
Open public  
services – 
better public 
services?

Quentin 
Maxwell-Jackson



Open public services – 
better public services?

Quentin Maxwell Jackson



Open public services

2

Acknowledgments 
The author wishes to thank all participants in the interview programme for 
their time and stimulating discussions, and Alan Downey for his detailed and 
helpful comments on the draft report. Thanks are also due to my colleagues at 
CentreForum including Tom Rathborn for compiling the detailed case studies on 
which the report draws, and to Tom Papworth, Nick Tyrone and Toby Fenwick for 
their comments, suggestions and help otherwise in bringing this report to light. 
Any errors and omissions are, of course, the author’s own.

About the author
Quentin Maxwell-Jackson is an independent management consultant and 
Research Associate at CentreForum. Until 2011 Quentin was a partner at 
KPMG and prior to that he had held senior global positions with Atos Origin. 
He has considerable experience of advising on outsourcing government services, 
advising in-house public sector teams and creating strategies for major UK and 
overseas infrastructure programmes. He has advised on several ground-breaking 
PFI/PPP projects in the UK.

Published March 2015 CentreForum

This work is licensed under a Creative Commons Attribution-NonCommercial- 
ShareAlike 4.0 International License. 
For more information visit creativecommons.org



Open public services

3

 : Contents

Foreword – Rt Hon Danny Alexander MP    4

Summary    5

1 Introduction  10

2 What are ‘better public servcices’?  12

3 Why do public services fail?  16

4 Why do public services succeed?  23

5 Public service – make or buy?  28

6 Motivating service deliverers  32

7 Conclusions and recommendations  35



Open public services

4

 : Foreword – Rt Hon Danny Alexander MP

I welcome the release of CentreForum’s paper on public service provision, 
‘Open Public Services – Better Public Services?’ It rightly highlights how 
important transparency in commissioning of providers, both from the 
public and private sectors, as well as fear of succession, is to maintain.
Quentin’s paper is centred on this concept – that making sure providers 
must deliver what is needed from them in order to continue being given 
public money is the key element to getting procurement correct. The 
paper points both to success stories and to tales of disappointment 
from public sector and private sectors providers; the common thread 
throughout in terms of ultimately deciding whether a particular 
procurement was a success or a failure almost always came down to 
whether or not said provider felt sufficiently compelled by competition 
to work to their optimum, and thus provide the service at the level 
required.
Simply turning to the private sector in order to make market forces work 
for better public services, as many Tories might argue in favour of, is not 
sufficient. The market can only do its job when the fear of succession 
is firmly in place – otherwise the worst elements of the public sector 
are simply visited upon us via privately owned firms. Likewise, keeping 
public services within the public sector can work very well when the 
best elements of the marketplace are simply transferred over and made 
applicable. 
When looking at a discussion in the public sphere which at present 
mostly revolves around a simplistic Labour-public sector provision good 
versus Tory-public sector provision bad axis, it is refreshing to see a 
paper which outlines the strengths and weaknesses of both, as well as 
identifying why the success stories from either side of the fence worked 
as they did. The time has come to have a more balanced discussion about 
who provides our public services and why; ‘Open Public Service – Better 
Public Services?’ is a valuable addition to what will hopefully be a more 
measured debate in future. 

Danny Alexander 
Chief Secretary to the Treasury
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 : Summary

Launching the Open Public Services White Paper in July 2011 David 
Cameron pledged to open up delivery of public services because “it 
shouldn’t matter if providers are from the state, private or voluntary 
sector – as long as they offer a great service. The old narrow, closed, 
state monopoly is dead”.1 
Three years later public sector outsourcing growth is accelerating at an 
unprecedented rate. In the past four years contracts worth £88 billion 
were let – double the level of outsourcing in the Labour government’s 
final four years.2 
How likely is it that more outsourcing will lead to improved public 
services? Past failures do not bode well. The catalogue of public sector 
outsourcing disasters in the UK is long, well known and disappointing. 
Billions of pounds have been wasted. 
Sadly, it is just as easy to point to waste and failure where the public 
sector has delivered public services. 
In this report we look at case studies which illustrate what went wrong 
with both outsourced and in-house service delivery, as well as others 
which illustrate success. We draw out the common factors which shaped 
success and failure.
We find that whether a service was delivered in the public or private 
sectors is not the important factor in success or failure.
We start by considering what is meant by ‘better public services’, and 
draw on the National Audit Office’s value for money model and work 
undertaken at the London School of Economics on productivity. We take 
the view that what is refreshing about a focus on productivity is that 
it provides a simple quantitative measure which can form the basis for 
exploring in more detail whether public services are improving.
We then look at case studies involving failure by both public and private 
sector providers. Common factors contributing to service failure include: 

1 The Guardian, ‘David Cameron promises to ‘end state’s monopoly’ over public services’, 11 July 2011, www.
theguardian.com/society/2011/jul/11/david-cameron-promises-end-state-monopoly-public-services

2 Financial Times, ‘UK outsourcing spend doubles to £88bn under coalition’, 6 July 2014. 
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 : a lack of a competitive market
 : inadequate metrics on performance, often compounded by the 

absence of a clear output-based specification 
 : poor risk assessment and management
 : lack of attention to the detail of service processes
 : for outsourced services, contracts which were too large and overly 

complex.
Many of the failures stemmed from a fundamental characteristic of 
public services – they are often complex, very large scale and publicly 
scrutinised. Issuing a passport to 20 people is one thing, but consistently 
providing a good service when issuing millions of passports, dealing with 
peaks and troughs in demand whilst coping with media and political 
scrutiny is challenging for any provider, public or private.
There are no shortcuts or quick fixes to delivering better public services. 
It takes skill, expertise, good information and management nous to solve 
problems quickly and effectively.
The case studies of successful service delivery showed that success 
was the result of similar characteristics, regardless of sector. Successful 
providers used appropriate information and indicators to assess 
productivity, quality, and customer feedback. This information was used 
to improve the service continuously. The outsourced contracts were 
relatively small and focused on specific skills/capability requirements 
that the public sector client needed. 
We then discuss how to make good decisions about whether to deliver a 
service in-house or outsource it – ‘make-or-buy’ decisions. They must be 
informed by evidence-based assessments of the efficiency and quality of 
past service delivery, a good understanding of what the market can offer, 
and clarity about why the chosen option is better. Commissioners have 
to understand where the greater value, lower cost, improved quality and 
so on will actually come from. They must not just take this on trust.
Too often in the past the decision to outsource or retain services in-house 
was taken for ideological reasons – on the basis of ‘public bad/private 
good’ or vice versa. Ideological approaches are blind to what our case 
studies and the literature show: it is essential to understand – through 
analysis, good information and learning from past experience – why a 
particular approach is better than its alternatives.
Public and private sector providers have discrete structural advantages 
which must be weighed up. These are summarised in the table below.
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Table 1: The advantages of public versus private sector provision

Public sector service  
provider advantages

Private sector service  
provider advantages

Experience of operating in highly 
complex, political and publicly 
scrutinised environments

Are generally free of many oper-
ating constraints that can impede 
public sector providers

The government’s cost of capital 
is lower than the private sector 
can achieve

Often have faster decision making 
processes

May be able to operate more 
flexibly

Overheads can be significantly 
lower than in the public sector

May draw on public sector ser-
vice ethos as a motivation

Often characterised by a ‘can do’ 
culture
Access to industry best practices

Commissioners need an evidenced-based understanding of why a par-
ticular provider is likely to do the best job, regardless of sector, but the 
large catalogue of past service failures makes us sceptical that this is yet 
happening consistently. 

