

focus on the relationship between ministers and agencies (see Massey, 1995 (a)
and (b)). It will be argued here that it is the relationship between department and
agency which is crucial (Smith et al, 1993). The report which introduced the agency
concept was unclear about the formal role which should be played by departments
(Ibbs Report, 1988) although their role subsequently became the concern of

departments at the centre, the centre of departments, and in agencies (Efficiency
Unit, 1991; Trosa Report, 1994).

The analysis here takes a more ‘state centric’ approach to analysing the policy
process. Itis argued'that the relationship between departments and agencies is of
key importance In any examination of the agency concept. Departments are said
to be both the main site and source of policy change (Smith 1993). This is due to

their informational advantages and comparative longevity (Rose 1989; Gains,



1999). The focus upon how ‘policy makers’ interact with ‘policy implementers’
primarily (although not always) involves examining how departments interact with

agencies. This research will look at how to understand department-agency
relationships.

Secondly, it is argued that political salience is the reason for difficulties arising in
an ‘arm's length’ approach (Dudley 1994). This approach suggests that the agency
concept would prove problematic because of the difficulty of separating policy and
operational responsibilities in politically salient policy areas. The agency concept
demanded a ‘hands off approach, where policy makers steer and do not row,

whereas, the retention of the constitutional convention of ministerial responsibility

meant that Ministers be accountable for all the actions of their departments and

agencies.

Greer notes, "the first lesson from Next Steps is that public administration theory
was right and that it is not easy to separate 'policy’ and 'operational’ Issues
particularly in politically sensitive areas which are close to the core of government”
(1994, 78). Even in apparently non-sensitive areas Massey suggests “[e]ven
those [agencies] with a genuine arm's length relationship with their ministers,
however, only retain this for as long as it is in the perceived political interest of
ministers to sustain it", (1995(b), 85). Further, Hogwood suggests the problems
experienced by the Child Support Agency illustrate the way implementation itself
can raise political problems, "[t]he distinction between politics and administration is

not necessarily the same as that between policy making and execution” (1994, /7).

Thus, because of the maintenance of traditional accountability through ministerial
responsibility, it was expected that in areas of high political saliency it would prove
difficult to maintain an ‘arm’s length’ relationship. Ministers would be likely to
interfere in operational decisions. This would lead to confusion about the roles ana
responsibilities of ministers, departments and agencies resulting in problematic

relationships and difficulties in delivering government goals.

This prediction appeared to be dramatically supported by the difficulties faced by
the Child Support Agency (CSA) and the Prison Service Agency. The first Chief



Executive of the CSA, Ros Hepplewnhite, resigned following several critical reports
about the implementation of the Government's child support policies. Derek Lewis.
the first Chief Executive of the Prison Service Agency was sacked by the Home
Secretary, Michael Howard, following a critical report on the circumstances which
led up to escapes from two high security prisons. Howard justified sacking his

Chief Executive by saying the report indicated operational problems and did not
criticise his Ministerial policy decisions.

Both these examples appear to illustrate the difficulty of imposing the agency
concept on politically contentious areas of government. Both led to a clearly
identifiable breakdown In relationships between minister, department and agency
and to problematic implementation. Yet a number of features suggest this analysis,
although accurate, provides only a partial explanation. The research will suggest a
more complex approach. Firstly, some areas where a high level of politicisation

was expected have not produced difficult relationships, for example the Benefits

Agency. Secondly, politicisation may occur, not because of the policy area, but

because of the relationships between agencies and departments.

The theoretical framework used to address these questions Is that of power
dependency and the concept of policy networks within a historical institutionalist
approach. It is argued that the introduction of agencies was path dependent with
new rules and roles overlaid on traditional Understandings of the rules of the game.
The new institutional arrangements led to a transfer of resources from departments
to agencies. The change in the distribution of resources In central government
caused by the move to agencies in government has altered power dependent
relationships and has led to the creation of new department-agency networks. The
research will argue that policy outcomes, the nature of the success or failure of
agencies in delivering services, depends on the nature of the relationships that exist

between departments and agencies.

Relationships between departments and agencies vary greatly. In some, sections
of departments have been hived-off more or less intact, and very formalised
relations have been maintained. In others, agencies have been created and the

nature of the relationship has been much more open to negotiation. Heclo ana



Wildavsky (1981), and, more recently, Thain and Wright (1995), stress the
importance on the policy process of strong inter-personal relationships and a sense
of shared culture in 'intra-state' relationships between central and spending
Departments. Reports by Fraser (Efficiency Unit 1991), Trosa (1994), and Massey
(1995) highlight the importance of the relationship between parent departments
and agencies, note tensions and recommend measures to encourage shared

culture and values. This thesis will argue that, for the new agency-department

relationships to work well, there have to be established institutional links, some

sharing of values and culture and an agreement on goals and outcomes. Where
this has occurred department-agency networks are able to manage the tension

caused by the policy operational split in the agency arrangements.

This research will assess the impact of the development of Next Steps agencies on
government, the nature of the relationships that have developed between agencies
and departments and the success of agencies in delivering departments’ policy
goals. The key argument is that it is the nature of the relationships between

agencies and departments and not the political saliency of the policy area which

affects the success of the agencies in delivering policy.

Outline of the Thesis

Chapter two will review the literature on agencies. Initially the chapter will examine
the introduction of agencies into government. This highlights how the concept of
agencies drew on existing constitutional practices (relying on hierarchical
relationships), and from principal agent theory (introducing an arm's length
relationship). Next the literature on agencies is surveyed to seek to guage the
extent and nature of change. This assessment suggests uncertainty as to the
impact of agencies on government and also indicates gaps In the literature. Firstly,
a lack of focus on and understanding of department-agency relationships and
secondly, that existing explanations do not account for why some relationships
have worked better than others. The final part of the chapter makes an analysis of
existing approaches in the literature. The chapter will conclude by suggesting

empirical work to address the questions identified above needs to provide a



disaggregated account, to take a state-centric approach and requires a more
theoretically-driven analysis of power.

