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1. Introduction

How do we stimulate innovation in prison management, in the delivery of better performance? How do we disseminate best practice when we find it?

The British Prison Service has been grappling with the second of these questions in the last year or two, exploring (among other things) the use of financial incentives for prison governors. Interestingly, they have not given the same attention given to the first question, although it is a matter of growing interest across many other parts of government.

Indeed, these two questions – stimulating (appropriate) innovation in service delivery and then scaling up success from the individual success story to the system as a whole – are of concern to managers and policymakers across the entire range of public services.
There are many ways that one might answer these questions, but I have been asked to do so by reference to the use of market instruments. What do I mean by ‘market instruments’?

I propose to look at three characteristics of markets – (i) competition; (ii) contracting; and (iii) commercialisation– with particular reference to the UK experience since 1992.
In doing so, I propose to draw on research undertaken by the Serco Institute, and interviews that I have conducted with some of the (public and private sector) founders of the UK prison management market.

I should explain that in the UK, some 8-10% of prisoners are held in prisons managed by private corporations which deliver all services within the prison, including guarding services. These services are managed under a performance contract, which is closely supervised by monitors from the Prison Service. Privately managed prisons are also inspected by a prisons inspectorate.

Two of these prisons are publicly owned and privately managed. The remainder are privately owned, designed, constructed, financed and operated, but also managed under a tightly-written contract with government. (These are known as public-private partnerships or PPP prisons.)
Not every contract prison has been a success, and even in the UK, where contracting is generally regarded as having delivered significant systemic change, a great deal more could have been done to use competition and contracting to improve performance.
Having said that, there have been significant improvements – both in value-for-money savings and in the government’s so-called ‘decency agenda’ – and there are undoubtedly lessons that governments in the UK and around the world can learn from this experience.

2. Competition
The proposition that competition is a major driver of innovation and the anticipation of customer need should be non-controversial. We know this from our experience of day to day life. And one only needs to compare this city today and how it was in 1989, when I first visited, to understand why this is so.
There are monopolies – public and private – that successfully assume the risk of undertaking major innovation, but they are rare. It should come as no surprise, then, that the introduction of competition into prison management has been associated with significant innovation.

The strongest available evidence relates to the impact that competition has had on value-for-money. Earlier this year, the Serco Institute published a survey of almost 200 governmental and academic studies on value-for-money savings from contestability across five public services. One of the sectors we studied was prison management, looking at 43 studies from four countries over a period of 25 years.
The United States

Out of the 34 North American reports, 19 were case studies, and from these we selected 10 where we felt the methodology was sufficiently robust. (For the most part, the difficulty lies in finding public and private institutions that are broadly comparable.)
In nine of these ten case studies, privately-managed services were delivered at a lower cost than the public sector, in the range of 5-15%. (The other significant class of studies compared the average performance of groups of public and private prisons, and while privately managed prisons were for the most part less costly, these studies were methodologically weak.)
The United Kingdom
One of the most robust comparative studies was conducted in England in the late 1990s, using four publicly-owned but privately-managed facilities, each with its own public-sector comparators.
Using cost-per-prisoner, the most reliable comparator given the overcrowding, the privately-managed facilities were, on average, 11-15% less costly. However, this significantly underestimates the cost differential, since the study failed to consider public sector pension costs and taxes paid by the private firms.

When we turn to the later PFI/PPP prisons, the cost savings are additional to that 11-15%, since these savings were built into the public sector comparator used for benchmarking the PPP solutions. The first of this new generation of prisons that were privately designed, constructed, financed and operated was 17% less expensive than the public sector comparator, and the fifth (some three years later) was  below that original public sector comparator.

Of course, with PPPs, not all of these savings can be attributed to operating efficiencies. However, since around 60% of the net present value of a PPP prison can be attributed to operating costs, it does not seem unreasonable to assume that the total savings from competition (in operating costs alone) over these two different market models were well in excess of 30%. This is confirmed by comparisons of the differences in personnel costs between public and private prisons in the UK, published by government.
The available evidence from one of the Australian states – New South Wales – suggests savings of a similar order of magnitude from the one privately-managed prison in that state.
Construction times

At the same time, the introduction of PFI or PPP resulted in a massive reduction in the time involved in prison construction – 40 to 45%. (And, of course, significant savings in cost.)
Every one of the PPP prisons were completed on-time or early; by contrast, not one of the previous seven prisons, built under traditional procurement models, was completed on time, and on average they over-ran by 4 months or 13%.

