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1. As part of a review into efficiency in the public sector, this brief guide discusses the paper Getting More for Less: Efficiency in the Public Sector
, which was written by Jamie Bartlett and published by the London-based think-tank Demos in July 2009. 
Introduction
2. Government always seeks to make its public services more efficient, as does any organisation that seeks to keep its books in the black, private or public (or third sector). However, the current strains on the public purse make efficiency a particularly pressing concern for the British state. The costs of combating the recession and reinforcing the banking system have left the United Kingdom with significant debts.
3. The 2009 Budget, presented to the House of Commons on April 22nd of this year, forecast a deficit of £175 billion. The borrowing to finance this deficit is the single largest component of Government expenditure, and exceeds the amount of money brought in by income tax (£141 billion). 
4. Obviously, this level of borrowing cannot be sustained forever - £175 billion is more than 10 percent of the value of the UK’s GDP. The Government has set a new target of £35 billion in value-for-money savings for the 2007 Comprehensive Spending Review (CSR) period, which ends in 2010-11. At the same time, the Treasury’s Operational Efficiency Programme (OEP) released a report that ‘identified a total of £15 billion annual savings from back office operations and IT, collaborative procurement, asset management and sales, property and local incentives and empowerment’. It stated £6 billion of this could be delivered during the current CSR period. ‘According to the Institute for Fiscal Studies, total departmental spending will need to remain frozen (and for many departments fall) for the period 2011–2014’ (More With Less, p. 7)
5. More recently, this has led to cuts in budgets at the front-line. The Higher Education Funding Council for England (Hefce) recently cut the teaching grant for HE by 1.36 percent to meet its efficiency targets, for example.

Efficiency v. effectiveness

6. The report makes a distinction between efficiency, which he defines as ‘doing things right’, and effectiveness, which he defines as ‘doing the right things’, but notes that governments must do both. ‘For the next decade the most urgent public policy question will be: how can public services achieve more for less — providing services that meet people’s needs, while costing less?’ (More With Less, p. 7). 
7. Efficiency is measured in different ways. Local authorities, and the Audit Commission which oversees them, use ‘value for money’ as a measure of efficient spending, and the concept is also employed by the central government in some cases. Value for money ‘takes into account the mix of quality, cost, resource use, fitness for purpose, timeliness and convenience to judge whether or not, when taken together, a good or service constitutes value’ (p. 11). However, some criticise the value for money model as being too focused on short-term savings, and argue that local government doesn’t use the model properly, instead focusing mainly on price as a comparison (p. 11).
8. There was also the Gershon Review into public sector efficiency, which ran from 2005 to 2007. It defined efficiency not just in terms of the amount of cash saved, but also in terms of productivity. In other words, a Gershon saving gets not only ‘more-for-less’ but ‘more-for-the-same’ or ‘a lot more-for-a-little-more’ (p. 12). The review found £20 billion in savings, but mainly through eliminating jobs. Mr. Bartlett argues that Gershon may have had negative effects on public service performance, noting that researchers at the National Audit Office (NAO) and Cranfield University have found that these efficiency measures, to quote the NAO, ‘prioritise measures of efficiency over measures of quality’ (p. 12). 
9. The Gershon II round of savings projects a further £30 billion in savings through 2011, which was raised to £35 billion in the 2009 Budget. ‘Social and environmental efficiencies are not allowed, which means that the saving has to be made through actual cash reductions in the spend, or productivity increases for the same money, rather than through improved effectiveness’ (p. 12-13). The original target called for £4.9 billion in savings from local government. Currently, both the centre and local government are looking to save money by pruning ‘low-hanging fruit’, such as reducing procurement or IT costs (p. 13). 
10. The paper warns that the Government’s first approach to obtaining efficiency will simply be to reduce budgets and ask the public services to get by with reduced funding. Although this may be unavoidable to some extent, Demos argues that it is a mistake: ‘These strategies might secure initial savings, but will make things more expensive in the long term. No matter how ‘efficient’ you make a public service in monetary terms, if it does not solve the problem it is intended to, or does not achieve the desired outcomes, it is a poor use of public money’ (p. 7). The paper argues that a service rendered incompetent by cuts will end up making serious errors in the performance of its duties, forcing the Government to pay for these errors to be fixed, and probably offsetting any savings made by the original efficiency cuts. 
11. Also, poor public services in one area will increase demands for other services – Mr. Bartlett notes that a local authority can save money by cutting residential services for older people, but this will force the NHS to admit, and pay for, their care in hospital or a nursing home, which is more expensive (p. 7).
12. Luckily, ‘there is an alternative’. The way to make savings in the public sector is to make sure it is effective’. (p. 7). But what does this mean?
Effectiveness
13. The report describes ‘three main types of reform’ that will create a more effective public sector.
Personalisation