Chapter three will outline the chosen analytical anchors for this study. It argues that
the i1dea of resource dependency and policy networks are helpful in addressing the
questions raised In Chapter two. It will discuss how these approaches can be

applied and how to deal with critiques of the concept of policy networks. This will

point to the need to link these meso level theories with historical institutionalism at a
macro level, the use of a multiple case study methodology and the need to address
empirical matenal thematically. The chapter concludes by drawing attention to

questions raised about the theory which empirical work may be able to address.

Chapter four will look more closely at the context of the introduction of agencies into
government drawing on the ideas of historical institutionalism. It will examine the
role of the Next Steps Team, the Treasury and the departmental responses of the
three departments studied in this research, the Department of Social Security
(DSS), the Department of Trade and Industry (DTIl) and the Home Office. This
chapter will examine how dependency between actors in the core executive
operated in the introduction of agencies. It suggests ‘path dependency In the
development of the agency concept. Both the existing institutional arrangements
and departmental contexts influenced the formal and informal arrangements

established to manage the department-agency relationships.

Chapter five will examine the agencies chosen for the multiple case study and their
goals. Before the case study agencies are presented there is a discussion on how
to identify the goals of an agency and assess their saliency. The seven chosen
agencies are introduced, setting out their key features (size, and type), tneir
organisational history and the saliency of their goals. In concluding, similarities and
differences between the saliency of the. agencies’ goals and the extent to which

there was goal agreement will be assessed.

Chapter six will explore the changing distribution of resources introduced through

the introduction of agency arrangements and the dependency this creates between

ministers, departments and agencies. Initially the impact of the changed institutional



arrangements on the distribution of resources in government is discussed. This
looks across the case study agencies in general to examine who holds what
resources and who needs what resources following agencification. This is followed

by a case by case analysis of each department-agency dependency. This will

make an assessment of the level of this dependency on a continuum from low to
high.

Chapter seven focuses on the processes of exchange between ministers.
departments and agencies and at how the dependency relationship was managed.
initially looking at all the case study agencies it examines the influence of formal

arrangements set out in the framework documents, of departmental procedures,

and cross-governmental Initiatives. Informal networks and role understanding are

also examined. Then a case by case analysis examines the way each department

and agency manage their relationship in practice.

Chapter eight explores what kind of department-agency networks have been
established and how these networks impacted on outcomes. It takes information
from earlier chapters, on agency goals, history, dependency and processes of
exchange with parent department and links this with the Marsh and Rhodes
typology of network characteristics, (1992a, 251). It addresses whether fieldwork in
the case study agencies supports the expectations of the multiple case study and
provides support for the idea that network characteristics are linked to successful

implementation. It concludes by examining in what other ways department-agency

networks can be seen as impacting on policy outcomes.

The conclusion sets out the key findings of the research. It addresses the question
of what has been the impact of agencies on government, how can department-
agency relationships be understood, and why do some work better than others. It
argues that the introduction of agencies into government must be seen as path
dependent. New institutional arrangements were superimposed on existing formal
and informal understandings. This created a tension between the administrative
goal of agencies operating at arm’s length and the continuation of traditional

accountability arrangements.



The new arrangements altered the rules of the game, the roles participants were
expected to play and the distribution of resources in central government. The
changed distribution of resources led to the formation of power dependent
bureaucratic networks between departments and agencies. Where these networks
were well integrated agencies were successful in implementing government goals

because they had a shared view of the policy problems faced and how to solve
them. The final section of this chapter discusses the implications of viewing

department-agency ré|ationships as networks for using the theoretical framework,

for policy making in the core executive and for normative questions of agencies

governance.



CHAPTER TWO

FROM HIERARCHY TO CONTRACT - CHANGING
RELATIONSHIPS IN GOVERNMENT

Introduction

it Is over ten years since the first Next Steps agencies (NSAs), operating at arm’s
length from departments, were set up in government. The introduction of agencies
has radically altered the structural and cultural geography of central government,
yet there has been surprisingly little empirical work assessing the impact of
agencies on government and the policy process. This chapter looks at the
iIntroduction of agencies into government, at questions raised by the change and at

how the existing literature on agencies addresses these questions.

This chapter is In three parts. The first part sets out the context of reform. It begins
by outlining the pre-existing traditional relationships in Whitehall which were
underpinned by constitutional theory. It then sets out the agenda for change. Next,
the chapter looks at how the agency concept was received in Whitehall, and how
ideas stemming from contemporary management theories were applied to the

delivery of government goals.

The second part of the chapter examines the literature on agencies to make an
assessment of the extent and nature of change. This assessment suggests
inconclusive evidence about the impact of agencies on relationships in government
and on the policy process. This section of the chapter highlights two questions not
addressed in the literature: firstly, how can relationships between departments ana
agencies be understood and secondly, why some of these relationships have

worked well and others have been problematic, leading to Implementation

difficulties.

The final part of the chapter analyses existing approaches in the literature. It

examines the bureau shaping approach, classifications of agencies and empiricai
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work on agencification. It is argued that there are problems in using existing

approaches to address the questions above. The chapter concludes by arguing for

an analysis which takes a disaggregated approach, which acknowledges the state-
centric nature of relationships and which sees power as relational.