Once the make-or-buy decision is taken the challenge is to keep the sup-
plier – in-house or outsourced – energised and motivated to continue to 
provide a good service. Competition, with credible succession options, 
can be very effective not only in shaping the make-or-buy decision, but 
in keeping service providers, public or private, on their toes. However, 
many recent outsourcing programmes in central government are for very 
large, very complex services such as the Ministry of Justice’s Transform-
ing Rehabilitation programme. 

This is a cause for concern. Large complex projects can only be delivered 
by a small number of suppliers,3 which at best constrains the benefits 
of competition and in some cases kills it altogether.4 There is also a sig-
nificant risk that providers may become “too big to fail”. Somehow the 
message about increasing the diversity of supply, set out in the Open 
Public Services White Paper, is not getting through from the centre to 
the rest of Whitehall.

We conclude that commissioners need to focus on the basics of what 
makes for high quality public services. These include keeping the service 
simple and broken down into manageable chunks rather than monolithic 

3 e.g. Serco, Atos, Capita, G4S.
4 e.g. Ministry of Defence Equipment & Support Government Owned Contractor Operated Project.
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contracts. There needs to be clarity about how performance will be mea-
sured, a good understanding of how value will be delivered, a focus on 
staff skills and good management, and a minimum of distracting outside 
meddling.

Notwithstanding the Open Public Services White Paper’s commitment 
to giving in-house providers what they need, this does not seem to be 
happening consistently. We are surprised, for instance, that given the 
success of the publicly operated East Coast line the decision was taken 
that there would be no public sector bid when that franchise was re-ten-
dered at the end of 2014. 

Recommendations

1 – Require commissioners to conduct regular Fundamental Evidence-
based Reviews5

 : Commissioners should review the value for money and effectiveness 
of all public services periodically – at least every five years. This 
should be a demonstrably evidence-based review of effectiveness 
asking the following questions:

 : Is the service still needed on the basis of public policy and 
citizen needs/wants?

 : What are the lessons from past performance?
 : Are there better ways of delivering the service, given 

technological changes and lessons learned from 
elsewhere?

 : What is the scope for comparing in-house provision with 
external options through competition?

2 – Publish all Fundamental Evidence-based Reviews 
 : All reviews should be published and demonstrate a thorough, 

evidence-based approach. 
 : Where the service is not opened up to competition the rationale 

should be clearly stated.
 : Reviews should be signed off by ministers for central government, 

and by elected representatives for the wider public sector.

5 We propose that these reviews are undertaken by commissioners, analysing their own services. 
This activity is distinct from the external reviews undertaken by bodies such as the National Audit 
Office on behalf of Parliament.
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3 – Break down large, complex services into smaller, manageable work 
packages
 : Many projects are too large, bespoke and complex which limits 

competition.
 : Large complex services which fail have large impacts. Smaller 

packages of focused work are easier to manage if they fail.

4 – Commissioners should demonstrate that they have understood what 
in-house provision will involve and cost
 : The principle of “diverse and innovative providers competing to raise 

standards”6 enshrined in the Open Public Services White Paper is not 
being applied consistently. Particularly in central government, in-
house options have been ruled out without sufficient analysis and 
evidence, or, even worse, against available evidence as in the case of 
some rail franchises. 

6 OPS p39.
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 : 1  Introduction

Which sector is most capable of delivering public services effectively – 
public, voluntary or private?
Speaking in July 2011 at the launch of the Open Public Services White 
Paper7 the Prime Minister, David Cameron, stressed that “it shouldn’t 
matter if providers are from the state, private or voluntary sector – as 
long as they offer a great service. The old narrow, closed, state monopoly 
is dead.”8

Successive UK governments have outsourced a growing proportion 
of public service delivery with the objective of improving quality 
and reducing cost by accessing external expertise and introducing 
competition. The Thatcher government introduced initiatives such as 
compulsory competitive tendering in local government and market 
testing in central government to open up public services to a wider 
range of providers. The Blair and Brown governments enthusiastically 
embraced frameworks such as the Private Finance Initiative (PFI) and 
large scale outsourcing of government services to the extent that in 
the last four years of the last Labour government some £45 billion of 
government services was outsourced.9

The coalition government has accelerated the pace of public services 
outsourcing. UK public sector outsourcing spend doubled to £88 billion 
in the coalition government’s first four years compared with Labour’s last 
four years.10 The UK public sector outsourcing market is now the largest 
in the world after the USA. Indeed, we have now reached a position 
where UK companies outsource significantly fewer of their services by 
value than the UK public sector.11

7 HM Government, ‘Open Public Services White Paper’, Cm 8145, July 2011, (OPS).
8 The Telegraph, ‘David Cameron: public services to be opened up to competition’, 11 July 2011.
9 Financial Times, ‘UK outsourcing spend doubles to £88bn under coalition’. 6 July 2014.
10 Ibid.
11 ISG press release, ‘UK Public Sector Outsourcing Market Outstrips Commercial Sector’, Information 

Services Group, 7 July 2014. UK companies entered into contracts with Total Contract Value of 
£30 billion over the latest two-year period; the public sector figure was considerably larger at £51 
billion. The UK commercial sector has recently shifted towards smaller contracts, while the trend 
for the public sector is the opposite, with 22% of contracts valued at £15-30 million each..
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Contracts are getting larger (the opposite of the trend in the commercial 
sector), and the bulk of the services being outsourced are in central 
government.12 Does the performance of private sector suppliers justify 
this accelerating trend towards outsourcing public services? How well 
does it sit with the white paper’s emphasis on diversity of supply? 
The track record of private sector providers has been mixed. Successes, 
such as construction of the Olympic sites, contrast with the failure of the 
security contract for the games. Over the past 18 months serious, possibly 
criminal, irregularities on several outsourcing contracts for the Ministry of 
Justice have come to light, among many other high profile failures.13

However, there is an equally long list of public sector delivery failures 
such as the Rural Payments Agency’s ineffectual handling of the Single 
Payment Scheme, the Department for Transport’s errors in managing the 
West Coast Mainline franchise, and the long history of poor performance 
by the Child Support Agency.
The failures of both private and public sector delivery tend to attract the 
most press coverage, but there are also many examples of success in 
both public and private sectors. 
In this paper we examine case studies to identify the factors responsible 
for successful delivery of public services. We also comment on the extent 
to which the Open Public Services White Paper policy of diversity of 
provision has been implemented in practice.
Our findings are based on desk research and a small number of interviews 
with bodies such as the National Audit Office (NAO), Confederation 
of British Industry (CBI), Association for Public Service Excellence 
(APSE), Business Services Association (BSA), and National Outsourcing 
Association (NOA). 
In the next section we consider what is meant by ‘better public services’ 
and how this can be measured and assessed objectively. We then look 
at case studies of public and private sector service failure and success, 
drawing out the main lessons and common success/failure factors 
by considering how value is delivered in public services, highlighting 
structural differences between the public and private sectors. We then 
consider the challenges involved in keeping providers – in-house or 
outsourced – energised and motivated to continue to provide a good 
service. We then set out our conclusions and recommendations.

12 Ibid.
13 e.g. The Guardian, ‘Serious Fraud Office launches inquiry into G4S and Serco overcharging claims’, 

4 November 2013.
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 : 2  What are ‘better public services’? 

This section looks at what is meant by ‘better public services’ and how 
this can be measured and assessed objectively.