14. In the public sector, a personalised service is one where the public service acts and spends in accordance with the consumer/citizen’s wishes. The report gives the common example of the social care budget – an individual’s welfare entitlement is calculated as a personal budget, which he or she can spend according to their own plan. (In education, the Skills Accounts might be the closest parallel). ‘Personalised services …  deliver personalised, lasting solutions to people’s needs at lower cost than traditional, inflexible and top-down approaches, by mobilising the intelligence of service users to devise better solutions’ (p. 14). This reduces waste, because the individual can purchase exactly what he or she needs, and nothing more, which ‘saves money because in social care — and indeed other services — there is often no consistent relationship between a person’s needs and the public resources spent on them’ (p. 14-15).
15. Personalisation also encourages innovation and quality improvement, by requiring public servants to communicate with those they serve and ‘helping to harness the capacity of service users, their families and friends to help themselves’ (p. 15). 
16. Personalisation can also encourage competition, and thus lowers costs in service provision, because the client can spend money wherever he or she wishes. Mr. Bartlett gives the example of a voucher system for therapy services in Denver, which ‘led to a decrease in the hourly costs of therapy services from $41.61 to $27.44 (an efficiency of 34 per cent)’. Demos estimates that personalised budgets could cut 5-10 percent off expenditure in social care, saving between £1 and £2 billion (p. 16).
17. For personalization to work, two preconditions must be met. 
· The first is that ‘Individuals need to have genuine choice and control over the types of services they receive, and assistance to be able to make informed choices to that end’. 
· Secondly,  ‘there needs to be a varied and vibrant supply side, which means a diverse market, made up of large, small, private and social enterprises and other third sector providers competing fairly with each other’ (p. 17)
. Indeed, Getting More for Less points out that some local councils are already experimenting ‘with various forms of commissioning to stimulate and grow small providers to respond to changes in demand as people take greater control of their services, including pump prime funding of social enterprises and user led organisations, although there is still a lot to be done’.
Prevention
18. ‘If you deal with, or minimise, a problem at its root, it tends to be cheaper than responding to the problem at crisis point, at which stage it is generally more expensive’.  This is the theory behind the second of the paper’s major reforms. 
19. The report divides preventive activities into two types.  The first ‘are long-term or ‘down-stream’, like healthy eating campaigns or early intervention in childhood. These generate very long-term savings because they are designed to lessen the general burden on the state throughout an individual’s lifetime’. The second are designed to produce more immediate benefits, ‘which are targeted at particular groups with a clear and immediate benefit, for example, preventing people from becoming homeless, or investing in services that reduce the number of older people who fall and require hospital treatment’ (p. 18). 
20. Getting More for Less marshals several case studies to prove that prevention saves money. It notes an American example, from a programme in Denver, Colorado, that found that providing housing and support services for a homeless person was two-thirds less expensive than simply providing support services while the person continued to sleep rough. If each of the 100 largest tenant associations prevented 10 evictions a year, they could save £10 million. ‘Other studies show that greater investment in third sector organisations with a proven record at preventing exclusion from school through home support could lead to annual savings of up to £90 million, spread across health and police authorities’ (p. 18-19). 
21. However, it is difficult to prove a cause-and-effect relationship between prevention and savings: evidence takes time and money to gather, and any change in budgets or outcomes could be attributed to a number of factors, and may be spread across multiple agencies. Also, ‘in many cases there will be a spending ‘spike’, where heavy intervention costs more initially’, though these costs will be offset later (p. 19).
22. For prevention to work, ‘efficiencies in preventive services must be calculated by using what is known as ‘counter-factual’ data. In other words, working out what you would have to spend if you do not invest in prevention’ (p. 20-21). Also, ‘because the savings coming from preventive services tend to be spread across a range of public bodies, cross-sectoral savings need to be taken into account in calculations’ (p. 21).
Collaboration
23. The report describes collaboration, or ‘partnering’, as what ‘happens when different bodies work together to provide public services’. Traditionally, he says, local councils did this by sharing back-office services, ‘for example by creating large regional centres for tax collection’. More recently, they have also begun to share front-office services, creating systems that distribute services directly to the public (p. 21).
24. In expanding the use of collaboration, partnerships will become ‘more complex and dynamic’, and will encourage ‘new approaches to efficiency that are less about three routes to efficiency streamlining individual processes and more about service redesign’ (p. 21-22).’ For example, a new strategy for reducing teenage pregnancy could arise from collaboration between agencies responsible for health, social services and education, resulting in a coordinated approach that considers in detail the causes and effects of the problem, and draws on the expertise and resources of all the partners’ (p. 22). This sort of collaboration ‘can generate significant efficiency gains by focusing previously disparate resources on outcomes for whole communities that agencies individually can’t realise’, and allow individual constituents of the partnership to better target their efforts (p. 22).
25. However, as with preventive services, it can be difficult to gauge how much savings a partnership creates, unless it is a small partnership offering a single service. The Office for Public Management (OPM) states that  ‘insufficient data to develop accurate baselines to track efficiencies in relation to partnership working’ (p. 23), though there is anecdotal evidence to support the practice.