There have been no cost overruns on the PPP prisons (at least not a cost that was borne by government); by contrast, the average cost overrun for the previous seven traditionally-built prisons (which was born by government) was 18%.

Competition and contestability
Our report was concerned not with the relative efficiency of the public and private sectors, but with the impact of competition. And unfortunately, most of these studies were concerned with comparing public and private sector performance. In some cases, this is a meaningful surrogate for competition, however, where the public sector is exposed to competition, and/or where contracts are awarded to the private sector without competition, this may not be enough.

There were several studies that suggest that the mere threat of competition (known as contestablity) in a prison system will have the effect reducing costs overall.
Perhaps the most interesting of these was a study from New South Wales (in Australia), where one of the provincial governments had opened two new publicly-managed prisons with the threat that if inefficient work practices were not immediately reformed, the system would be exposed to competition. A report by a parliamentary (and thus bipartisan) Public Accounts Committee found that sick leave costs were around half of the comparator prisons managed under the traditional arrangements, and overtime costs were less than one-seventh.

Qualitative impacts
Most of the better studies have attempted to control for quality, but comparisons of service output in prison management are extraordinarily difficult to make. What comparisons have been made suggest that there are differences (but not significant differences) in the quality of service provided by contract prisons.

In the UK, a number of studies have shown that at least some of the privately-managed prisons are viewed by the customer (the Home Office and the Prison Service), by staff and by prisoners themselves, as offering a better quality of life than their public sector comparators.
On the other hand, the contract prisons tend not to perform as well on the safety metrics, with (for example) higher assault rates. To some extent, this is because of stricter reporting and longer hours of cell, although Professor Alison Liebling (Cambridge) has raised concerns about less emphasis on so-called ‘security values’ in the contract prisons.
(For those of you who are familiar with the ‘weighted scorecard’ used by HM Prison Service, it is of no value whatsoever when comparing the performance of public and private prisons, because of different data sets.)

Service improvement

In looking for evidence of service improvement as a result of competition and contracting, one must be sure to check what it is that the government customer was looking for.

One of the inescapable truths of competitive tendering and contracting is that you get what you ask for. When it introduced prison contracting in the 1980s, the United States was mostly concerned with capacity and cost. That was mostly the concern in Australia, which was the second jurisdiction (after the United States) to introduce private prison management.

The UK was the first jurisdiction to use contracting to demand a higher standard of service and to encourage a different kind of service. And there is clear evidence that it obtained both. And Britain has been followed in that regard by at least two other countries – South Africa and Japan.

Competition and innovation

So what can we say about competition and innovation? Studying innovation in service delivery is notoriously difficult, in large part because innovation usually consists of a thousand incremental improvements rather than one or two large technological breakthroughs. Nevertheless, when savings in the order of 30-40% have been secured, it is beyond dispute that significant innovation has taken place. What is going on?

Some years ago, a Rand study into procurement in the US federal government asked why private contractors won these competitions more often than in-house teams, even taking into account the benefits of incumbency. Part of the answer was that external contractors tended to design a solution tailored to the customer’s need, rather than being constrained by traditional perspectives. There is evidence from the field of organisational learning which suggests that a team with a mixed disciplinary background may be better at innovation that a team of recognised ‘experts’.

So one of the things that competition and contracting do is to introduce outsiders into the system. And the benefits may be greater when some of them are not experts in the field.
When Group 4 was awarded the contract for the first privately-managed prison in the UK, the ‘experts’ would have told them that you could not staff a male prison with a population of prison officers that was one-third female. Group 4 didn’t know any better, and they brought about a revolution in the gender balance in British prisons. Another of the innovations introduced by Group 4 involved a softer uniform, with name tags, the latter being an example of a reform that the ‘experts’ had long resisted.
There is strong evidence that this ‘outsider effect’ was at work in the UK prison market in the early 1990s, with considerable innovation in regime, technology, workforce composition and prison culture. It was even more evident in design and construction once PPP contracting was introduced. PPP consortia experimented with standardisation and pre-fabrication, with floor space ratios, with the materials employed in the internal finishes, and in the design, construction and commissioning timetables.