The Context of Reform

The British system of government is often described as a centralised unitary state
(Campbell and Wilson, 1995; Smith, 1999a), involving notions of parliamentary
sovereignty, cabinet government and a neutral and permanent civil service. In fact
two (maybe more) differing models are discernible within this overall constitutional
picture. Before looking at the agenda for reform through the introduction of
agencies, these models will be outlined, as they illustrate the underlying normative
principles and practices of traditional relationships in government. These principles

and practices have been linked to the hierarchical structure of government which

was said to have existed pre-agencification.
Traditional relationships in government

The ‘Westminster model”

The first is what might be called the Westminster model stemming directly from
constitutional theory (Smith, 1999a; Rhodes, 1997). This places the sovereignty of
Parliament at the centre of the analysis, acting to legitimise and scrutinise the
actions of the executive in carrying out the wishes of the electorate expressed
through the electoral mandate granted to the majority party. This is an idealised
conception which relies on the unwritten constitution and i1s strongly normative
placing a high value on the notion of representative democracy. Broadly, the role of
Ministers is to carry out manifesto promises under the scrutiny of Parliament and
supported by a permanent and neutral bureaucracy. The doctrine of ministerial
responsibility underpins executive accountability to Parliament (Drewry, 1994). The
role of civil servants Is to advise on policy options, to implement and carry out policy
choices and to facilitate the provision of information to enable Ministers to account

to Parliament for their actions and for the actions of their departments. Hence, the
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hierarchical and command nature of the traditional departmental structure.
Dowding suggests this provides the appropriate structure to fulfil the Weberian ideal
bureaucracy prioritising the values of equity and accountability (Dowding 1995a).
Power In this idealised model is seen as a zero sum game, in which ministers have

the power to control and command bureaucrats implementing their policy choices.

The accuracy of the Westminster model as a description of how the policy process
works has been subject to extensive critique. Empirical studies of the policy
process have indicated that Parliament does not have a powerful role in the policy
process due to the strength of party whips and the rise in government activity.
Most accounts locate power as lying with the executive and examine power
relations between Prime Minister and cabinet (Smith 1999a). Nevertheless, Judge
argues that the role of Parliament is important, acting as an normative standard and
having a symbolic importance (Judge 1993). The importance of the "Westminster
model' is primarily through legitimation and the authority it iends to the concepts of
accountability to Parliament and ministerial responsibility. These concepts, it is
suggested, are important when looking at both more realistic conceptions of how
central government operates and when making an assessment of the changes

introduced by Next Steps.

The ‘Whitehall model”

The Whitehall model presents a more realistic conception of the relationships in
central government. It suggests a less active understanding of the role of
Parliament in the policy process and a more interactive relationship between
ministers and civil servants. This is the view that Rhodes suggests members of the
executive, senior opposition politicians and senior civil servants hold of themselves
(Rhodes 1997). It is typified in the accounts of retired civil servants of their role
(Chipperfield 1994; Kemp 1998, 6 - 7). It is the model on which many public
administration and political science accounts are based, developing out of critiques
of the ‘Westminster model’ (Barberis 1995; Wilson and Barker 1993; Foster and

Plowden 1996). It shares many understandings of the constitutional aspects of the

Westminster model such as the acceptance of majority party government and of
ministerial responsibility and accountability to Parliament. Judge argues “The belief

that a minister alone is in some sense responsible for the performance of an

12



administrative department is the principle around which the British central state has
been organised and around which the relationship between elected representatives
and non-elected bureaucrats has been defined” (Judge 1993, 135). The Whitehall
model, however, places less emphasis on the importance of the role of Parliament.
Greater emphasis placed on the power and responsibilities of government and the

need for strong government to as the guardian of the national well being. This

leads to a subtle difference in how the civil service role is perceived.

The Whitehall model, sees senior civil servants as playing much more of an active
role in the policy process. Departments and civil servants are seen to be more
powerful because of their ability to mobilise resources to implement policies, and
their command over information, given their comparative longevity in office (Rose,
1991). This permanence means it i1s the civil servants who transmit the cultural
rules and norms of behaviour (Chipperfield 1994). Although their role is informed
by the Haldane principle of neutrality, it is expected they will provide ‘highly political
If impartial advice (Wilson and Barker 1993). Thus they are described as 'policy
partners' (Judge 1993, 147; Wilson and Barker 1995, 132), as being able to speak

truth to power (Barberis 1995) and as acting as a ballast to the state (Foster and
Plowden 1997).

In return for neutrality, confidentiality and loyalty to the serving Government, civil
servants traditionally demanded anonymity (Pitt and Smith 1981, 27; Public Service
Committee 1996, v). It was ministers, not civil servants, who were accountable to
Parliament. Thus, in the Whitehall conception, although the role of civil servants In
the policy process is acknowledged to be more pro-active, an acceptance of the
doctrine of ministerial responsibility is maintained and it is the role of minister to be
the ultimate policy-maker. Judge suggests, “[a]s long as officials sustain the belief
In public that they are ‘advisers’ and ministers alone are the decision-makers
accountable to Parliament, then the link between Whitehall and Westminster

continues to flow through the political head of a department” (Judge 1993, 153).

This acceptance of the doctrine of ministerial responsibility, as in the Westminster

model. leads to an understanding of the need for hierarchical relationships to

facilitate the upward flow of accountability and down-ward flow of commana (Pitt

13



and Smith 1981, 64). The convention of ministerial responsibility requires
departments and officials t@ ensure that information is funnelled through a
progressively narrowing hierarchy not only to facilitate the provision of information

to Parliament but also so that problems which might embarrass the Minister or harm
the Government can be identified and dealt with.