The three Es and value for money
Public service delivery can be thought of as a process with five main 
components:
 : resources (e.g. staff time, IT, transport, etc.) are used to provide
 : inputs (e.g. trained staff, software, waste collection vehicles, etc.) 

which undergo
 : processes (e.g. waste collection, recycling, energy extraction, etc.) 

which lead to 
 : outputs (e.g. collected waste, recycled materials, energy produced, 

etc.) which contribute to
 : outcomes (e.g. cleaner environment, healthier communities, lower 

carbon emissions, etc.)
A standard way of assessing and measuring what constitutes ‘better 
public services’ is the well-established value for money model used by 
the National Audit Office (NAO)14 to assess the optimal use of resources 
to achieve the intended outcomes. 
The model uses three criteria to assess the value for money of government 
spending, often termed the three Es:
 : Economy: minimising the cost of resources used or required (inputs) 

– spending less
 : Efficiency: the relationship between the output from goods or 

services and the resources to produce them – spending well
 : Effectiveness: the relationship between the intended and actual 

results of public spending (outcomes) – spending wisely.

14 See: www.nao.org.uk/successful-commissioning/general-principles/value-for-money/assess-
ing-value-for-money/.
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The relationships between the three Es and the five main components of 
the service delivery process are illustrated in the diagram below.

Figure 1: The relationship between the three Es and main components 
of service delivery

Commissioner / service provider

Objectives

Resources Inputs Outputs
Outcomes
(intended and 
unintended)

Economy
Minimising the cost 
of resources used 

while having regard 
to quality.

Efficiency
Relationship between 
outputs e.g. services 

and the resources used 
to produce them.

Effectiveness
Extent to which objectives are 
acheived and the relationship 
between intended and actual 

impacts on a service.

Cost effectiveness
The optimal use of resources to acheive the intended outsomes

Processes

Other 
influences

Source: NAO Successful Commissioning Toolkit

This analytical framework is useful because it relates resources and inputs 
to outputs and outcomes and allows comparisons between different 
services at each stage of the delivery process. So, for example, it may 
cost a provider in one area more than it does in another area to deliver 
a similar service. This framework allows one to assess whether this is 
because the more expensive provider is inefficient (i.e. not as effective 
in converting inputs to outputs) or that the difference is due to higher 
input costs because of local labour market conditions which are outside 
the control of the service provider.

Productivity as a measure of ‘better public services’
Drawing on the methodology developed by the Atkinson Review,15 Patrick 
Dunleavy and Leandro Carrera of the London School of Economics have 
suggested that there should be a focus on government sector productivity 
when assessing public services.16 Productivity is an efficiency measure 
and is simply defined as outputs divided by inputs. Until recently, 

15 A B Atkinson, ‘Atkinson Review: Final report: Measurement of Government Output and Productivi-
ty for the National Accounts’, Palgrave MacMillan, 2005.

16 P Dunleavy, ‘Leandro Carrera Growing the Productivity of Government Services’, Edward Elgar, 
2013.
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Dunleavy and Carrera point out, government outputs were usually seen 
as unmeasurable because, unlike in the private sector, there was no 
price for government outputs. However, following the Atkinson Review 
progress has been made on measuring and costing government outputs.
The focus on productivity has the merit of blowing away the fog which 
can often obscure attempts to measure how well a public service is 
doing. Acknowledging the difficulties of comparing productivity between 
organisations, particularly in central government, Dunleavy and Carrera 
measured productivity over time in a number of government agencies. 
For example, using ten year timescales they measured how productivity 
had risen in the customs regulation of trade, and showed how productivity 
had steadily risen until the final two years as illustrated below:

Figure 2: Total factor productivity in the Customs regulation of trade 
1997-2008
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07/0806/0705/0604/0503/0402/0301/0200/0199/0098/9997/98
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Volume of input ProductivityVolume of output

Volume 2001/02 = 100

Source: Dunleavy and Carrera (2013)

Over the decade there was an impressive three-fold increase in overall 
productivity, and this is attributed to specific initiatives, particularly an 
IT-enabled risk-based assessment system which saw HM Customs and 
Excise move away from staff-intensive passive checking to checks based 
on intelligence and informed judgement. 
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Of course, productivity is only one measure of value for money (efficien-
cy), and so does not by any means give the full account of whether a par-
ticular service is getting better or worse. Even if we are only seeking to 
measure efficiency there is the potential that short-term measures (such 
as large staff cuts or sudden demand growth) may flatter productivity at 
the expense of the quality of outputs. Atkinson had recommended quali-
ty weighting of outputs, but as Dunleavy and Carrera observe, this is very 
hard to do well or continuously.

In spite of these problems, what is refreshing about the Dunleavy and 
Carrera focus on productivity is that it provides a relatively simple quan-
titative measure which can form the basis for exploring in more detail the 
way in which a particular service provider is operating, and it avoids the 
tendency to over-complicate and obscure the assessment of how good 
a service is.

Measuring value for money, or its components, over time is helpful in 
judging how well a service provider is performing, but how should we 
use the lessons learned from past successes and failures to commission 
better public services? We examine this next.
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 : 3  Why do public services fail?

In this section we look at four cases studies which illustrate services 
failures:
 : TfL/Metronet – outsourced
 : State of Indiana/IBM – outsourced
 : Rural Payments Agency – in house
 : UK Borders Agency – in house

TfL/Metronet
Following London Underground’s poor record of delivering major projects 
and maintenance to time and budget, Transport for London (TfL) let a 30-
year Public Private Partnership contract for infrastructure modernisation 
to Metronet, a private sector consortium of five supply companies, in an 
attempt to improve performance and upgrade the line. 

Metronet began work in 2003. By 2007 they had entered administration 
resulting in a loss to the taxpayer of somewhere between £170-£410 
million. In addition, the Department for Transport (DfT) had to make 
grant payments of £1.7 billion to help TfL purchase Metronet’s debt 
obligations, a sum that would otherwise have been repaid over the 30 
year lifetime of the contract.17

The NAO found that “the main cause of Metronet’s failure was its poor 
corporate governance and leadership.”18 Many decisions had to be 
agreed unanimously by five shareholders, all of them Metronet’s sup-
pliers with different interests and motivations depending on their roles. 
Crucially, executive management in Metronet, which was weak and 
changed frequently, did not have access to basic information about costs 
and performance.

DfT, although it had given assurances to Metronet’s lenders, had few for-
mal levers to manage risks to the taxpayer arising from the contract be-
cause the relationship between DfT and the Mayor of London/TfL meant 

17 NAO, ‘The Failure of Metronet’, June 2009.
18 Ibid.
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that DfT was not a party to the contract and had to rely on the Mayor of 
London and TfL for information on performance.

There were some clear reasons why the service failed and why DfT was 
left with a large bill:

 : Insufficient attention was paid by the government client to the 
structure and governance of the Metronet consortium, including 
inherent conflicts of interest, lack of alignment of incentives in the 
contracts within the supply chain, and the disconnect between 
executive management and shareholders who had all the power. 

 : DfT, which ultimately bore the financial risks for the project, was not a 
party to the PPP contract and so relied on the due diligence performed 
by Metronet’s shareholders and lenders to ensure performance and 
delivery. This proved insufficient. 

 : TfL should have had access to the information it needed to manage 
the performance risks in the contract, but lacked this visibility until it 
was too late.

Major problems with the risk management, governance and 
management arrangements were missed. DfT and TfL took too ‘hands 
off’ an approach during the contracting phase to the way in which 
the Metronet consortium would deliver the services required, and in 
particular to the way in which risks would be transferred to the Metronet 
consortium. In practice performance risk was not transferred: when the 
consortium failed it was unable to stand behind the risks it had taken, 
leaving the government not only with cash losses, but the need to pay 
off Metronet’s lenders.