26. For partnerships to be effective in the future, Demos argues that they’ll have to change their ‘linear’ model of commissioning and oversight. Currently, the partnership commissions and links funding to fulfilling the contract. The central government manages oversight, as it does all local government. In future, ‘councils seeking to deliver place shaping outcomes for their local area will need to broker collaboration between different parts of the public sector, and bring private and third-sector organisations together to work on problems too. In this model, efficiency has to be sought not just within an individual service, but through whole area efficiency, where outcomes are achieved for less’ (p. 24). This, in turn, will require local councils to become more adept at managing multiple partnerships and ‘find new ways to work with other providers and citizens themselves to identify and deliver’ (p. 24).
Bringing it together
27. Mr. Bartlett cites three reasons why these approaches, used in conjunction, save money. ‘First, putting additional resources into solving problems rather than managing them works out cheaper in the long run, even if it means there is an initial spike in costs’. This eliminates ‘failure demand’, which is the demand on a public service caused when it needs to continually solve the same problem over and over again, because the root cause has not been addressed (p. 24).
28. Second, by adopting a whole-system approach, it prevents one service from shifting its problems onto another – for example, it prevents local authorities saving money by cutting, say, home health care, forcing patients onto the NHS’ budget. ‘True efficiency comes from looking at the system as a whole, recognizing what the public sector is trying to achieve and using the fewest resources possible to do that. This in turn reduces the amount of back-office and administrative functions’ (p. 25).
29. Finally, ‘by tailoring services closely to match people’s needs, a service can be available more cheaply’, because unnecessary features of the package of services can be discarded (p. 25).
Challenges
30. Achieving this new world of efficiency will not be easy. Getting More for Less identifies several challenges to the implementation of its recommendations. Because of the difficulty in calculating savings, it is difficult to tell how many of these projects would be feasible. ‘Currently there are a number of small pockets of good practice and anecdotal evidence, but no systematic, agreed way to calculate financial savings that might accrue for collaborative, preventive or personalised services’ (p. 26). Also, preventive services can create budgetary distortions – it can draw money away from services for people with immediate needs, or allow some services to accrue unwarranted budget surpluses (p. 26-27).
31. The Gershon Review, and its rules around value for money, are also an obstacle to the implementation of the Demos agenda. These rules do not allow ‘counter-factual evidence’ (see paragraph 22) to be used as a basis for calculating savings, and do not take into account improvements in quality of life, or environmental and social gains.  Nor do those who commission services take account of savings their practices may make in other sectors of the public service, which are also excluded from the Gershon definitions. ‘For example, where social care service users use a personal budget to get a service that is more tailored to their needs, they tend to use NHS critical services less, but these savings are lost to the system’ (p. 27). Mapping these savings is even more difficult when the budget is divided between local councils, central government and local branches of central agencies (p. 27)
32. Finally, local councils simply lack the trained and experienced staff to easily enact these sorts of reforms. ‘It is difficult to find officials in local government who can re-engineer business processes, reconfigure procurement and have sufficient business and financial acumen to deliver on the efficiency agenda in new ways, including through new creative commissioning’ (p. 27-28). The OPM calls ‘this lack of capacity is the biggest barrier to achieving efficiencies within the local government sector’ (p. 28).
Recommendations

33. The Demos paper makes a series of short-term recommendations for service providers; commissioners and service providers; central government; and commissioners, local authorities and politicians. It also makes a set of long-term recommendations.