In this way the constitutional and normative components underpinning the Whitehall
model have been related to the structures of departments. Although not reflecting
all departments across Whitehall (Pitt and Smith 1981 64: Hood., Dunsire and
Thompson 19/78), the traditional hierarchical pyramidal structure is said to have
developed to facilitate a command relationship to support the doctrine of ministerial
responsibility (Dowding 1995a). These components inform understandings of the
roles to be played by ministers and civil servants and the rules surrounding their
Interactions. As Smith argues “[bloth the analysis and operation of central
government has been underpinned by a set of principles that have been reinforced
by historical practice” (Smith 1999b, 96). However these components of the
‘Whitehall model’ also became subject to criticism and challenge (Wilson and
Barker 1993; Smith 1999a). Questions about the role of bureaucracy, exogenous

fiscal pressures and the application of management and organisational
understandings to the study of government contributed to the development of a

reform agenda.

The reform agenda

Next Steps agencies followed on from several initiatives designed to address

perceived weaknesses in the operation of central government. The antecedents for
reform, culminating in the establishment of agencies, stemmed from ideological,
economic, theoretical and circumstantial pressures for change. These will be

briefly outlined before focussing on the introduction of the agency concept.

At both ends of the political spectrum, the role of civil servants has been subject to
criticism which led to attempts to reform the civil service (IPPR 1991; Dowding
1995a). The diaries of Labour Ministers in the sixties and seventies cast doubt on

the impartiality and facilitative nature of Whitehall Mandarins. These critiques are
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said to have influenced the Labour government in setting up the Fulton Committee
in 1968 (Drewry 199,: 586). The Fulton Report drew attention to the need for
greater management skills and called for greater flexibility in recruitment (Cmnd
3638, 1968). It also suggested the ‘hiving off of some government functions to

executive agencies along the Swedish model, and a small number of departmental

agencies such as the Property Services Agency and the Procurement Executive

were established. The elitism of officials at the top of the civil service in thwarting
the proposed reforms (Kellner and Crowther-Hunt 1979) added to ambivalence on

the left about the existing ‘Whitehall model’ orthodoxy and the traditional role of civil
servants operating under the Haldane principles.

On the right, Mrs Thatcher was said to have been influenced by critiques of
bureaucrats as budget maximisers (Niskanen 1973; Christoph 1992; Dowding
1995a). These views, coupled with an ideological commitment to roll back the
frontiers of the state led to an agenda, following the Conservative Government’s
election in 1979, which sought to curb the public sector and with it the influence of
civil servants and their vested interests. Throughout the public sector, the discipline

of the market was brought to bear, and where Government had to deliver (through
statute or choice) private sector management techniques (such as the Financial
Management Iinitiative, FMI|) were Introduced to improve efficiency (Pollitt 1990).
Fiscal, economic and demographic pressures during the late seventies and eighties
added to the pressure to eliminate waste and inefficiency in bureaucracy,
‘manpower reductions were now seen both in terms of economy and in the context
of re-drawing the boundaries of the state” (Butler 1993, 39/).

Following the election of the Conservative administration in 1979, Margaret
Thatcher appointed Sir Derek Rayner (now Lord Rayner) to undertake efficiency
scrutinies which illustrated the scope for efficiency savings and ultimately led to a
White Paper, ‘Efficiency and Effectiveness in the Civil Service’ and the development
of the Financial Management Initiative (FM!), (Cmnd 8616, 1982). The report
suggested all managers should have a clear view of objectives and measure
outputs in relation to objectives. They should have responsibility for making the

best use of resources involving a critical scrutiny of output, value for money and

information about costs. There should be training and access to expert advice to
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enable managers to exercise these responSibilities more effectively. The FMI led to
the introduction of financial management systems so that responsibility for

operational decisions was matched where possible with authority to commit
resources.

At the same time, the public administration and public policy literature. drawing on
theories about implementation, rationality, organisational and cultural behaviour.
drew attention to the complexity of bureaucratic activities and the inadequacy of
hierarchical command as either a mode of operation or as an expression of reality
(Ham and Hill 1997; Rhodes 1995; Dunsire 1995). The influence of this work, as
well as increasing familiarity by civil servants with management techniques and
applications through earlier reforms like Fulton, Management by Objectives (MBO)
and the FMI, led to an internal constituency for change. The Next Steps reforms
were welcomed by civil servants because they acknowledged frustration and
reflected a more realistic way of delivering public services (Goldsworthy 1991, 7;
Dowding 1995a, 105). It i1s suggested that the juxtaposition of these exogenous
economic and Ideological pressures and internal readiness for change are
Important In understanding the context of the introduction of agencies and, more

importantly, why agencies became so entrenched in government.
Introducing the idea of agencies

The idea of NSAs was proposed in a report to the Prime Minister by the Efficiency
Unit, most commonly referred to as the Ibbs Report (after the Head of the Unit, Sir
Robin |bbs) (Efficiency Unit, 1988). The commissioning of the report was

reportedly due to the Prime Minister's disappointment that existing measures to
improve efficiency in central government were not proving fruitful (Hennessey
1988). The ‘Ibbs’ Report was written by a small group of officials working within the
Efficiency Unit following a ninety day scrutiny (Thain and Wright 1995; Goldsworthy
1991). It was completed and shown to the Prime Minister in March 1987. The
report, reputed to be critical of the extent of progress in management reform, was
very sensitive, coming a few weeks before an election. The report was approved
but ordered to be kept secret by Mrs Thatcher until after the election (Hennessey

1988). This original version was said to have made radical recommendations
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proposing extensive devolution of finance and personnel functions and a change in
constitutional practice to move away from the doctrine of ministerial responsibility
(Hennessey 1989). These recommendations led to resistance from the Treasury,
ministers and departments. The final report together with the government’s
intentions was not presented to Parliament until nearly a year later in February

1988. In the interim the recommendations of the original report had been subject to
delay, intense negotiation and change.