State of Indiana/IBM
Set the task of transforming Indiana’s welfare system, in 2006 IBM 
entered into a 10-year $1 billion contract with the State of Indiana. Less 
than three years later the contract was terminated because of IBM’s 
“numerous and repeated quality and timeliness failures.” This resulted 
in an expensive and protracted legal battle that continues to this day. 
On appeal IBM was found to have “consistently missed the mark” and 
breached its contract with Indiana.19 
Early successes were disrupted by a series of unforeseen events that put 
pressure on budgets and ultimately led to the state having to abandon 

19 The Indiana Lawyer, ‘Appeals court: IBM breached contract with state’, 13 February 2014, 
 www.theindianalawyer.com/appeals-court-ibm-materially-breached-contract-with-state/

PARAMS/article/33472.
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the deal. Following the initial rollout of the pilot scheme, Indiana began 
to feel the first effects of the global recession. Applications rose by 41% 
and unemployment reached over 10%. Congressional stimulus packages 
were implemented in an attempt to counter the continued economic 
downturn; however, this led to an increase in IBM’s workload. In 
addition, Indiana experienced a string of natural disasters that required 
a reallocation of resources, again stretching IBM. 

Several factors contributed to the service failure:

 : Large contracts mean large risks – When the service failed it had 
an impact on the entire Indiana welfare system. Court documents 
show that, while Indiana identified some risks, neither they nor IBM 
quantified them financially.20 If the service had been divided into 
smaller, more focused work packages the impact of any one of them 
failing would have been significantly less.

 : Over-complex, poorly understood, inconsistent delivery models 
will fail – The State of Indiana originally asked IBM to eliminate the 
need for assigned caseworkers, which led IBM to offer a task-based 
process to distribute different tasks to specialised workers. This was 
subsequently overturned, with a requirement to re-introduce case-
workers. Throughout the process the interface between IBM and 
the State officials deciding on eligibility for benefits was unclear, 
and problems with IBM’s systems compounded delays and errors in 
assessing eligibility for benefits.

 : Proper governance is vital – Indiana publicly praised IBM on 
many occasions until the contract was terminated. Governance 
arrangements did not appear to allow early identification of problems 
and the opportunity to tackle them jointly.

The Rural Payments Agency and the Single Payment Scheme
Implemented in 2005, the Single Payment Scheme (SPS) provided a sin-
gle EU subsidy payment to farmers calculated on land size. It replaced 
the previous system of 11 separate crop- and livestock-based production 
subsidies.

The Rural Payments Agency (RPA) adopted a payment model for England 
which was significantly more complicated than that used by other EU 
states (and by other UK countries). This compounded difficulties RPA en-
countered in processing applications and making payments accurately 
and on time. 
20 C Niccolls, ‘8 Lessons From Indiana’, About.com, 2012, outsourcing.about.com/od/con-

tracts/a/8-Lessons-From-Indiana.htm.
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In the 2005 cycle many farmers were paid the wrong amount, paid late 
or went without any payments at all. Only 15% of payments had been 
completed by the end of March 2006, with these disruptions causing 
large numbers of farmers to experience severe cash flow problems. By 
April 2006 the implementation of the Single Payment Scheme had cost 
£46.5 million more than the Rural Payments Agency had estimated.21 

The problems persisted for years. In 2009 the NAO found:

“Efficiency has not improved, the IT systems are 
expensive and cumbersome, and the information 
in those systems is still inaccurate. The addition-
al £304 million staff costs, the £280 million set 
aside for disallowance and penalties, and the £43 
million anticipated irrecoverable overpayments, 
shows scant regard by the Department and its 
Agency for the proper management of public 
funds, and the ongoing administration of the 
scheme does not represent value for money.”22

The following factors contributed to RPA’s poor performance:

 : A lack of clear metrics – Over-optimism resulted from a lack of clear 
metrics to measure progress against implementation. Consequently, 
it was impossible to discern the true state of progress and by the 
time the true nature of failures became apparent it was too late to 
implement an alternative payment system. 

 : Proper risk assessment was not undertaken - Neither DEFRA nor 
the RPA had fully appreciated the risks and complexities involved in 
implementing the English model of the single payment scheme. This 
was due, in part, to a lack of common understanding of the scheme 
requirements and likely customer behaviours across all key teams 
within the department and the agency.

 : Re-structuring proved an expensive distraction – The decision to 
implement the scheme during a period of wider business change and 
staff cuts was problematic. The agency lost too many experienced 
staff members and had to rehire temporary staff in large numbers.23 

21 Comptroller and Auditor General, ‘Executive Summary: The Delays in Administering the 
2005 Single Payment Scheme in England’, NAO, 2006, www.nao.org.uk/wp-content/up-
loads/2006/10/05061631es.pdf.

22 Comptroller and Auditor General, ‘A Second Progress Update on the Administration of the Sin-
gle Payment Scheme by the Rural Payments Agency’, NAO, 2009, www.nao.org.uk/wp-content/
uploads/2009/10/0809880.pdf.

23 Comptroller and Auditor General, ‘The Delays in Administering the 2005 Single Payment Scheme in 
England’, NAO, 2006, http://www.nao.org.uk/wp-content/uploads/2006/10/05061631.pdf.
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UK Borders Agency
In an effort to get a better grip on immigration administration the United 
Kingdom Borders Agency (UKBA) was set up on 1st April 2008 with an 
operating budget of £2 billion and over 20,000 staff. By 2013 Home 
Secretary Theresa May announced that the Agency was to be abolished, 
saying that its performance was “not good enough”. Citing a continued 
backlog of cases, a lack of clarity over migration figures and a “closed and 
secretive” culture, the decision was made to remove its agency status 
and bring it under the direct control of ministers once again.24 
The following factors contributed to UKBA’s sustained period of poor 
performance:
 : Tinkering with structures does not solve fundamental performance 

problems – When the UKBA was established there was concern over 
whether the creation of an Agency would make a difference to its 
historical record of poor performance. Then shadow Home Secretary 
David Davis suggested, “New uniforms do not make a new force”. 
Although well intentioned, without a radical change to management, 
culture and operating procedures there was little hope of UKBA being 
a success. 

 : Lack of good quality performance information – With its poor 
IT systems, volumes of meaningless, poor quality data and lack of 
management focus on performance improvement UKBA lacked the 
tools to do its job.

 : Lack of senior management accountability and career consequences 
for failure – It is clear that failure within the agency management was 
no barrier to future promotion. The Home Affairs Select Committee 
expressed its astonishment that the former chief executive of UKBA 
was promoted despite having led UKBA during a period of consistently 
poor performance: “The status quo, in which catastrophic leadership 
failure is no obstacle to promotion, is totally unacceptable. We 
recommend that in future any failures of this nature should have 
serious consequences for the individual’s career”.25

Summary: avoiding service failures
It is possible to draw some general lessons from these case studies about 
the factors which contribute to service failure:

24 See: www.bbc.co.uk/news/uk-politics-21941395.
25 The Telegraph, ‘MPs criticise ‘catastrophic leadership failure’ of former Border Agency chief over 

asylum backlog (she now runs HMRC), 25 March 2013, http://www.telegraph.co.uk/news/uknews/
law-and-order/9951027/MPs-criticise-catastrophic-leadership-failure-of-former-Border-Agency-
chief-over-asylum-backlog-she-now-runs-HMRC.html
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 : Poor metrics – in both the Metronet and RPA case studies a major 
cause of failure was that managers did not have access to good 
quality information about performance, and in any case outputs 
were not always clearly defined. Managers were thus unable to take 
steps to improve performance until it was too late.

