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Introduction

In his recently-published reminiscences, the late Chinese Premier, Zhou Ziyang, who deserves much of the credit for economic liberalisation in China in the 1980s, described the moment when the penny dropped (for him) on central planning.
In reviewing the performance of the Chinese economy over the three decades to 1980, he found that industrial fixed assets had increased 26 times, industrial output had increased 8 times, GDP had grown four times, while consumption had merely doubled.

Zhou realised that China had become obsessed with maximising output, and had lost sight of the interests of consumers.  As he told a conference in 1982: ‘Often we have fallen into the situation of “good news from industry, bad news from sales”’. If China was not manufacturing products that consumers – at home and abroad – actually wanted, then increased production just meant increased waste.

He later convinced the party’s Political Standing Committee to stop talking about China as a ‘product economy’ and to start speaking of a ‘commodity economy’. The movement to a commodity economy involved a shift on the part of the Chinese leaders from a ‘productionist’ mentality that focused on the volume of units coming out of the factory gate, to one that reflected the goods and services that the public actually wanted.

Australia’s public service economy today is overwhelmingly a ‘product economy’, a producer monopoly. At its best, it thinks in terms of industrial outputs – measures that are of importance to producer interests – and it is little concerned with outcomes – measures that matter to service users.

Much of the time, it isn’t even focused on outputs, and in that sense, the public service economy is somewhat less sophisticated than the Chinese economy circa 1980. Overwhelmingly, public services are judged by the growth of inputs – police numbers, hospital bed numbers, infrastructure spending – measures that have no meaning whatsoever to end users. So it’s often a case of bad news from industry, and no news from sales, since the sales team, if there is one, isn’t asked to report.

One of the problems with producer monopolies is that even when they do try to understand the needs of service users, they often get it wrong. Two weeks ago, as I was preparing to fly to Australia, Transport-for-London – the authority charged with managing public and private transportation in the metropolis – was conducting a traffic census to learn more about road users’ patterns of road use. They chose to accomplish that laudable objective by employing the Metropolitan Police to forcibly detain road users and obliging them to answer questions.

So, how to do we reorient the public service economy so that it is focused on service users rather than producers? In the interests of time, I want to focus on five big ideas that are being explored throughout the industrialised world, with particular reference to the United Kingdom, where the Labour government has been particularly assiduous in the pursuit of an alternative paradigm.

1. Choice

The first and most obvious of these propositions is choice – choice, wherever possible. For obvious reasons, producer monopolies aren’t particularly enthusiastic about consumer choice, and they can provide you with a dozen very good reasons why choice is actually quite bad for service beneficiaries.

In the UK, there has been vigorous opposition from producer interests. They have argued that what the public wants is not choice itself, but the benefits that choice brings. They have argued that choice is largely a game for the middle class, and would contribute to greater unfairness in society.

In fact, the research has consistently shown that the public does value choice for its own sake. In the private sector, we sometimes exercise our right to change bank or phone company, even though we know that the service won’t be much different. In this case, we use choice as a way of expressing outrage at bad service.

Choice reveals preferences or outcomes that are otherwise invisible pr unimportant to the producer monopoly. In the UK and in some Australian states, the introduction of choice of provider in disability services revealed qualities that service beneficiaries valued, but that state or local government providers had traditionally overlooked – flexibility in timing, the dignity of having the same person delivering personal services, and the sense of control over one’s own home.

And of course, choice (or rather the possibility of not being chosen) creates powerful incentives for providers to upgrade their service and to anticipate users’ requirements.

Vouchers are the conceptual framework through which one must approach this issue, even though politicians will engage in verbal and intellectual somersaults to avoid using the ‘v’ word.

A voucher exists whenever public funds follow service users as they exercise choice. The Medicare card is a voucher for primary health care; and as Milton Friedman pointed out many years ago, Australia has a partial voucher system in secondary education.

We tend to take the Medicare card for granted, but primary care under Britain’s nationalised health service is quite different from Australia’s system of nationalised health insurance. In the UK, a zoning system limits the establishment of new medical practices, and the convention among GPs of only seeing patients who are on their lists, means that when city workers need to visit a doctor for a simple prescription, they must take half a day’s leave.

Vouchers can be used in a variety of ways, either under a universal scheme (such as the Medicare card), or as a way of extending choice to the financially disadvantaged or to those trapped with local public services that are performing poorly.

The Blair and Brown governments have been progressively breaking down the producer monopolies, particularly in the National Health Service, with an ‘NHS Constitution’ or ‘patient bill rights’ entitling patients to have their health services delivered in other European countries, where they have been stuck on a waiting list for more than a defined period of time.
In the case of the Home Access programme, the objective is to ‘ensure that all pupils aged 5 to 19 in state-maintained education in England have the opportunity to have access to computers and internet connectivity for education at home’. In practice what that means is £140 million worth of laptops and maintenance, worth up to £500 to each pupil who qualifies under the eligibility conditions.
Since these computers will be purchased by the families themselves from High Street suppliers, there has been a concern at the potential for stigmatisation, and a voucher has been developed – in this case a one-off Barclaycard valued at £500 – to overcome that particular problem.

Here the voucher is being used to target a disadvantaged group, and the voucher is being used to make it easier for them to obtain the computer, and to assure them of anonymity at the cash register.

We all know that there are some public services where choice cannot be exercised – it is difficult to think how one might introduce prison vouchers. Still, this should not prevent us from extending choice to public service users wherever possible.