The proposed changes to accountability and the doctrine of ministerial responsibility
alarmed the Prime Minister, a noted parliamentarian, and some ministers
(Hennessey, 1988, 621; Zifcak, 1994, 72; Walker, Times, 14 July 1994). Ministers
had been Involved in discussions in October 1987, before final negotiations
between Sir Peter Middleton and Robin Butler, the incoming Cabinet Secretary, on
finance and accountability arrangements. Changes to accountability in the final

version were far less extensive than had been mooted. (Hennessy, 1988).

The Treasury was deeply suspicious of the potential impact of devolution and its
consequent effect on public finances (Butler, 1988; Metcalfe and Richards, 1990:
Chapman, 1997). It felt agencies would push for resources and undermine
expenditure controls (Zifcak, 1994, 71). Departments sought to take advantage of
the chance to gain more control and Zifcak reports that discussion about the
devolution of responsibilities was “soon sucked into the vortex of Treasury -
department relationships” (Zifcak 1994, 71). After these negotiations very little
change in the existing financial arrangements was agreed, Hennessey concluded
“The centre had not yielded one ounce of real power to the periphery” (1988, 621).
The Treasury negotiated to retain its control over the scrutiny of public expenditure
and demanded the right to scrutinise candidates for agency status and to be

involved in establishing the policy and resources framework (Zifcak 1994, 82).

The difficulty of winning departments over to the ideas in the Efficiency Units
original report represented a further hurdle. Departments perceived the Next Steps
agenda to be tied up with cutting the size of the civil service (Zifcak 1994, 71).
Zifcak’'s assessment was that departments fought off this agenda and pushed for
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the Next Steps project to be about management improvement and not fundamental
structural change to the shape of the civil service.

After final negotiations between the Efficiency Unit Team, the Treasury and
departments, the report went to back to a cabinet committee early in February 1988
and was formally ratified on the moming of the announcement to Parliament (Burch
and Holliday 1996). The intention to set up executive agencies was announced on
18 February 1988 when the ‘Ibbs Report’ and its main recommendations were

accepted In an announcement by the Prime Minister to the House of Commons
(Hansard 18 February 1988).

The Ibbs Report

The Report identified obstacles in the drive to improve management in Government
relating to structural (1.e. formal organisation and rules) and cultural (i.e. perceptions
of roles rules and responsibilities) features of the ‘Whitehall model’ outlined earlier.
The report argued that the current organisation of the civil service was geared
towards prioritising its policy responsibilities to Ministers to the neglect of the
management of service delivery and an emphasis on the outcomes of public
services. These cultural and structural features arose because the attention of
those at the top of the hierarchy focused on their policy responsibilities to Ministers
sending a signal throughout the civil service as a whole. This focus was not
misplaced, it was the priority that ministers demanded and “the ability of Ministers
supported by their senior officials to handle politics and political sensitivities
effectively is a crucial part of any government’s credibility” (Efficiency Unit 1988, 4).

However the present framework meant “a proper balance between policy and
delivery is hard to achieve” (1988, 3).

The scrutiny team identified confusion in the roles of ministers and permanent
secretaries over responsibility for better management in the civil service suggesting
that ministers were overloaded and could do no more than set a broad lead In this
direction. Finally, the report suggested that the civil service could not deliver its
many and diverse functions under a single (hierarchical) model and recommended

that, "Agencies should be established to carry out the executive functions of
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Government within a policy and resource framework set by a Department"

(Efficiency Unit, 1988 2). The report proposed changes to the roles of actors in
government and to accountability arrangements.

Changing roles

Under the agency arrangements, ministers (guided by their permanent secretaries)
would remain responsible for making and setting the policy framework and
accountable to Parliament, enhancing these traditional roles through greater focus

and clarity on these tasks and a reduction in the distractions of implementation

management.

For departments, the arrangements heralded a far greater change in their
responsibilities (Zifcak, 1994). Departments were to have two roles, the traditional
policy role offered to ministers (policy development and evaluation) and, “managing
or influencing the delivery of government services” through the definition of the
policy and resources framework, (Efficiency Unit, 1988, 10). Thus departments’
current responsibilities for, and oversight of, policy implementation would transfer to
agencies. This demanded new and changing roles for civil servants adding skills in
setting and monitoring the framework within which agencies were to operate to their
traditional roles of advising Ministers. Sir Peter Kemp, the first Next Steps Project
Manager described the implication for Departments as a "move from management
by command to one of management by contract" (Kemp, 1990 28). The report
stressed however that the successful operation of agencies depended on
departments ensuring “politically sensitive issues being handled sensitively”,

(Efficiency Unit, 1988, 11) in order not to undermine the operational freedom of

agencies.

In the new agencies, chief executives were to be responsible for the execution of
policy, accountable to ministers through responsibilities outlined in the Agency
Framework Document and annual performance targets. Within this framework, the
management of the agency should have as much freedom as possible. Like all

agency staff, chief executives would remain civil servants (Goldsworthy, 1991).
They would not necessarily be recruited from within the civil service, however, or

be paid civil service rates, and were to be appointed on fixed term contracts. Unlike
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traditional civil servants, chief executives were expected to have a higher profile
and would be given “personal responsibility” for achieving results and “must be
seen to be accountable for doing so” (Efficiency Unit 1988, 10). Thus the role of

chiet executives indicated a fundamental shift from the ‘Haldane principles of

anonymity and permanence and become one of the most closely observed features
of the changes introduced by agency status.