Short-term recommendations

Service providers

34. ‘Service providers — especially social enterprises and third sector organisations — need to professionalise their business cases while being creative about demonstrating their added value’. They should submit detailed business plans along with their bids for public contracts,  ‘to justify the use of public money and set out how VfM [value for money] will be achieved’ (p. 28). This happens too rarely at present.
Commissioners and service providers
35. When commissioning services, the commissioners ‘can take into account the likely savings a service will make in other parts of the public sector, and commissioners should look for specific places where such cross-sector savings can inform smarter joint commissioning’ (p. 29). They should also ‘make greater use of counter-factual data in order to reflect the true value of preventive and personalised services’, and ‘encourage and welcome providers who demonstrate savings effectively through this method, by offering clear guidance on what constitutes acceptable counter-factual calculations in certain sectors’ (p. 30).
Central government

36. ‘Efficiency savings accruing to other departments as a result of an investment or commissioning decision should, where possible to calculate, be reportable by the commissioning department’. Local authorities working in partnership with central government departments should be allowed to ‘be more imaginative with the scale and extent of departments with which they can work to report jointly on partnership efficiencies, by using some of the calculation methods set out above and seeking joint funding for projects where cross-departmental savings can be achieved’, if these savings can be discretely calculated (p. 30). 
Central government, local authorities and politicians
37. Any reforms will inevitably lead to the ‘decommissioning’ (ie, termination) or ‘reprovisioning’ of services. This may include closing down, or ending contracts with, providers that do not proffer services that the public wants, or that are efficient under the new framework. Political figures and administrators at all levels should be unafraid of terminating contracts with an unsuccessful provider (p. 31).
Long-term recommendations

Re-define the role of government

38. Rather than making across-the-board cuts across all departments, the next government, whatever political party forms it, should assess all programmes according to whether they can show a definite benefit to the public interest. ‘Programmes that cannot pass the test would be cut in their entirety. Those that pass the test would be left in their entirety’ (p. 32). 
39. This is based on a similar exercise conducted by the Canadian federal government during the 1990s, in a successful, if painful, attempt to reduce that country’s deficit. The Canadian government (a Liberal government, incidentally, of the centre-left) cut spending by 10 percent, and reduced the public sector workforce by 23 percent. (p. 32).
Count improvements in outcomes as efficiency gains
40. Current rules only count ‘cashable savings’ as efficiency gains. However, Mr. Bartlett argues that, ‘Getting better outcomes for people is the litmus test for how public sector performance is measured. If  for the same resources a local authority can produce ann innovative new service, which improves people’s lives, this is an efficiency gain because it is essentially improved performance for the same spend’ (p. 32). The Local Exercise Action Pilots (LEAP), programmes to encourage people to exercise more (ie a preventive action) provide a model for how these efficiency gains can be measures.
Create a new role for commissioners
41. Commissioning should no longer be about simply obtaining goods and services for the lowest possible cost. Instead, the process should be used to stimulate private markets to deliver innovative public services, moving from market maker to market stimulator and market shaper’ (p. 33). Commissioners will need new skills, to allow them to be
· market stimulators who can encourage market provision in complex areas;

· intelligence gatherers who map local demand and highlight gaps;

· innovators who rethink traditional delivery approaches and bring in the public to help inform decisions;

· market managers who intervene strategically to grow underdeveloped areas of private and third sector supply, and;

· advisers who help people commission their own services where personal budgets are being employed and look for new ways for citizens themselves to take control over service delivery (p.33-34) .
42. Demos also suggests that performance management be changed, to measure the outcomes that commissioners and their contractors achieve, rather than the processes used to achieve them (p. 34)