 : Poor risk assessment/management – in all four case studies risk 
assessment was handled poorly. DfT took on very significant contract 
performance risks under the impression that these had been 
transferred to Metronet. When Metronet failed it turned out that the 
contractual arrangements were not robust enough to ensure that the 
consortium shareholders picked up the costs of failure, so DfT was 
left with the bill.

 : Black box blindness – commissioners in the case of Metronet and 
IBM did not understand in sufficient detail how they would benefit 
from the outsourced contract versus other options. If they had looked 
inside the contractor’s ‘black box’ they would never have let the 
contract in the form they did. UKBA management similarly avoided 
rolling up their sleeves and getting to grips with failing processes and 
procedures. Their lack of understanding of how badly the agency 
was performing, and the factors they needed to change to improve, 
contributed to the agency’s poor performance.

 : Contracts too large and complex – The scope and scale of IBM’s $1 
billion contract with Indiana was too large and complex to succeed, 
and the costs of managing risks – particularly since they only emerged 
slowly – were thus too high. Smaller, more specific contracts with less 
complexity would have been easier to manage, and the consequences 
of failure of any one of them much less severe.

These general lessons are not complex, and indeed similar lessons have 
been drawn repeatedly by others over at least the past 20 years.26 So why 
are the same mistakes repeated? 

Many of the failures stemmed from a fundamental characteristic of 
public services – they are often complex, very large scale and publicly 
scrutinised. Issuing a passport to 20 people is one thing, but consistent-
ly providing a good service when issuing millions of passports, dealing 
with peaks and troughs in demand whilst coping with media and political 
scrutiny is challenging for any provider, public or private.

26 See for instance: NAO, ‘Central government’s management of service contacts’, 17 December 2008; 
Audit Commission, ‘Learning the lessons from financial failure in the NHS’, July 2006,; J Barthelemy, 
‘The seven deadly sins of outsourcing’, Academy of Management Executive, 2003, Vol. 17, No. 2.
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There are no shortcuts or quick fixes to delivering better public services. 
It takes skill, expertise, good information and the management talent to 
solve problems quickly and effectively. The types of failure epitomised by 
the RPA’s implementation of the Single Payment System and the UKBA’s 
long period of poor performance needed more than a superficial fix. 

Deciding how best to improve a failing service, or simply to improve one 
that is performing adequately, requires a good understanding of all the 
factors we outline in this paper. But very often politicians and officials 
need to be seen to move quickly. If savings are needed, it can be easier to 
outsource services and claim a headline cost reduction relatively quickly, 
as Indiana did, rather than to work through the make-or-buy decision in 
the detail it takes to make the best decision in the circumstances.

At other times politicians and officials become frustrated with lack of 
progress in improving services, and may be inclined to enter into arrange-
ments, such as large scale outsourcing, to demonstrate that something 
is being done and that the private sector will somehow solve the prob-
lem. This may work if the provider’s approach is well understood and it 
is compared with other available options. But it is frequently tempting to 
hope that private sector ‘magic dust’ will somehow come to the rescue, 
and then disappointment will surely follow. Of course, it may take some 
years for the problems in the new arrangement to surface, by which time 
the relevant minister and officials will doubtless have moved on.
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 : 4  Why do public services succeed?

In this section we look at summaries of four case studies which illustrate 
successful public services, delivered by the public and private sector:
 : Highways Agency/Detica – outsourced
 : Department for Education/Capita – outsourced
 : Directly Operated Railways – in house
 : Southwark Street Cleaning – in house

Highways Agency/Detica
The Highways Agency approached Detica to provide specialist threat as-
sessment services. Initially contracted to assess the vulnerability of the 
agency network, Detica’s success led to an extension to cover additional 
work. When it was subsequently decided at short notice that addition-
al reviews were required in connection with the 2012 Olympic Games, 
Detica were the clear choice of contractor from an existing framework 
contract based on their track record. 

Such was the success of the partnership that relevant stakeholders com-
mended both the Highways Agency and Detica for their intelligence-led 
and proportionate approaches.27 As a result, Detica met or exceeded all 
the targets set by the Highways Agency. Beyond the Olympics, Deti-
ca’s work produced a valuable legacy, with many of their innovations 
enduring as part of the Highways Agency’s continuing Critical National 
Infrastructure (CNI) security programme.28

Successful delivery was the result of several factors, including:

 : Outsourcing gave access to capabilities not available in-house – The 
Highways Agency knew that they did not possess the relevant skills 
in-house and therefore contracted out these services to specialist 
providers. This was done using a standard framework contract 
structure that included a skills transfer requirement designed to build 
up in-house capability. 

27 BAE Systems, ‘Highways security during major events’, 2013, www.baesystemsdetica.com/up-
loads/resources/HA_Olympic_Security_Case_Study_final.pdf

28 Ibid
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 : Competition and the threat of succession improve quality – The 
use of appropriate performance indicators, as well as information 
about past performance, allowed the agency to assess the quality of 
the contractor’s performance. With other qualified providers on the 
framework contract, suppliers knew that they must meet or exceed 
performance expectations if they were to secure further work. 

 : Good performance management – The Agency set out specific 
measurable milestones for Detica with performance measured 
on a regular basis. This information was used not only to manage 
this contract, but fed into the wider Department for Transport’s 
information on supplier performance.

Department for Education/Capita
The Teachers’ Pensions Agency was established in 1992 as an executive 
agency of the Department for Education (DfE). By 1996 the agency em-
ployed 430 staff based in Darlington, providing a service to more than 1.2 
million members.

In April 1996 the government announced that it would let a seven year 
contract for the administration of the Teachers’ Superannuation Scheme 
to Capita Managed Services Ltd., saving the taxpayer about £20 million 
over the life of the contract.29 Announcing the award of the contract the 
minister stated that “we have consistently said that we will let a contract 
to the private sector only if it can be proved that it will give better value 
for money than keeping the administration of the Teachers’ Superannu-
ation Scheme in the public sector”.30

The targeted savings were achieved, and Capita won a second contract 
after a competitive tender in 2003 to run the service for a further seven 
years.31 In 2011 Capita was awarded a third consecutive contract, after 
competitive tender, demonstrating DfE’s satisfaction with their perfor-
mance over the previous two contracts.

As well as cost savings (headcount was reduced from 430 to 200)32 of 
40%, service quality improved significantly. It had taken up to two weeks 
before the outsourcing contracts to answer members’ queries, whereas 

29 Local Government Chronicle, ‘Capita Managed Services to Administer Teachers’ Pensions’,  
2 April 1996, www.lgcplus.com/capita-managed-services-to-administer-teachers-pensions/ 
1546667.article

30 Ibid.
31 Capita Annual Report 2007 case study, available from www.capitareport2007.co.uk/case-studies/

pages/teachers-pension-scheme.aspx 
32 Daily Telegraph, ‘Outsourcing will allow the state to deliver more for less – at long last’, 23 July 

2010, www.telegraph.co.uk/finance/comment/damianreece/7905669/Outsourcing-will-allow-
the-state-to-deliver-more-for-less-at-long-last.html
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today’s response time is measured in minutes.33 Capita set up a single 
contact centre for all customer queries and added email and online com-
munication channels. 98% of the staff transferred to Capita at the time 
of outsourcing, who were no longer needed to administer the scheme, 
were redeployed to other Capita pensions contracts.34

The cost of administering the Scheme compares very well with oth-
er pensions schemes. According to the DfE: “The per member costs of 
administering [the scheme] are the lowest amongst the public service 
pension schemes, and compare favourably to the per member costs of 
private sector pension schemes.”35

Several factors appear to have contributed to the success of this out-
sourcing arrangement:

 : Manageable contract size/scope – the administration services 
outsourced to Capita were standard to the pensions industry; 
performance metrics were clearly specified. The initial size of the 
contract was about £17 million a year (which reduced to £9 million by 
2007)36 which puts it in the small to medium category of outsourcing 
deals.