Changes to accountability

When published, the Ibbs Report suggested that the creation of agency chief
executives with responsibility for operational issues would require an extension of
accountability arrangements, a diminution of the concept of ministerial responsibility
and an acceptance of the fact that ministers could not know every operational
detall. The report argued that these changes might require legislation. The
proposed changes to accountability conventions were set out in an annex to the

report, written by Sir Kenneth Stowe who was on secondment to the Cabinet Office.

Annex A proposed that the extent of changes to accountability arrangements would
depend upon whether the agency was part of a department or free-standing. For
agencies which remained part of government departments, ministers would be
accountaple for policy and ultimately operations, but what was required was “the
establishment of a convention that heads of executive agencies would have
delegated authornity from their Ministers for operations of agencies within the
framework of policy directives and resource allocations prescribed by Ministers”
(Effictency Unit, 1988, 17). Agency chief executive heads, just as with existing
officials, could give evidence to select committees about their operational
responsibilities. Members of Parliament (MPs) would be asked to write directly to
agency or local managers on operational matters. Thus this account of how
accountability would work under the ‘convention’, required an acceptance of the
distinction of policy and operational matters upon which the ‘Next Steps’ philosophy
relied. Where agencies were formed outside government, appropriate forms of
accountability would need to be established as was the case in other areas of the

public sector and this would require legislation.
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The government’s ‘Next Steps’ policy

The government's Next Steps policy stated “[t]o the greatest extent practicable, the
executive functions of Government should be carried out by units clearly designated
within departments and referred to as agencies; the functions of each agency would
be carried out within a policy and resources framework set by ministers” (Kemp
1990(b), 188). At a press conference after the presentation of the Ibbs Report to
Parliament, it was made clear that the idea of setting up Next Steps agencies to
operate at arm's length would not alter the doctrine of ministerial responsibility
(Hennessy, 1989, 621). Paragraph 23 of the Ibbs Report, which suggested an
across the board legislative change to accountability arrangements, had not been
accepted by the Government, (Treasury and Civil Service Committee, HC 494
1998, 13). Accountability through ministerial responsibility would remain
unchanged, but would be buttressed through a ‘conventional understanding’ that

chief executives would have delegated authority from their ministers for agency
operations (Efficiency Unit, 1988, Annex A). This reflected both politicians’
concerns about accountability but also battles with departments about the extent to

which the Next Steps project would lead to agencies outside departments and

hence new and statutory accountability procedures.

Burch and Holliday argue the Next Steps policy was driven by a small number of

officials at the centre backed by the endorsement of the Prime Minister (19995,
230). Yet at the same time, because of the involvement of cabinet ministers in the
autumn of 1987, which prompted further prdtracted and difficult negotiations, Zifcak
argues the policy process was politically driven (1995, 72). The Treasury and
departments all had a strong influence in the details of the arrangements for
financing and accountability. The multiple parentage of the policy as it developed
reflects the complex bargaining which took place over the allocation of resources

and effect on roles. The collection of ideas that came to be presented as the ‘Next

Steps’ concept can be seen to reflect the debates and compromises during this

gestation perioq.
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Key features of the agency concept

The agency concept is built on two key features. Firstly, a separation of policy
responsibilities from operational responsibilities. Metcalfe suggests this was to
emulate the divide between strategic management and operational management in
contemporary management prescriptions (Metcalfe 1993, 361). Greer suggests that
the premise was drawn from agency theory whereby contracts are introduced in
order for the principal (or purchaser) to control the agent (or provider) (Greer 1994
13). The introduction of quasi-contracts set out in Framework Documents was seen
as addressing the ‘myth’ of ministerial responsibility and aimed to make more
transparent the links in the accountability chain which had previously been quite
obscure (Davis, 1994). The use of framework documents invoked a move from

hierarchical relationships to a ‘core periphery’ model (Metcalfe and Richards 1990),

or a more federal service (Goldsworthy 1991, 3).

Secondly, however, the arrangements maintained an acceptance of the sovereignty

of Parliament (Hansard 19 February 1988). Although the new arrangements sought
an extension of the processes of accountability to encourage chief executives to
take personal responsibility for the performance of agencies, ultimately it accepted

that ministers were responsible for policy, and that “[flor agencies which are

government departments or parts of departments, ultimate accountability for
operations must also rest with ministers” (Efficiency Unit, 1988, Annex A). Thus the
existing constitutional principles including that of ministerial responsibility, were to

be undisturbed.

For agency protagonists, these two features would improve both the operational
and policy making functions of government. The creation of agencies under the
visible leadership of a Chief Executive would enhance the priority given to
management issues and encourage a more customer-orientated service. At the

same time, Ministers would be freed to concentrate on policy making yet would

remain under parliamentary scrutiny.

This appeal to constitutionality was essential to meet the critique of the ‘Whitehall

model’ by parliamentarians on both the left and the right. The reforms offered the
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possibility for more explicit democratic control, satisfying a left agenda, and financial
control appealing to the right. At the same time the rationality and transparency of
the operating arrangements designed to deal with overload appealed to ministers
and civil servants. |t maintained the legitimacy of ministers’ involvement at all
levels whilst stating this should not be necessary. It addressed issues raised by
academic observers about the problems of implementation which recognised the

diversity of government functions and the relevance of organisational and

management theories when seeking to improve delivery.

The reform sought to introduce a ‘quasi-contractual’ relationship whilst at the same
time maintaining the constitutional conventions of ministerial accountability and
responsibility. This compromise i1s the reason for the widespread acceptance of
the Ibbs reforms. The proposals appeared to satisfy each constituency for reform.
The juxtaposition of the ideas of ministerial accountability and responsibility and the
separation of policy and operational decisions was, however, seen by many as the
fault line that ran through the agency concept (Theakston, 1995). It was thought it
would cause irreconcilable difficulties in implementing the agency concept in

practice. The accuracy of this analysis is discussed below.