Having said all that, there is widespread agreement among prison contractors in the UK that the competitive pressure for significant new innovation has declined in recent years. Government is less demanding in its expectations, particularly when it comes to resettlement and recidivism. It has tended to specify detailed inputs rather than focusing on high-level outputs. (Specifying outputs enables providers to be more innovative in their service solutions.) And in recent years, there has been increasing pressure on price and volume rather than service quality.
Competition and contracting have also resulted in systemic benefits, with the dissemination of best practice across the prison system as a whole. This has been widely acknowledged in the UK – by the chief executive of the Prison Service, by the prisons inspectorate, and even by unions and prison reformers (who are otherwise opposed to private prison management).
Richard Harding (formerly head of the Australian Institute of Criminology and until recently Prisons Inspector in Western Australia) has provided several examples of what he calls ‘cross-fertilisation’ – the introduction of ACA accreditation in the state of Louisiana, mandated minimum standards such as hours-out-of-cell in the United Kingdom, and health care standards in Australia.

There have also been significant gains in terms of public accountability, with prison contracting breaking new ground in the use of performance metrics, and leading to the development of meaningful charts of accounts for public sector prisons (although in all jurisdictions, public prisons still have some distance to go before they match the standards demanded by government of the private sector).

A great deal more work needs to be done as to how this ‘cross-fertilisation’ occurs. To some extent, it has been a deliberate process, with government using the threat of competition as a way of driving through reforms that have already been proven in the contract environment. In the case of the PPP prisons, the Home Office refused to allow companies to treat successful innovations as proprietary after the initial bid. However, the existence of corporate structures within the prison system also means that best practice flows from one prison to another within the same corporation.

And competition means that best practice spreads quickly across corporate borders. In the UK, Securicor’s competitors were quick to learn the lessons from its pioneering designs and innovative construction techniques developed for the first PPP prison. If I can borrow an example from the hospitals sector to illustrate this process. Around two years ago, Serco won a contract to build a new PPP hospital in Scotland, with bold new designs based around the use of robots for the delivery of food and linen. Construction on the new hospital had not yet begun when that design was imitated and improved by a competitor on another bid in the south of England. Information had been disseminated by a member of the design team.

3. Contracting

The second of my market instruments contributing to innovation and the dissemination of best practice is the contract. We tend to speak of competition and contracting as though they are synonymous, but while they are related, they do very different work.

Several years ago, the Serco Institute published a study that looked at the contribution that contracting made to the management of public services such as prisons. We started with face-to-face interviews with thirteen contract managers who had previously managed a similar service under the traditional bureaucratic model, and we followed that up with a survey of around one hundred contract managers with a public sector background (and fifty with previous managerial experience in the private sector).

So these were the same people, delivering the same service, but with experience both of contract management and traditional bureaucratic management. (Several of those with whom we conducted qualitative research were prison managers.) Our question was – what was different about these two very different approaches to management?

The first significant difference was an increase in managerial autonomy. A great deal more responsibility was devolved to the contract manager, so that they were more responsive to changing circumstances. Respondents spoke of a ‘contractual shield’ – they were largely isolated from the incessant rain of demands showering down from head office. The contracted service was more self-contained, with distinct organisational boundaries and a clearer focus on outcomes.
At the same time, contract managers spoke of increased transparency and accountability. Bureaucratic management was compared to a layer cake, where accountability could shift up or down between layers. Contract management was self-contained like a bubble, with one primary point of accountability, through the contract manager. For this reason, accountability was more personal, and the language that contract managers used was akin to that used by small business proprietors – there was a strong sense of personal ownership.

