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After almost a decade of Gordon Brown, the role of the Treasury has been transformed.  It remains a very powerful institution of government but in ways which now raise question marks over its competence.
The main success of the Brown Chancellorship has come from outsourcing monetary policy to the Bank of England along with financial services regulation to the FSA. 

Such a change should have produced a slim line Treasury with more modest functions.  It has instead accumulated a wide range of new powers.  It operates not just as a Finance Ministry, managing public finance, but as a Ministry of the Economy promoting long term investment and productivity growth.  It has assumed a pivotal role in tackling poverty through tax credits.  The control of public expenditure goes well beyond an accounting and financial control function to embrace extensive performance targeting at all levels of government; now augmented by the Gershon efficiency process incorporating reformed public procurement, IT systems and staff downsizing.  Private finance arrangements have drawn the Treasury into complex negotiations with business.

The Treasury is now less concerned with the board economic policy, essentially now the preserve of the Bank, and much more with the interface between the Government and business, and with complex public sector management issues.  
Yet none of the present team of Ministers and few officials have ever been exposed to the workings of markets or the disciplines of business.  The Treasury team comprises of a former lecturer, lawyer, voluntary worker, charity campaigner and charity executive. They rarely venture into the City. 
Inexperience shows. There is a lengthening and worrying catalogue of policy failures and u-turns after initiatives were shown to be costly, impractical or had damaging unintended side effects. One was the proposal to offer full tax relief at the top rate on the purchase of second homes and buy-to-let property under the self investment personal pension (SIPPs) scheme. There were tax reliefs for the film industry which led to large fraudulent claims. Earlier, Individual Learning Accounts had to be abandoned after fraud costing an estimated £400m. The government was forced to reverse favourable tax treatment to incorporated companies. Ministers had to withdraw stamp duty relief on so called disadvantaged areas when beneficiaries included prime developments like Canary Wharf. The scrapping of obligatory Operating and Financial Reviews, belatedly and without consultation, seriously annoyed the businesses it was designed to help.

Even in the traditional area of Treasury competence, in debt management, a major opportunity has been missed to refinance Government debt from the cheap finance available through the recent long term bond and gilt market bubble. 

In other cases, the Treasury has been outwitted by streetwise private partners.  Tax payers face a big long term bill from the Treasury’s failure to secure claw back clauses on windfall financing gains on early PFI contracts in the NHS, railways and London Underground. Treasury pressure on the Ministry of Defence led to the sale of a government stake in QinetiQ to US venture capitalists at the worst possible time and gave away a big property windfall.
And in other cases, short-sighted revenue considerations have been pursued with scant regard for the market implications.  The Treasury’s damaging role in precipitating the collapse of Railtrack emerged in court.  The Ombudsman has, this week, condemned the Chancellor’s 1997 decision on dividend tax credits as having “shaken” occupational pension scheme funding and “weakened the protection” of pension schemes to the tune of around 40% of the short fall of assets over liabilities.

A more fundamental weakness has been the practice of imposing complex policy demands, beyond the management and IT capacity of government agencies to execute.  Tax credits, for example, are an admirable concept designed to boost the incomes of low income families (and pensioners) and to offset fluctuating earnings.  But I face a stream of low paid constituents whose credits were wrongly calculated. They have faced impersonal, peremptory demands for repayment of overpayments of which they were unaware and have spent. Widespread fraud has also been identified.

The newly integrated tax agency, HMRC, has suffered more generally from an overload of responsibilities and excessive complexity resulting in 1 in 4 tax codings at least being calculated in error and shortfalls of revenue collection estimated at £2.8bn a year.

The problems described above are ultimately political stemming from a powerful and hyperactive Chancellor, trying to exercise control over all aspects of government policy. His, assumed, elevation could trigger a  radical review of the role which the Treasury plays.  It does not need a management consultancy to state the obvious: the Treasury has strayed too far from its core business of managing public finance; there is far too much complexity especially in the tax system; and decision making is seriously over centralised. No business would survive long operating in this way.
798 words

3