The Extent and Nature of Change

The second part of this chapter examines the literature on agencies to try to build
an assessment of the extent and nature of change introduced by agencification.

Initially the development of agencies in departments is described.

The development of agencies in government

In the summer of 1987 departments were approached and asked to nominate
candidates and by October 1987 12 candidates had been identified’. At the launch

of the report in February 1988, Peter Kemp was appointed as the project manager

' Vehicle Inspectorate; Driver and Vehicle Licensing; Companies House; Employment

Service: Meteorological Office; Non-nuclear research Establishments; Passport Office,,
HMSO: Historic Royal Palaces; Royal Parks; QE Il Conference Centre; Resettlement Units.
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working with a small team of officials in the Cabinet Office. At 3 Treasury and Civil
Service Committee enquiry into Next Steps in May 1988 Peter Kemp expressed the
hope that /5% of the Civil Service would be in Agencies in 10 years (Cm 524 1988).

The first agency, the Vehicle Inspectorate was launched on 1 August 1988, the
second, Companies House, on 1 October 1988.

As part of an agency's establishment, a ‘prior options process’ examines whether
the function should be abolished, privatised, market tested, contracted out or is

suitable for agency status®. Subsequently the operating arrangements are set out
in a Framework Document which specifies: the aims and objectives of the agency:
its relations with Parliament, ministers, the parent department, other Departments
and other agencies; its financial responsibilities; how performance is to be

measured; and the extent to which personnel functions such as pay, training and

iIndustrial relations are delegated (Greer, 1992, 89 - 90).

Hogwood indicates the variety of organisational histories of the agencies and
argues "Any idea that Next Steps agencies are only about carving up separately
identifiable executive tasks from previously monolithic departments should be
abandoned immediately” (Hogwood 1993, 6). Departmental structures did not
reflect the hierarchical and pyramidical structure depicted by the ‘Whitehall model’.
Nationalisation, organisational changes in departments (including ‘hiving off’ In
response to the Fulton Report, and the creation of ‘departmental agencies’ with a
degree of autonomy in finanacial and management matters) as well as the
existence of departments not headed by ministers, led to a more complex
organisational picture pre agencies (Tirvey 1973; Pitt and Smith 1981; Hood,
Dunsire and Thompson 19/8).

The development of égencies reflected this diversity. Some agencies represented
pre-existing divisions within departments, such as the Benefits Agency, or the
Prison Service Agency, others represented smaller or specialist functions, like the
Laboratories and the Fire and Civil Service Colleges. Only one, the CSA (and its

Scottish and Northern Irish counterparts) was created from scratch to provide the
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important In how quickly agencies were established (Flynn et al, 1990, 167) and in
how they formed and developed (Greer 1994: |PPR 1991, 29; Gray and Jenkins

1993). In some cases, for example in the Department of Transport and the DSS, the

initiative promoted an organisational change already favoured,. Other departments
were more reluctant (Flynn 1990, 167).

Over the following ten years the number of agencies and the consequent proportion
of the civil service WOrking in agencies gradually grew’. This was aided by the
establishment of the three biggest agencies - the Employment Service, the Benefits
Agency and the Prison Service — in 1990, 1991 and 1993 respectively. By 1997,
the target of 75% of staff working in agencies had been reached and the first

Agency Review undertaken by the new Labour Administration announced an end to
the phase of agency establishment (Cm 3889 1998).

There was concern initially that, as agencies became more autonomous and
business-like that the possibility for agencies to be a half-way house for privatisation
was apparent (TCSC 1988, HC 494; TCSC 1989, HC 348). Nigel Lawson’s
memoirs Indicate his initial response to the agency proposal was that it could
provide a vehicle for preparedness to sell functions (Lawson, 1993, 393). The prior
options process undertaken before establishing an agency was said initially to
signify a decision not to privatise (Cm 542 1988, 7; Goldsworthy, 1991 19).
However, following the election of the Major government in 1992, a shift in direction
was signalled with the extension of market testing into central government and an
announcement of an across-the-board intention to consider privatisation
(Waldegrave Daily Telegraph, 2 June 1992; Dorrell Centre for Policy Studies, 23
November 1993; Gains, 1999). By the time of the 1997 election however, there

were 137 agencies in operation and only a further 11 had been privatised (Next

Steps Unit 1997). Although the new Labour government has changed its pre-

% This prior options process is repeated, initially every three years now every five years and
amalgamation is now included in the options to be considered (Cm 2627, 1994; Efficiency
Unit 1994)
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election anti-privatisation stance, there are no indications that privatisation is a
primary policy goal (Foster 1996, 19: Cm 3889, 1998).

The impact of reform

Changes to departments

The Ibbs Report had huge implications for the organisation and work of
departments and demanded a fundamental change in their role (Zifcak, 1994, 87).
There has been little academic work examining the impact of agencification on
departments. As Barberis points out, because of the focus on accountability and on
development In agencies, “core departments have therefore been somewhat
overshadowed by the twin towers of agencies and ministers” (Barberis 1993). Yet
departments are the main source of policy and much of the routine day to day

negotiating will happen between departments and agencies subject only to final
approval by Ministers (Rose, 1987; Smith, 1999a).