In principle, it should be possible to create a quasi-contractual system of management in the public sector, even if there were no competition for the right to manage individual prisons (or other parts of the correctional system). In practice, without the risk transfer associated with a legally enforceable agreement, I wonder how effective the contractual model would be. And subsequent research has convinced me that the fact of having won a competitive tender bestows on the management team a mandate for reform, granting them the authority to renegotiate the psychological contracts that build up in organisations over time. It is possible that while competition and contracting do very different work, that the success of prison contracting rests on the fact (and the future threat) of competition.
Contracting and innovation

What does the contractual structure mean for innovation? Here are some comments from some of the prison managers we interviewed:
‘Implementing change is much quicker. In the private sector, you have the capacity to change quickly and to react almost instantaneously. If it is left to the individual prisons to react to the changing pace of the Prison Service, head office is behind on these developments most of the time.’
‘In the public sector, if you wanted to change something, you would have to put forward a business case, which would then go to the Prison Service board level and then be negotiated with the union. It would take a long time.’
Let me give an example by referring to one of Serco’s UK prisons – a Young Offenders’ Institution known as Ashfield. Two years ago, the healthcare team at Ashfield won the Public Servants of the Year Award (Health), among other things for successfully introducing a no smoking policy in the prison, apparently the first in the UK to do so.

The then prison director, Vicky O’Dea, who had been a prison governor in the public sector, told us that such an innovation would have been virtually impossible in the Prison Service. It would have required approval at regional, if not at national level, and the demand for uniformity and systemic conservatism would have resulted in overwhelming resistance.

Indeed, even though she was managing a private prison, Vicky came under subtle pressure to abandon the policy – although no one was prepared to issue a directive demanding that young people be issued with a carcinogenic substance. By contrast, approval from her line managers at Ashfield was a matter of a brief conversation reassuring them that there would be no contractual implications.

This is only one of many small to medium sized innovations that Vicky introduced at Ashfield, not all of them successful. As she described the process to us 

‘If I shoot a thousand arrows in the air, and maybe six of them make it through, then I think that’s better than planning for a year, then throwing up just one idea. What if that arrow doesn’t make it?’
4. Commercialisation

Finally, there is the contribution that the commercialisation of the public service industry can make to the improvement of prison management, and in particular to the spread of best practice.

It goes without saying that the wrong kind of corporate culture would cause great harm in the management of a prison system, and I am not suggesting that Gordon Gecko has any place in this sector. To the contrary, if the UK experience has established anything, it is that it is possible for government to create a socially responsible market, in which the commercial culture and the corporate structure are harnessed to serve the public good. This is a very large topic, so let me illustrate the benefits of commercialisation and corporatisation with just a couple of points.

(i) Diversification: The introduction of corporations into a prison system enables those responsible for the management of the system overall, to introduce diversity at a level above that of the individual institution.

Diversity is essential to innovation, and it is inevitable that innovation will take place first at the level of the individual institution – with an outstanding team leader such as Vicky O’Dea. But some kind of structure is needed above the level of the individual prison – but below the level of the entire system – if innovations are to be scaled up.

Lisbeth Schorr, an American academic, addressed this problem in the social welfare sector. In that sector, Schorr observed there was a great deal of innovation, much of it provided by voluntary or third sector organisations. The problem, she said, was that all of these success stories occurred on a small scale.

The great challenge, she said, lay in scaling them up, so that the lessons were embraced across the system as a whole. Typically, government tried to scale up from the individual project, based on the heroic efforts of a individual leader, to a policy capable of being implemented immediately across the system as a whole. 

There was never enough money. There were not enough heroes. There was not sufficient understanding of the reasons why this programme had been successful in the first place. One of the lessons that we can learn from the UK prisons market over the past ten or fifteen years, is that the corporate structure offers a first step in scaling up.

(ii) Reputation: Another great benefit of commercialisation is that it brings with it the discipline of corporate reputation. The public sector may honour the contribution of a particular individual. Equally, it may punish an individual prison governor who has failed – or who is seen to have failed – in some significant way. But the implications are profoundly different when a corporation is dismissed from managing a contract than when an individual manager is replaced.

A corporate reputation can be banked. Shareholders will invest in building such an asset. Management will invest in order to ensure that the corporate brand is not compromised. Used well, this is a powerful tool in the hands of those responsible for managing the prison system overall. In the UK, companies with poorly performing prisons do not only suffer financial penalties which impact on the profit and loss account.

They are also scrutinised by HM Inspector of Prisons, who reports publicly. Senior executives pay close attention to those reports – not because there are immediate financial implications of a negative report, but because of the impact on corporate reputation (and potentially, on the share price). There is no substitute for that kind of discipline within a public sector monopoly.

(iii). Internationalisation: The introduction of private corporations into prison management has played an important part in the international spread of best practice in prison management.