 : Competition including a public sector comparator – A competitive 
market for the provision of pension processing services already 
existed, with a variety of competent providers available. The initial 
outsourcing decision was taken after considering an in-house 
comparator as well as the private sector bids, and on each further 
contract let there was a full competition to ensure that there were 
not better options available in the market. 

 : Growth of the business – Capita took the opportunity to process 
work for other clients on the DfE site, thus growing an operation that 
had been static as part of government.

 : Past performance – This was taken into account in awarding 
subsequent contracts. Capita’s success in meeting the cost savings 
targets agreed when the original contract was signed was taken into 
account in re-awarding the contract.37

33 Ibid.
34 Capita Annual Report 2007. 
35 Teachers’ Pension Scheme (TPS), ‘Further regulations to complete reform’, Department for Educa-

tion, 28 April 2014, Section 2.2.
36 Capita Annual Report 2007.
37 Department for Education, ‘Capita appointed to administer Teachers’ Pension Scheme’ 16 February 

2011.
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Directly Operated Railways Ltd - East Coast Main Line
Following the collapse of National Express East Coast in 2009, the 
Department for Transport (DfT) stepped in acting as ‘operator of last 
resort’ by setting up the wholly owned Directly Operated Railways 
Ltd (DOR). Only intended to remain in public ownership until a new 
franchisee for the East Coast mainline was found, DOR was rated as ‘Best 
in Class’ against many quality measures, and was judged most efficient 
rail franchise by the Office of Rail Regulation.38 
DOR also made significant franchise payments to the DfT - £203m in 
2012-13, which contrasts with the payments made by other long distance 
high speed franchisees. Virgin returned £104 million in the same period39 
while the East Midlands franchisee received a subsidy of £11 million.40

With DOR’s record of delivering a quality service, where the two previous 
private operators failed, one must question the decision to omit an in-
house bid for the re-franchising of the line which took place in late 2014. 
We can draw the following conclusions from DOR’s excellent performance, 
and the collapse of the National Express franchise:
 : In-house provision can be successful in financial and quality terms – 

Office for Rail Regulation statistics, and passenger surveys, rated DOR 
highly, and it had more ‘Best in Class’ ratings than any other franchise 
operator. 

 : Government cannot transfer all operating risk – The Railway Act of 
1993 stipulates that DfT will act as ‘operator of last resort’ if a private 
sector operator fails. The reality of the extent of risk transfer in the 
railway franchise system, and indeed with all essential utilities, must 
therefore be taken into account when formulating contracts and 
weighing up competing bids from public and private bodies. 

London Borough of Southwark Street Cleaning
Following the failure of the outsourced contract for street cleaning, 
and with resident satisfaction running at just 30%, Southwark decided 
to bring the service in-house in 2003. Southwark pointed to a culture 
of over-zealous cost cutting rather than quality that prevailed under the 
outsourced service. With poor customer satisfaction and a view that the 
current employment practices were non-motivational and unfair, it was 
decided that the best solution was in-house provision.41

38 NRPS TOC, ‘Best In Class Report’, 2013. 
39 It should be noted that Virgin’s trains are less than 10 years old, whereas the DOR trains are over 

30 years old. Virgin accordingly paid a much higher amount for its rolling stock lease than DOR.
40 Office of Rail Regulation, ‘GB rail industry financial information 2012-13’, April 2014.
41 APSE, ‘Insourcing: A guide to bringing local authority services back in-house’, January 2009. 
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The move to in-house provision was successful: resident satisfaction 
improved to 70% and efficiency savings of about 25% of service costs 
were made.42

This case study illustrates that:
 : There is no ‘right answer’ – Local authorities have seen the merits of 

moving between the in-house and outsourced provision as a way of 
fostering competition and genuine succession for poorly performing 
providers – in-house or external. 

 : Competition with credible succession can lead to service 
improvements and cost reductions in public service provision. The 
ability to compare provision on a like-for-like basis, in addition to 
the relative ease with which operations can be re-awarded, keep 
providers on their toes. 

Conclusions on what makes for success

We draw the following conclusions:

 : Good management based on good information is essential – Each 
of the services was well managed – either via contract or by in-house 
management teams – using appropriate information and indicators to 
assess productivity, quality, and customer feedback. Commissioners 
were able to use this information to manage the contractor or in-
house service provider. DOR’s success in operating the East Coast 
Main Line was clearly demonstrated by objective performance 
information relative to other (private sector) operators.

 : The threat of succession motivates good performance – For all 
providers competition and the threat of succession were genuine: 
there were other qualified suppliers who could be given the work if 
performance levels dropped.

 : Keep contract size/scope manageable – Both outsourced contracts 
were relatively small, and focused on specific skills/capability 
requirements the public sector client needed and which were already 
present in the market.

42 Ibid.
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 : 5  Public service – make or buy?

The decision about whether to provide a particular service in-house 
or to outsource it is often called the ‘make-or-buy’ decision. In this 
section we look at make-or-buy criteria, and then focus on the need 
for commissioners to have a good understanding of how their chosen 
delivery route is likely to achieve value for money. 

Make or buy?
The make-or-buy decision is part of a broader process of deciding 
how the government wants to spend its money, its priorities and how 
these are to be addressed. The term generally used for this process is 
“commissioning”, which pools assessments of need, policy objectives 
and budget to determine which services are to be provided, to what 
quality and for what cost. The make-or-buy decision is then taken at 
the point the service is to be delivered, based on an assessment of the 
respective in-house and external capabilities.
In the private sector the make-or-buy decision usually starts from an 
assessment of where the firm’s core competences lie. These are the 
characteristics of the firm which determine how it aims uniquely to 
succeed in the market, and typically include product, manufacturing 
process, business process, marketing or design competences. The private 
firm will aim to retain core competences in house, and consider whether 
to make or buy non-core areas.
During our interview programme, there was some debate about what 
constituted the core competences of public sector organisations, with 
one view expressed that any function of the state can, in principle, be 
outsourced. We would not go that far, since it is clear to us that the 
commissioning function, and parts of policy development, are not 
susceptible to outsourcing because there has to be a credible client 
function with any outsourced arrangement. 
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Understanding how value is delivered
The key to successful make-or-buy decisions is to understand where 
the value comes from. Exactly how will the proposed delivery route, in-
house or outsourced, deliver the best value for money? What is the ev-
idence for this view? What does past experience (across the public and 
private sectors) tell us? This type of approach helps to avoid poor choices 
made wearing ideological blinkers which dictate that an in-house or out-
sourced solution is always the best choice. 

Commissioners gathering evidence on which to base make-or-buy deci-
sions need to consider (and wherever possible measure) where the value 
is going to be added:

 : Track record – What is the track record of the current (in-house or 
outsourced) service deliverer? This should include service quality 
(including user feedback), performance against benchmarks, 
evidence of benefits derived from continuous improvement, degree 
of innovation in service provision, and so on. The track record of 
prospective providers should be examined in the same way.

 : Know how – How do the necessary skills and experience compare 
between prospective providers of the service? What would be 
needed to enhance in-house teams to match what is available in the 
market, and would this be worthwhile? 

 : Technology – Does it make economic sense to own the technology 
or other capital assets needed to deliver the service, or would it be 
better to use an outsourced provider that can spread the costs of 
capital assets over several contracts/customers? How important is it 
that the government can borrow to finance capital assets at a lower 
rate than the private sector?

