OECD Public Governance Reviews

ESTONIA and FINLAND

FOSTERING STRATEGIC CAPACITY
ACROSS GOVERNMENTS AND DIGITAL
SERVICES ACROSS BORDERS







OECD Public Governance
Reviews:
Estonia and Finland

FOSTERING STRATEGIC CAPACITY
ACROSS GOVERNMENTS AND DIGITAL SERVICES
ACROSS BORDERS

&/ OECD

BETTER POLICIES FOR BETTER LIVES



This work is published under the responsibility of the Secretary-General of the OECD. The
opinions expressed and arguments employed herein do not necessarily reflect the official
views of OECD member countries.

This document and any map included herein are without prejudice to the status of or
sovereignty over any territory, to the delimitation of international frontiers and boundaries
and to the name of any territory, city or area.

Please cite this publication as:

OECD (2015), OECD Public Governance Reviews: Estonia and Finland: Fostering Strategic Capacity across
Governments and Digital Services across Borders, OECD Public Governance Reviews, OECD Publishing,
Paris.

http://dx.doi.org/10.1787/9789264229334-en

ISBN 978-92-64-22932-7 (print)
ISBN 978-92-64-22933-4 (PDF)

Series: OECD Public Governance Reviews
ISSN 2219-0406 (print)
ISSN 2219-0414 (online)

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. The use
of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and Israeli
settlements in the West Bank under the terms of international law.

Corrigenda to OECD publications may be found on line at: www.oecd.org/about/publishing/corrigenda.htm.
© OECD 2015

You can copy, download or print OECD content for your own use, and you can include excerpts from OECD publications, databases and
multimedia products in your own documents, presentations, blogs, websites and teaching materials, provided that suitable
acknowledgment of the source and copyright owner is given. All requests for public or commercial use and translation rights should be
submitted to rights@oecd.org. Requests for permission to photocopy portions of this material for public or commercial use shall be
addressed directly to the Copyright Clearance Center (CCC) at info@copyright.com or the Centre francais d’exploitation du droit de copie
(CFC) at contact@cfcopies.com.




FOREWORD — 3

Foreword

Estonia and Finland are seeking to change how their governments function, in order
to better address strategic challenges and create more opportunities for their citizens and
businesses. To support this reform, the governments of Estonia and Finland invited the
OECD to conduct ajoint Public Governance Review in 2014.

The motivation for undertaking a joint OECD review — the first of its kind —
stemmed from an identification of shared governance challenges across the two countries
and an interest in exploring governance solutions together. Digital government, as an
integral part of governments modernisation strategies, is a key component of these
solutions. Both governments asked the OECD to advise specifically on how they could
enhance their strategic steering capacity, better leverage digital government strategies for
public sector reform, and improve co-operation for digital cross-border services.

The review's recommendations are the result of intensive interactions among
government officias, national stakeholders, the OECD Secretariat, and senior peers from
six OECD countries, as well as a survey of public sector institutions in Estonia and
Finland. Seminars with innovative formats were held on evidence-based policy-making,
centre of government steering and digital government reforms to discuss initia
observations and fine-tune assessments. The conclusions of these seminars helped form
the basis for the final recommendations in the report — including a joint roadmap for the
development of digital cross-border services. The review was discussed and approved by
the OECD Public Governance Committeein late 2014.

Our central message is to pursue a common strategy across government. The review
offers a Blueprint for Reform articulated around the concept of One Government — One
Strategy. This requires an inclusive governance framework that can bring coherence to
government-wide decisions and generate consistent whole-of-government strategies.
Estonia and Finland have to work across national boundaries to reduce government silos
and facilitate the pooling of knowledge and resources based on shared values. They can
leverage the full potential of “Going Digital” to further promote citizen-centric
government and facilitate access to cross border services.

The review offers recommendations for implementation along international best
practices and OECD standards. It provides insights for other countries seeking to improve
whole-of-government strategic steering, digital government effectiveness and cross-
border service delivery. Fostering flexibility and promoting a shared vision at the senior
levels of the civil service will help promote a collegia approach to problem solving.
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4 _ FOREWORD

The OECD Public Governance Review of Estonia and Finland is an important
contribution to the ongoing international debate on how best to ensure a truly joined-up
government that bring governments closer to citizens and businesses. We look forward to
the results of Estonia’s and Finland's efforts to create better policies for better lives,
building on the results of this work.