Build an evidence base

43. Although there is a lot of anecdotal evidence to support the greater employment of third-sector providers, there isn’t much proper research. Demos recommends a small number of pilots to create a more credible, formal body of evidence. These pilots should especially focus on those cases governed by a phenomenon called the ‘power law’, ‘a small number of complex cases that are often responsible for a high proportion of their costs. Typical cases involve those not in education, employment or training (NEETs); young offenders; families at risk; people who are homelessness; and drug and alcohol users’. Preventive approaches, perhaps delivered by the third sector, could ‘yield large efficiencies’ (p. 34).
Align business cycles
44. ‘When a local area agreement is agreed’, Mr. Bartlett writes, ‘the different partners (usually a mix of third-sector and private companies) have different timescales with the local authorities for agreeing goals and allocating resources. Unless those are coordinated it will be difficult to align resources efficiently to agreed shared priorities’ (p. 35).
Key messages and implications for the sector
45. Although Getting More for Less is not an official publication, the think-tank publishing it is associated with several prominent figures from both parties. James Purnell, the former work and pensions secretary (2008-09), and Jon Cruddas, the Labour MP for Dagenham, are working with Demos on a project to regenerate the British left. The think-tank’s advisory board includes several influential politicians, including Alan Milburn, the former transport secretary and author of a recent review on social mobility; Conservative shadow chancellor George Osborne; the Conservative shadow universities secretary, David Willetts, and; the Liberal Democrats’ deputy leader and shadow chancellor, Vince Cable. So a Demos report is likely to be read widely at Westminster.

46. That having been said, Getting More for Less does not radically depart from existing Government policies. The Government has long called for more local partnership work, and most local government and education reforms are conducted along these lines. The Government has published plans for increasing the proportion of services that are contracted out to the third sector, and DCSF recently published its own strategy on third-sector engagement. Nor are personalised budgets or services a new idea – the last Education White Paper called for more personalised tuition in schools, for example.
47. The Operational Efficiency Programme (OEP), a unit of HM Treasury that focuses on achieving efficiency savings
, issued recommendations earlier this year that mirror some of those made in the Demos paper. For example, the OEP says that ‘organisations should have the flexibility to decide on the most appropriate methods of delivering savings, suited to their circumstances’. The programme’s final report also recommends ‘completing focused reviews of individual departments, delivery chains or functions across government
 where benchmarking suggests there is scope for greater efficiency’.
48. However, there are some proposals in Getting More for Less that could spark some real change. The proposals to change the way efficiency savings are calculated could make a real contribution to partnership work and joined-up government. By better calculating how efficiencies in one area save the whole system money, the paper’s recommendations could strengthen the case for increasing partnership work. 

49. It would also help break down the ‘silos’ that develop around individual government departments – if departments get credit for saving money in other departments or services, they are likely to be more willing to pool resources to meet shared goals. However, to do that, partners must be allowed to share funds – for FE providers, this is often difficult because of rules that forbid monies allocated for one purpose to be used for another purpose.
50. Also worth noting is Mr. Bartlett’s call for each agency to justify its budget or face being eliminated, along the model used by Canada. The Conservatives have suggested a similar model should they enter into office – a Cabinet committee would summon each minister and require them to justify their department’s expenditures. As painful as that sounds, it also provides an opportunity for a service with a clear economic and social benefit – like, say, further education and skills – to argue against cuts. If budget reductions are imposed in blanket terms, FE and skills will inevitably lose out, but with a Canadian-style process, the sector could retain more money through a successful defence of its impact.
Implications for LSIS development and support services
51. This paper provides useful stimulus for LSIS in considering how to support greater efficiency in the sector.  LSIS will be commissioning work on improving resource management in the sector early in the autumn.  We will also be evaluating approaches to developing shared services among a group of colleges in an English region.

52. In addition the Demos report argues that priorities for development in public services, already features of our world, such as personalisation, partnership working, and engagement of the third sector in delivery, could also be routes to greater efficiency.  We will consider how to test this out in the sector. In addition we will also consider undertaking a wider review of current thinking on operational efficiency, in public services in particular, in order to provide a more comprehensive assessment of current options that might be developed and tested in the FE and skills sector.
Please let me or Caroline know if you have any thoughts around these or other points raised in this brief guide. 
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� In the introduction, Mr. Bartlett writes that ‘social enterprises are central to achieving this vision’, because they have such experience in delivering personalised services (p. 8)


� � HYPERLINK "http://www.hm-treasury.gov.uk/vfm_operational_efficiency.htm" ��http://www.hm-treasury.gov.uk/vfm_operational_efficiency.htm�


� Emphasis mine.
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