 : Culture/attitude – To what extent are the prospective service delivery 
organisations’ cultures conducive to delivering an effective service?

 : Business processes – How will service providers approach service 
delivery and which is likely to offer a service most likely to fit current 
needs, and respond to developing requirements?

Structural differences between public and private sector delivery
Commissioners should take make-or-buy decisions on the basis of the 
evidence in each particular service. That said, they should also weigh 
up some more general structural differences between in-house public 
sector providers and prospective external service providers and evaluate 
how these factors apply in each particular case.
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The in-house public sector provider may have certain structural 
advantages and characteristics. The government’s cost of capital is lower 
than that of the private sector, particularly when risk premia are factored 
in. There may also be more subtle advantages enjoyed by in-house 
delivery teams. These include: 
 : experience of making trade-offs between different objectives 

which are difficult to quantify in monetary terms, taking account 
of unpredictable and changeable public opinion and adapting to 
changing political priorities 

 : the ability to operate flexibly as requirements change without having 
to make costly contract amendments

 : having staff who are motivated by a public service ethos as well as 
professional pride.

Outsourced providers may also have advantages. In a previous paper 
we compared and contrasted the performance of government research 
laboratories which were either fully government operated, government 
owned/contractor operated (GOCO) or fully privatised.43 We found 
that those organisations which had been contractorised or privatised 
identified a common set of constraints which, to a greater or lesser 
extent, had hampered their performance when they were publicly 
owned and operated bodies. Removing some or all of these constraints 
was seen by these organisations as key to improving their performance. 

The constraints we identified were:

 : Speed/clarity of decision making – Public sector decision making can 
take much longer than in the private sector. This is because of the 
need to satisfy multiple stakeholder groups, complex procedures and 
a risk averse culture which can spawn ‘paralysis by analysis’. 

 : Freedom from operating constraints – Government bodies frequently 
impose restrictions on certain activities and areas of spend (e.g. 
marketing, advertising, travel etc.) which restrict freedom to operate.

 : Culture of continuous improvement – The best outsourcing 
companies demonstrate a high level of customer focus, ability 
to balance risks without undue risk aversion and commitment to 
continuous improvement. This may contrast with public sector 
providers who lack customer focus and exhibit undue risk aversion 
and secrecy.

43 Q Maxwell-Jackson, ‘Getting better value from Public Sector Research Establishments’, CentreFo-
rum , 2011.
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 : Low overheads – fewer layers of unnecessary administration and 
access to economies of scale in support services can lower private 
sector outsource providers’ overheads. 

 : Access to capital – it can be difficult for public sector organisations to 
gain access quickly to the capital funding they need for operational 
innovation given Treasury rules and cumbersome decision-making 
processes.

 : Access to industry best practices – the best private sector contractors 
have often unique access to industry best practices and expertise, 
honed in a competitive environment. This can make or break projects 
such as delivering an operational capital asset on time and to budget. 

Weighing up all these factors, commissioners should record as much 
evidence as is realistic in the timescale to justify their judgement. This is 
essential to ensure that there is clarity about how the chosen route will 
provide the greatest value.
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 : 6  Motivating service deliverers

Once the make-or-buy decision is made the challenge is to keep the 
provider energised and motivated. In this section we look at how that 
can be achieved.

Benefits of competition
Regular competition for the service motivates providers to provide high 
quality services, and is an incentive to innovate to bring down costs and 
improve productivity and quality.44

Injecting competition and the threat of succession in order to improve 
service productivity and quality was one of the motives for Compulsory 
Competitive Tendering and market testing under the Thatcher 
government. It provided a shock to many complacent or lazy in-house 
service providers. Even where the in-house bid won, the competition 
process often drove out inefficient practices and fostered innovation. 
For competition to motivate providers there must be genuine succession 
options. In the case of external suppliers, this means that it should be 
credible that the contract is awarded to another supplier, or if necessary 
is taken back in-house.45 The latter is particularly important when there 
are very few players in the outside market capable of delivering the 
service. 

Large complex projects constrain competition
Many of the contracts currently being let by central government are 
for very large, very complex services such as the Ministry of Justice’s 
(MOJ) Transforming Rehabilitation or the Ministry of Defence’s (MOD) 
DE&S Plus. The very large scale and degree of service complexity of such 
contracts makes it very difficult to be confident of credible provider 
succession, and indeed, as witnessed by the abortive MOD DE&S 

44 See for instance Z Cooper, ‘Competition in the public sector: good for the goose, good for the gan-
der’, CentrePiece, Centre for Economic Performance, London School of Economics, 2011.

45 Ensuring effective succession in practice, of course, requires careful planning by commissioners, 
covering such issues as the terms under which valuable/specialist assets should be transferred or 
retained in public ownership.
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GOCO project, even to get more than one bid through to the end of the 
competition. 
Big contracts of £100 million plus Total Contract Value can only be 
delivered by a handful of companies able to operate in the UK. The 
result is that the four large contractors dominate the UK public sector 
outsourcing market – Atos, Capita, G4S and Serco. In 2012-13 their 
revenue was £4.3 billion from public sector outsourcing, with about £2.7 
billion from central government.46 If the government continues to go to 
the market with very large, very complex outsourcing programmes it has 
no choice but to deal with the only players with the size and capability to 
be at all credible as suppliers, in spite of any past misdemeanours. 
The trend in private sector outsourcing in the UK is in the opposite 
direction to that in the public sector where contract value is reducing, 
with a focus on relatively straightforward services which can be delivered 
by many suppliers.47 

Good management
Good management is another important feature of successful 
service delivery, whether that is management of an in-house team or 
management of a contract for an outsourced service. 
We saw above that successful in-house or outsourced delivery teams 
had been well managed, using appropriate information/benchmarks to 
assess productivity, quality, customer feedback and so on. As important as 
measuring performance, good management means acting on the signals 
the information provides. The successive failures of the UK Border Agency 
were attributable both to a lack of sufficient performance information, 
and a management unable or unwilling to get to grips with addressing 
the fundamental issues behind the agency’s poor performance.48

Culture
Organisational culture has a major impact on organisational 
performance.49 Successful in-house providers tap public service ethos 
and professional pride to improve services and meet customer needs. 

46 National Audit Office, ‘Government contracting – The role of major contractors in the delivery of 
public services’, 12 November 2013, p.5.

47 Information Services Group, ‘UK Public Sector Outsourcing Market Outstrips Commercial Sector’, 7 
July 2014.

48 See UKBA case study above.
49 The impact on performance of a “closed, secretive and defensive culture” in UKBA was given by 

the Home Secretary as one of the main reasons for abolishing the agency and absorbing it into 
the Home Office – The Daily Telegraph, ‘Theresa May splits UK Border Agency ‘to end secretive 
culture’’, 26 March 2013. http://www.telegraph.co.uk/news/uknews/immigration/9955458/The-
resa-May-splits-UK-Border-Agency-to-end-secretive-culture.html.
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Successful private sector suppliers can be similarly motivated by 
professional pride, and indeed a high service quality ethos, as well as the 
need to maintain and develop service quality and productivity so that 
the contract is renewed. 
Whether in the private or public sector, staff need to trust that the 
productivity improvements and innovations they suggest will be used 
fairly to enhance longer term productivity rather than being used to 
secure shorter term gains at the expense of staff. There also needs to be 
appropriate recognition of staff contributions, both formal (in the form 
of awards) and perhaps more importantly informally (recognition from 
managers). 
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 : 7  Conclusions and recommendations

Focus on the basics
Public sector commissioners need to focus on the basics to secure high 
quality public services: 
 : Simplicity – Public services are often very large in scale compared 

with typical private sector operations, but this does not mean they 
should be designed to be unnecessarily complex. A key reason for the 
Rural Payments Agency’s sustained failure was that the government 
chose to implement an unnecessarily complicated payments system. 