_,’—(:-’ -
“r —_—

Angel Gurria
OECD Secretary-General
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Executive summary

Public governance reforms are high on the policy agenda in Estonia and Finland.
Over the last five years, both governments have engaged strongly in an international
dialogue on public governance reform, inviting the OECD to conduct for the first time a
joint OECD Public Governance Review over the course of 2014, which follows previous
comprehensive Public Governance Reviews of each country in the early 2010s.

This Review focuses on two important public governance issues. whole-of-
government strategy steering and digital government and cross-border digital services.
The objective is to assess these issues vis-a-vis good practices in OECD countries and to
offer concrete measures to enhance governance practices in these areas. The Review
highlights strengths in whole-of-government strategy steering and digital government,
and identifies existing challenges and shortcomings. It uses OECD instruments as
standards against which to assess Estonia and Finland, in particular the OECD
Recommendation of the Council on Digital Government Strategies, the OECD
Recommendation of the Council on Regulatory Policy and Governance and the OECD
Recommendation of the Council on Budgetary Gover nance.

Part | of this Review assesses whole-of-gover nment strategy-steering as the Centre of
Government’ s capacity to effectively co-ordinate and lead the setting and implementation
of strategy across government, to use a range of evidence in strategic decision making,
and to foster structural and resource flexibility in the public sector. While both Estonia
and Finland are working diligently to achieve a focused, integrated strategic vision for
their respective country, the Review highlights that:

e Both governments could focus on enhancing the degree of visioning in the
government’s strategic documents by clustering national priorities in the
Government Programme around a small number of multi-year strategic
objectives. The goa is to enhance and ingtitutionalise the dialogue between the
political leadership and the senior civil service at all steps in the trandation of
each country’s Coalition Agreement into a coherent government strategy and to
move away from programmes that include several hundred objectives or targets.
The result should help ensure that the resulting Government Programme is
coherent with the country’s fiscal framework and that medium-term strategic
objectives are systematically informed by the results of strategic foresight back-
casting.

e Whole-of-government strategy setting and implementation co-ordination
could be strengthened by institutionalising co-ordination mechanisms and
enhancing cross-ministry co-ordination. Both countries could consider
mandating existing Cabinet committees to oversee multi-sector strategy setting
and implementation while ensuring that horizontal policy initiatives are funded
properly from within the fiscal framework through greater budget agility with
greater capacity to reallocate funds across programmes or areas. In addition, a
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12 — EXECUTIVE SUMMARY

medium-term strategy could be developed by each country to identify and address
ingtitutional barriersto horizontal collaboration across government.

e While Estonia and Finland generate and use evidence differently in strategic
decision-making, both governments face similar challenges in
operationalising evidence in the decision-making process, as is the case in
many OECD countries.

— Estonia could further invest in capacity to transform the information generated
through its extensive data-sharing infrastructure into policy-relevant
knowledge.

— Finland could focus on government-wide oversight capacity over impact
assessments, which could accompany Cabinet submissions to inform Cabinet-
level decision making.

— Both countries could enhance the use of performance information in budget
setting and execution, and ensure that this information is integrated into the
Government Programme.

e Both governments need to improve financial-resource allocation and
institutional flexibility to heighten their capacity to address complex policy
challenges. Each country could consider building contingency funds and policy
reserves into their annual and multi-year financial frameworks, along with
performing strategic spending reviews using robust spending-performance
information and enhancing mid-year budget updates to identify fiscal space to
support emerging strategic priorities.

Part 11 of this review focuses on digital government and cross-border services. The
goal is to provide both countries with ways to fully leverage information and
communication technologies (ICTs) for public sector reform and improved service
delivery. Doing so is a shared ambition of the Estonian and Finnish governments. Both
countries concelve digital government as a supporting element of government strategic
agility, e.g. by better matching resources with policy objectives. Bath countries recognise
the limits of purely domestic initiatives in today’s global and interconnected world,
particularly within the EU context. They therefore agree to look for synergies by
establishing workflows and services that cut across borders.