Let me illustrate this with reference to the early history of the prisons market in the UK in the late 1980s and early 1990s. Competition and contracting were the means by which ‘dynamic security’ (or a local version of it) was introduced into UK corrections. As some of you will be aware, this new approach to prison management – involving open design and the liberal use of association space – had been introduced in the United States in the 1970s by the Federal Bureau of Prisons, followed by a number of states.
‘Dynamic security’ or ‘direct supervision’ – the management approach that accompanied these new designs – required a more liberal prison regime, with prison officers interacting with prisoners in a much less authoritarian way. British prison officials had studied these developments and from the late 1980s, they began to introduce these designs into a new generation of prisons. However, there was strong resistance, if not opposition, to ‘direct supervision’ by many of the prison officers, whose union had traditionally adopted a very conservative approach to reform.
In these circumstances, prison contracting became a tool for introducing a new culture into prison management, with the private prison operators recruiting directly from the community rather than turning to existing prison officers. And since most of the new prison operators had North American partners, or were relying on North American expertise for the design of their management solutions, they had ready access to some of the latest in North American experience with ’direct supervision’.

Moreover, when these same firms were involved in the design and construction of PPP prisons, they also imported some of the latest thinking about design. In both cases, North American models were moderated by the experience of retired UK prison governors, so that a local solution was developed.

Awarding the first prison management contract to a security company with a Scandinavian background also brought with it some unexpected benefits. Group 4 had always prided itself on an enlightened human resources policy, and when it set about to recruit prison officers in the local community, it sought the best, regardless of gender. At the end of the selection process, around one-third of the prison officers were female – compared with around 3% in the public sector prisons at the time. It is broadly recognised that the introduction of a significantly larger proportion of women into male prisons has made a major contribution to ‘normalising’ the prison environment. Group 4 had not set out to bring about a revolution in the gender balance in prison management, but that is what its recruitment policy brought about.
Where the first generation of prison contracting had a North American feel, the second generation has a distinctly British flavour. In recent years, British companies have played a significant role in the Australian and South African markets, transferring best practice from the UK as they have done so. And in return, they have learned lessons that can be imported back into the UK.
5. Markets and Innovation

Let me summarise what I think we have learned about the contribution of market instruments to innovation and the dissemination of best practice.

(i) Encourage diversity. There can be no innovation if every part of the system has to conform to a uniform pattern. If there is to be diversity, particularly in large-scale prison systems, then we must find some way of breaking up the whole into manageable parts. In part, this is about devolution to individual prison governments and directors. But we cannot build a diverse and innovative prison system if we only rely on the heroic efforts of individual managers. We must look to systemic and structural change.

(ii) Increase managerial autonomy (and accountability). Devolve real authority to the managers of individual institutions. Find ways of protecting individual managers from the endless stream of instructions that pours down from head office in a typical bureaucratic system. In writing performance agreements, specify outcomes or high level outputs rather than inputs.

(iii) Encourage service managers to assume the risk of innovation. Shield those who undertake appropriate risks. This is one of the roles that the corporate structure can perform. Find ways of rewarding those who successfully undertake appropriate risks. In my view, the best of the research tells us that individual financial bonuses are not appropriate in services that depend so much for their success on the performance of an entire team. That means that we must find ways of rewarding and punishing teams, rather than individuals. Recognise the importance of competition as a spur to innovation and excellence.

Moreover, winning a competitive tender bestows a powerful mandate to implement change. Even where the workforce is transferred from the former (public sector) provider to a new (public or private) provider, the fact of having won the right to manage through competition grants the management team an entitlement to renegotiate the psychological contracts by which organisations are managed.

(iv) Establish institutions for the dissemination of appropriate innovation. Competition and contracting is a process of institutional mutation and natural selection. Someone had referred to it as ‘recombinant governance’. Competition is a way of selecting best practice. Contracting (or partnering) is a device for knitting together parts of different organisations – DNA strands from different organisations – to create something new.

To conclude – let me make it quite clear that I have not just said that the private sector is superior to the public sector. What I have been saying is that competition is usually superior to monopoly. And the UK experience seems to suggest that it is possible to design markets for the management of prison services that are capable of stimulating greater innovation in service delivery, and of facilitating the dissemination of best practice across the system as w whole.
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