 : Service clarity and good metrics – If the service is not clearly defined, 
and there is insufficiently timely information about performance, it 
will fail. Metronet’s management did not have access to good quality 
information about progress in upgrading London Underground’s 
infrastructure and was thus unable to address serious performance 
failures until it was too late.

 : Good understanding of how value will be/is being delivered – 
Commissioners must be capable of a critical understanding of how 
alternative service providers propose to deliver the best value – this 
must never be left to trust, or thought of as a ‘black box’, whether 
the service is in-house or outsourced. A good contract manager 
does not try to second guess the way a provider manages delivery, 
but must keep a close eye on performance, relying both on pre-
agreed performance information supplied by the contractor and on 
other techniques, such as site visits. Thus the Highways Agency had 
a detailed knowledge of the risk-based methodology which Detica 
would employ to make threat assessments of its network.

 : Skilled, experienced and motivated staff – Sustaining staff capability 
requires good management, either by in-house management or via 
skilled contract managers where services are outsourced. Capita 
demonstrated to DfE over a long period that it could motivate staff to 
perform better, and it kept staff motivated even while headcount was 
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more than halved by reassigning redundant staff to other contracts. 
 : Minimise outside meddling – Well-meaning but poorly conceived 

interference from above or outside can have a seriously negative 
impact on performance. This often takes the form of constant 
restructuring and tinkering with delivery systems. It was a major 
impediment to the Rural Payments Agency’s performance that it had 
to implement the new Single Payment System at a time of significant 
downsizing, which led to the loss of skilled staff and the need to 
spend significantly on hiring in temporary staff. 

This list is not exhaustive: other factors include appropriate governance 
structures, a realistic assessment of risk allocation,50 a good understanding 
of the market, and so on. 

Progress on Open Public Services
We support the principle of opening up public sector monopolies and 
challenging outdated ways of doing things, but this should not simply in-
volve replacing a public sector monopoly with a private sector one. There 
needs to be a diversity of supply driven by selecting the best provider for 
the job, not ideological prejudice. 

The latest update on progress on the Open Public Services policy points 
to progress in “opening up public services to a range of providers through 
top class commissioning, social investment innovations and challenging 
the public sector to innovate in their business models.”51 There are now 
85 public sector mutuals delivering over £1 billion of public services and 
employing 28,000 staff, 14 Social Impact Bonds and 363 voluntary organ-
isations operating in the Work Programme.52 

There has clearly been progress, particularly outside central government. 
However, the £1 billion worth of public services now being delivered by 
public sector mutuals needs to be seen in the context of the £51 billion 
(Total contract value) of services outsourced in the UK public sector over 
the latest two-year period.53 Of this, some £21.5 billion was outsourced 
in central government alone, and more is in the pipeline.

In central government mega contracts have been let or are planned for 

50 We have seen how it is possible for commissioners to get this wrong, as TfL/Department for Trans-
port did with Metronet where operating risk was not in practice transferred.

51 ‘Open Public Services 2014’, Cabinet Office, 2014
52 Ibid.
53 Information Services Group, ‘UK Public Sector Outsourcing Market Outstrips Commercial Sector’,  

7 July 2014.
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very complex, often unique, services.54 This trend is a cause for concern. 
Large, complex outsourcing projects are very difficult to manage well and 
we doubt the government yet has – or perhaps ever will have – suffi-
ciently skilled commercial managers. The Cabinet Office is working to 
upskill and recruit genuine commercial managers, but this will take time.

Large complex projects present some very difficult challenges:

 : They can only be delivered by large, well-financed providers of which 
there are very few.

 : The development of an oligopoly of large suppliers militates against 
genuine competition and succession. It also introduces moral hazard, 
because poor performance will not necessarily result in exclusion 
from the market because of the need to have some semblance of 
competition.

 : In several cases (e.g. the DWP Work Programme and MOJ 
Transforming Rehabilitation) a ‘payment by results’ mechanism has 
been introduced. This initially sounds like an attractive mechanism 
– the government does not pay until measurable outcomes (people 
off benefit and into jobs, lower recidivism) are achieved – but in 
practice it further reduces the number of players in the market, since 
providers must be large enough to fund a significant proportion of 
the contract value at risk for some years on their balance sheets.

We would also emphasise the importance of having a public sector bid-
der or comparator in all cases to guard against any tendency for com-
missioners and their political masters to take too much of what private 
sector bidders are telling them on trust. 

A case in point is the East Coast Main Line. We have seen that the public 
sector operator of that line consistently topped the performance bench-
marks in comparison with private sector franchises, and was named as 
the most efficiently run rail franchise in 2014 by the Office of Rail Regu-
lation.55 Yet there was no public sector bid when the franchise was re-let 
at the end of 2014. How could this have made sense when all the evi-
dence – set out in black and white by the independent regulator – made 
it clear that the publicly operated franchise was giving excellent value for 
money? This does not chime with the principles set out in Open Public 
Services.

54 The Department for Work and Pensions Work Programme, the Ministry of Justice outsourcing of 
probation services (Transforming Rehabilitation) and the Ministry of Defence’s plans to outsource 
parts of Defence Equipment & Support (DE&S plus) are just a few examples. 

55 Financial Times, Figure is for 2012-13 – ‘Rivals clash over East Coast line’, 10 July 2014. 
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While the policies espoused in the Open Public Services White Paper 
would indeed help to improve public services, what we are seeing in 
practice, in central government in particular, is an acceleration of out-
sourcing to a few large private sector providers.

The message about Open Public Services is not getting through from the 
centre to the rest of Whitehall. If it were, there would have been a public 
sector bid for the East Coast Main Line re-tender at the end of 2014.

Recommendations

1 – Require commissioners to conduct regular Fundamental Evidence-
based Reviews56

 : Commissioners should review the value for money and effectiveness 
of all public services periodically – at least every five years. This 
should be a demonstrably evidence-based review of effectiveness 
asking the following questions:

 : Is the service still needed on the basis of public policy and 
citizen needs/wants?

 : What are the lessons from past performance?
 : Are there better ways of delivering the service, given 

technological changes and lessons learned from 
elsewhere?

 : What is the scope for comparing in-house provision with 
external options through competition?

2 – Publish all Fundamental Evidence-based Reviews 
 : All reviews should be published and demonstrate a thorough, 

evidence-based approach. 
 : Where the service is not opened up to competition the rationale 

should be clearly stated.
 : Reviews should be signed off by ministers for central government, 

and by elected representatives for the wider public sector.

3 – Break down large, complex services into smaller, manageable work 
packages
 : Many projects are too large, bespoke and complex which limits 

competition.

56 We propose that these reviews are undertaken by commissioners, analysing their own services. 
This activity is distinct from the external reviews undertaken by bodies such as the NAO on behalf 
of Parliament.
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 : Large complex services which fail have large impacts. Smaller 
packages of focused work are easier to manage if they fail.

4 – Commissioners should demonstrate that they have understood what 
in-house provision will involve and cost
 : The principle of “diverse and innovative providers competing to raise 

standards”57 enshrined in the Open Public Services White Paper is 
not being applied consistently. Particularly in central government, in-
house options have been ruled out without sufficient analysis and 
evidence, or, even worse, against available evidence as in the case of 
some rail franchises. 

57 OPS p39