Bearing some shared objectives in mind, the assessments and recommendations are
tailored to each country’s specific context, with different starting points. As a long-time
leader in the area of digital government, Finland today has many strategies and
infrastructures in place, but also suffers from multiple legacies. The Finnish government
is by no means a laggard in OECD comparisons, but it does not at present reap the full
potential of its cutting-edge ICT developments and strong expertise in the area. Estonia,
on the other hand, has been a late adopter due to its recent history. Supported by strong
political backing, the country has built one of the leanest, and most strategically
organised, government IT infrastructures among OECD countries. It is centred around a
core set of building blocks, not least the very effective interoperability infrastructure,
X-Road and the Once-only principle, according to which government-related information
can only be requested once from citizens and businesses.
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The Review recommends focusing on digital government strategy-setting, leadership
and implementation in order to address the following domestic challenges:

e In Estonia, priority-setting and leadership for digital government have been quite
effective. The priority now should be to strengthen and structure existing
governance mechanisms over time. Long-term effectiveness of the “Estonian
way” will depend on the availability of tools and capacities to ensure sustainable
implementation of digital government priorities. To get there, the Estonian
government will be able to build on existing state-of-the-art infrastructures and on
increasing high spill-over effects between domestic developments and the supra-
national digital government agenda it wants to focus on.

e In Finland, concerns around digital government strategy-setting, leadership and
governance need to be prioritised. Resolving some underlying digital governance
challenges, both at national and sub-national level, is critical to ensure sustainable
progress on public sector reforms; and to prepare the grounds for effective cross-
border co-operation. The governance chalenges in this area are also related to
some wider governance challenges in the country, including the fragmentation of
responsibilities across government agencies and across levels of government. This
creates a window of opportunity to move the public sector as a whole towards
more integration, flexibility and agility.

This Review’s recommendations on cross-border co-operation offer both countries a
common agenda and roadmap, including directions towards shared governance structures
and impact assessments. The way forward will have to pay attention to the fact that
Estonia and Finland have different points of departure when it comes to their motivation
and readiness to engage in cross-border services harmonisation:

e Estonian interests in co-operating with Finland seem higher at the outset. The
government’s legal and regulatory framework and information systems are
certainly more ready to create seamless information exchange workflows across
national borders because they can take advantage of widely used technology
enablers like the X-road interoperability layer.

o While some of theinitial barriers seem higher in Finland, there is also recognition
that progress made in areas of cross-border service delivery will feed back into
the domestic administration, making selected processes more agile, more efficient
and more responsive to user needs.

The recommendations and roadmap take into account these differences when
proposing policy options for the future. Progress on bilateral co-operation may help to
stimulate and support wider European objectives, e.g. when it comes to removing
obstacles to the free movement of people or to completing the single market.
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Assessment and recommendations

Overview

A highly innovative joint review leading to joint recommendations

Public governance reforms are high on the policy agendain Estonia and Finland. The
first OECD Public Governance Review of Finland was carried out in 2009-10 for the
public administration’s 200th anniversary. Estonia’ s first Public Governance Review was
carried out in 2011, after a 20-year period of rapid economic growth and successful
transition post-independence, which saw the development of the full institutional set up of
independent statehood. Economic integration across the two countries, and the perception
of joint governance challenges, provide the framing of this integrated Public Governance
Review of two countries for thefirst timein OECD history.

Two major issues are at stake: whole-of-government strategy steering and Centre of
Government (CoG) co-ordination as well as digital government and cross-border services.
This reflects a shared interest in exploring governance solutions together. Since the 2010
OECD Public Governance Review, Working Together to Sustain Success, Finland has
developed an acute perception of the need for change, given the critical role of the state
for the sustainability of the Nordic model. The 2010 Review pointed to the need to review
overall governance arrangements, strategic insight, collective commitment and resource
flexibility. While some changes had started to be implemented, the overall governance
agenda was gtill in flux, calling for a new integrated and participatory review to provide
significant momentum for change, some of which is due to take place after the elections
expected in 2015. Estonia too had taken a number of gradua steps to strengthen its public
governance agenda, further to the OECD’s Public Governance Review in 2011, Towards
a Sngle Government Approach. Despite significant progress there, the perception
remained that the risk of fragmentation and silos were too often preventing the country to
reap the full benefits of an integrated governance approach.