Although academic attention has been scant, throughout the period of
agencification, there was concern at the centre of govemnment about how well
departments were adjusting to the new arrangements and the relationships which
were developing between departments and agencies. This concern prompted a
series of official investigations and recommendations (Cm 1263, 1990). A follow-up
report by the Efficiency Unit examined progress and made proposals on the
relationship between departments and agencies (Efficiency Unit, 1991). The report
(known as the Fraser Report) argued for greater delegation of responsibilities for
Chief Executives. It identified the need for different types of relationships between
departments and agencies depending upon an agency’s function. It recommended
the appointment of a senior focal point in each department for its dealings with
agencies. This role came to be known as the ‘Fraser figure’. The Report argued
for the need for a re-assessment of the staffing requirements of core departments
and suggested that a 25% cut was necessary given the loss of functions to

agencies.

-
. J

] Appendix 1 shows the overall number of agencies established in each year, the number of
agency privatisations and the proportion of civil servants working in agencies and along
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the expectation that each department would undertake a Fundamental Expenditure
Review (FER). This was followed by two White Papers on the future of the Civil

Service which envisaged a leaner, flatter management structure and required a
review of management structures (Cm 2627, 1994: Cm 2748 1995). This led to a

Senior Management Review (SMR) in all departments and, together with the FER
resulted in changes to the structure of departments, a stripping out of grades and
the creation of a new Senior Civil Service for the top officials at grade five and

above Including ACEs. The SMR resulted in staff cuts averaging 23 per cent
(Parry, Hood and James 1997).

Over the ten years since the first agencies were established there have
undoubtedly been enormous changes to the shape and size of departments. This

effect is not uniform, however, and there are clear departmental differences. There
are agencies In all departments although the Foreign and Commonwealth Office
has only one, the Wilton Park Conference Centre, which is one of the smallest with
only 37 staff. In contrast, the DSS has 98% of its staff in agencies including the
biggest, the Benefits Agency with over 66,000 staff (Cm 4273, 1999). The extent of

agencification within each department varies considerably both in comparison with
each other and over time due to the effect of new agencies being formed and to
privatisations and mergers (Cm 3579, 1997, Annex b). Given the extent in changes
to departments since agencification and the importance of departments’ roles in the
policy process, the impact on departments and the differentiated nature of change

requires further investigation.

Agency financing

Agencification has led to changes in the way operations are financed which over
time have become significant. Agencies are financed in one of three ways (Cm
914, 1989: Cm 1904, 1993; Chapman, 1997). Agencies which cannot raise their
own finance are funded through the supply procedure, operating under gross
expenditure control with running costs fixed. This means they have little more

financial freedom than that offered in pre-agency status although their accounts

Next Steps lines.
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may appear separately in the department’s public expenditure survey estimate.

also operate as part of the supply procedure, but under ‘net costs control’ This

means the agencies are expected to recover their running costs and receipts and
savings can be used to fund additional administrative expenditure.

One of the first tasks Kemp undertook after being appointed Next Steps Project
Manager was to negotiate with the Treasury over how those agencies which could
raise their own revenue could move towards ‘trading fund’ status and so allow far
greater freedom. Trading funds are taken out of the vote system and are able to
carry over profits one year with another, to build up reserves and to acquire assets,
‘a very commercial way of going about things but with parliamentary control” (Kemp
HC 348, 1989, 13). The Government Trading Act 1990 introduced amendments to
earlier legislation, permitting agencies to be established as trading funds with the

agreement of the Treasury. This was the only formal piece of primary legislation

which applied to the agency concept.

Pay and Personnel Delegations

Pay and personnel arrangements have also, over time, significantly changed. One
of the key intentions of the Next Steps reforms was to move away from national pay
bargaining (Kessler 1993, 334). Kemp argued “the whole object of Next Steps was
to tailor the whole system better to get the job done and to recruit, reward and retain
people at the appropriate level to do the job” (TSCS HC 481, 1990, 52). Since the
first agencies were established there has been significant change in the extent of

permitted delegation from virtually none at the outset to extensive currently. As the

first agencies were established various flexibilities were possible including the use
of bonus schemes on a group or individual basis. Kessler suggests these were not
taken advantage of due to union resistance (1993). These flexibilities were
extended by the Treasury in 1989 and again in 1991 to permit the possibility that
agencies (and departments) could recruit staff below grade seven (Chapman 1997/,
133). Since 1994 this delegation has not been optional but all departments and

agencies must take responsibility for their own pay and recruitment for staff below
grade seven (Cm 2626, 1994)
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Appointment of Chief Executives

The appointment of ACEs through open competition and on fixed term contracts
was one of the most closely observed features of the new arrangements and one
which signified a radical break with previous personnel practices. The Next Steps
Team always provides a breakdown of the number of internally and externally
appointed ACEs in post, for example by 1997, of the 130 agencies in operation, 90
were appointed through open competition of which 33 were external, 54 internal
and 3 military candidates. Twenty one others were internal appointments and there

were 19 armed forces appointments (Next Steps Team, 1997).

Cultural changes

The encouragement of cultural change through the introduction of more business-

ike arrangements and the appointment of outsiders on fixed term contracts was
one of the stated objectives of the Next Steps reforms, (Carter and Greer 1993
407; Richards and Rodriques 1993, 35; Christoph 1992). Again, empirical work

presents a variable picture. Some work suggests that a new managerial culture is

apparent and embedded across the civil service (Mellon TCSC 1990; Metcalfe

1993, 355 — 369; Wilson and Barker 1995 140 — 3:; Colville Dalton and Tomkins
1993, 562; Campbell and Wilson 1995, 298; Christoph 1992, 179).

Concerns were expressed In the academic literature about the effect of

fragmentation and managerialism on the traditional ethos of the civil service
(Greenaway, 1995; Chapman 1988, Barberis, 1995 113). The appointment of high

profile chief executives both from within and outside the civil service was expected

to have an impact on the role of the permanent secretary. The visibility of the chief
executive was in stark contrast to the anonymity and invisibility expected of civil
servants under the Haldane pri<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>