The two countries face shared challenges in terms of whole-of-government steering
which they were ready to explore through ajoint review. The recommendations presented
below follow an assessment of the countries reform agendas vis-a-vis good practices in
OECD countries. The recommendations were developed through a participatory
approach, involving senior peers providing expertise from half a dozen OECD countries.
The joint review resulted in many joint recommendations to the two countries. For
whole-of-government steering, most of the recommendations are joint, even if they are to
be nuanced to take into account some of the specificities of the institutional context in
each of the two countries.

In terms of digital government and cross-border services, the Review assesses
national strategies for digital government against the framework of the OECD
Recommendation of the Council on Digital Government Strategies adopted in July 2014.
The Recommendation provides a useful governance angle, as it helps to address the
alignment of related policies with wider government objectives at both the national and

OECD PUBLIC GOVERNANCE REVIEWS: ESTONIA AND FINLAND © OECD 2015



16 - ASSESSMENT AND RECOMMENDATIONS

internationa levels. In the context of the current Review, a key aspect is the capacity for
strategic agility in the Centre of Government and the role of integrated digital government
in supporting a more agile and more coherent public sector supported by shared facilities.
The development of cross-border service delivery is aso an innovative element of the
Review, to extend the existing digital government framework that mainly focuses on
domestic service delivery beyond national borders. From this perspective, this Review
reflects the wider context of Estonia’s and Finland's ambitions to help shape a single
administrative space and to foster the interoperability of digital infrastructures to better
serve citizens and businesses by fully leveraging the potentia of information and
communications technologies.

A challenging economic environment

Even if Estonia and Finland face different macroeconomic conditions, both have been
domestically affected by the recent economic deceleration in the Euro area, which has
been worsened in the two countries by the deterioration of the economic relations with
the Russian Federation. Aside from these short-term developments, domestic framework
conditions are favourable in Estonia, as the economy is still in a convergence phase
vis-a-vis other European countries, gross domestic product (GDP) per capita represents
approximately half of the GDP per capita in the highest 17 OECD countries (OECD,
2015). Finland, by contrast, enjoys very high standards of living and stands in the top
league of OECD countriesin terms of well-being, but has withessed a sharp erosion of its
competitiveness, with a marked increase in unit labour costs experienced in 2007, just
behind Italy, while at the same time terms of trade have deteriorated (van Zanden et dl.,
2014; OECD, 2014).

This challenging environment makes reforms both more challenging and difficult to
implement, but it also creates a sense of urgency. The Finnish public sector is one of the
largest in the OECD countries, just behind France and Denmark, and government
expenditures per capita are in the top group of the OECD. Ensuring a smarter, more
strategic and more agile public sector can yield huge economic and welfare benefits,
creating the potential to improve half of overall economic activity. In Estonia, the public
sector is comparatively smaller: as a percentage of GDP it is dightly lower than in
Luxembourg and higher than in Australia or Switzerland. For Estonia, the challenge is to
ensure that the public sector will help to continue closing the gap relative to the rest of the
OECD area, serving to raise productivity and making the most of human capital.

Developing a shared policy agenda: Just do it

The two countries analysed in this Review have a rich set of experiences and a deep
understanding of the challenges of public sector reform. Neither isin need of a*“big-bang
approach” to reform, but rather need to “just do it”: set a clear way ahead, focus on
implementation by carrying out demonstration projects to improve public sector agility
and policy coherence. This should help improve the capacity to effectively deliver on
policy objectives and build confidence where appropriate. It will also be important to
monitor impact, demonstrate success, identify sources of failure and help to adjust course
if results are not being achieved.

In terms of whole-of-government strategy steering and co-ordination, both countries
face co-ordination challenges across institutional siloes while sharing relatively common
governance structures. They both face barriers to designing and implementing integrated
policy, as well as connecting these to the mechanisms for resource allocation that crosses
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line ministry mandates. The boundaries of line ministries are embedded in strong legal
frameworks which preserve ministries autonomy to an extent that at times prevents
government from functioning as an integrated coherent whole. These features, originally
designed to prevent overbearing centralisation, are now raising questions about the
capacity to move human, financial and institutional resources across government to
effectively address shared and complex multi-sector policy challenges that are affecting
economic competitiveness and citizens' well-being. The challenges at hand are not
straightforward and simply adjusting government machinery to address them will not
serve to sufficiently break down barriers. More fundamental features of public sector
leadership and steering will need to be taken into account.

In their efforts to restore sustainable growth, both countries thus need to further
strengthen the steering capacity at the Centre of Government, by engaging al actors in
government in a shared policy agenda. They also need to improve co-ordination of
whole-of-government  strategy setting without necessarily leading to additiona
centralisation, instead building capacity for the government to act as an integrated
cabinet, with different ministries taking the lead on core issues. There is also a need to
strengthen the capacity for implementation and ensuring its stronger connection with
resource allocation mechanisms as a means to enable both governments to address these
multi-faceted strategic challenges more coherently.

Fostering strategic agility: One Government — One Strategy

This Review assesses these issues as a function of each country’s CoG co-ordination
capacity, use of evidence in strategic decison making, and structura and resource
flexibility. The Review frames its assessment using the concepts of One Government —
One Strategy and of strategic agility — that is, a governance framework that is able to
bring coherence to government-wide decisions, set whole-of-government priorities
coherently while mobilising human and financia resources from across the government
to pursue them efficiently and effectively, and ensure that key stakeholders within and
outside government collaborate to propel society forward. This requires action both at the
political and administrative level.

In finding that the governments of both Estonia and Finland work diligently to
achieve a focused, integrated strategic vision for their respective country, the Review
highlights that:

e Both governments could focus on clustering nationa priorities in their
Government Programme around a small number of multi-year strategic
objectives. The goa is to enhance and ingtitutionalise the dialogue between the
political leadership and the senior civil service at all steps in the trandation of
each country’s Coalition Agreement into a coherent government strategy and to
move away from programmes that include several hundred objectives or targets.
The result should help ensure that the resulting Government Programme is
coherent with each country’s fiscal framework, and ensure that medium-term
strategic objectives are systematically informed by the results of strategic
foresight back-casting on current policy development.

e Whole-of-government strategy setting and implementation co-ordination could be
strengthened by, for example, mandating existing Cabinet committees to oversee
multi-sector strategy setting and implementation while ensuring that horizontal
policy initiatives are funded properly from within the fiscal framework through
greater budget agility with greater capacity to reall ocate funds across programmes
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or areas. In addition, a medium-term strategy could be developed by each country
to identify and address institutional barriers to horizontal collaboration across
government. In Finland, the KEHU Parliamentary Committee report could be a
good starting point in this regard.

e While Estonia and Finland generate and use evidence differently in strategic
decision making, both face similar challenges in operationalising evidence in the
decision-making process, as is the case with many OECD countries.

— Estonia could further invest in capacity to transform the information generated
through its extensive data-sharing infrastructure into policy-relevant
knowledge.

— Finland could focus on government-wide oversight capacity over impact
assessments, which could accompany Cabinet submissions to inform
Cabinet-level decision making.

— Both countries could enhance the use of performance information in budget
setting and execution, and ensure that this information is integrated into the
Government Programme.

e Both governments know they need to improve financia resource alocation and
ingtitutional flexibility to heighten their capacity to address complex policy
challenges. Each country could consider building contingency funds and policy
reserves into their annual and multi-year financial frameworks, along with
performing strategic spending reviews using robust spending performance
information and enhancing mid-year budget updates to identify fiscal space to
support emerging strategic priorities.

A key component contributing to the successful implementation of reforms will be to
help restore trust in government. From the available cross-national data, trust remains
high in a Finnish context, even if it has eroded — and continues to erode — since the
beginning of the financial crisis. In Estonia, trust in government is lower, where trust in
government equally experienced some erosion during the economic crisis from 2007
to 2012. Current efforts in both countries to build common public service values and
ethics — especially within the community of senior civil servants in support of the
implementation of a whole-of-government strategic framework — are to be commended.