2. Seamless Government

Government is always half finished. Whether we are talking about the regulation of industry or the delivery of social care, government organises its public offerings so that they reflect the interests of the various departments and agencies, and not so that they make sense to service users.

Some years ago, I wrote a report for the New South Wales government on red tape in business regulation entitled, ‘Thirty Different Governments’. The title was taken from a submission by Barry Cohen, the former federal environment minister, who had been trying for some years to get approval to establish a wildlife sanctuary.

He discovered that each department was concerned about its own priorities, and short of personally engaging ministers, which could not be done with every new proposal, there was no way of getting agencies to focus on project as a whole. ‘In the meantime’, he wrote, ‘there are thirty different governments all pursuing their own agendas.’

Barry Cohen had been a Minister of the Crown, with direct responsibility for environmental policy at a national level. Imagine how frustrating this fragmentation must be to a grieving widow or someone with a physical or mental disability as they attempt to negotiate their way through the bureaucratic maze.
Until recently, government’s best answer to this administrative complexity was to insist that service users should take ‘citizenship’ classes at high school. Imagine if banks or phone companies dealt with their customers in the way!
In fact, what we see in the private sector is a remarkable degree of collaboration between firms that are otherwise actively competing against one another. Think of the automatic teller machine – I am able to withdraw money from my NAB account through an ATM provided by Westpac, in spite of the fact that the two banks are otherwise fighting for my business.
In the US, the answer to stove-piped service delivery is referred to as ‘seamless government’. In the UK, it is ‘joined up government’. In both cases, the term which seems to suggest a solution is, in fact, a restatement of the problem – how do we join up public services so that, instead of being organised in a way that is convenient to producers, they make sense to service users?
There have been a variety of ‘solutions’ over the years – super-ministries, pooled budgets, one-stop-shops, case managers – and none of them has delivered a truly effective solution. As Aaron Wildavsky said of another failed reform initiative in the 1980s, ‘Some butterflies were caught, no elephants stopped.’

There is general agreement that information technology will be one of the keys to the eventual solution. The electronic interface can deliver at least the appearance of a joined up information service, and we are making some progress. I am not up to speed with the current state of business licensing technology in Australia, but in the UK, ‘Business Link’ provides a remarkable online service to business proprietors.
Yet when it comes to human services, ‘joining up’ remains a problem. One of the most promising solutions lies in the ‘no wrong door’ approach first explored in the United States around a decade ago. The basic idea is that different people enter the social care system in different ways – some may perceive their problem as unemployment, others may see it as mental illness or homelessness, someone else may first enter the system through an encounter with the law.

There is no point in telling these people that they have entered the system through the wrong door. The objective must be to provide them with integrated care that they require no matter how they initially perceive their problem. No wrong door. The answers seem to lie in joined-up information systems and highly effective case management, but to date, these have proved difficult and costly to implement.

If we have reason to hope in the pursuit of joined-up government, it is because the public are becoming increasingly frustrated at the siloed nature of modern government, and because politicians and public officials continue to experiment in their search for a solution.

3. Outcome Commissioning

Fifteen years ago, Osborne and Gaebler, in their bestselling book on public sector management, Reinventing Government, identified ‘results-oriented government’ as one of the ten defining principles of their new paradigm – ‘funding outcomes, not inputs’. Twenty years before that, the great American political scientist, Aaron Wildavsky, had written about the need to introduce ‘payment on performance’ into public services.
And here we are, still struggling to turn that dream into a reality. For all the talk, we have still not shifted the risk of delivering outcomes, the responsibility for the linkages between outputs and outcomes, from policymakers to providers. While some governments have done a reasonable job of specifying the ultimate outcomes they want from public services, they have had only limited success in translating these into incentives for management.

However, in the UK, we are seeing the first serious experiments with outcome commissioning:
· The most advanced of these is the ‘Flexible New Deal’, a round of contracts recently awarded to public, private and voluntary sector providers to assist the long term unemployed with finding sustainable jobs.

This is similar in many ways to Jobs Australia, the job placement scheme pioneered in this country a decade or more ago, except that in the UK, 80% of the payment will be withheld until the service beneficiary has been in work for 13 weeks. The contracts are to be signed shortly, and it seems likely that, because of the recession and higher unemployment rates, the at-risk proportion is likely to be scaled back, temporarily, to 60%.

(Under the Australian scheme, this outcome-based payment was never more than about 35% and in the latest round, it has been largely abandoned.)

· Some public agencies in the UK are negotiating with private providers to transfer some proportion of reoffending risk in the management of prisons and secure training centres for young offenders. Given the way that the prison and probation systems are presently structured, it is unlikely that these particular proposals will make much headway. However, the Opposition have made it clear that they intend to introduce outcome-based commissioning in custodial services, with the providers carrying some reoffending risk.

· A variety of pilot schemes are also underway in the long-term management of chronic illness, such as asthma, diabetes and heart disease, with the objective of moving to ‘payment on performance’. Again, these at an early stage, but there is little doubt about the direction in which policy is heading.
· Outcome-based commissioning is already operational in local government in a cluster of services broadly described as ‘streetscene’ – refuse collection, litter removal and street cleaning, maintenance of roads and pavements, responses to vandalism and fly-tipping and so on.

The discovery of streetscene services reflects the growing awareness of the importance of local streets as ‘the living-room of our communities’, and in some cases, private companies have signed contracts that place their profits at risk, based on a survey of local residents to ascertain whether they think the local neighbourhood is clean.

This is not hypothetical. Contracts of this nature have been operating successfully for several years.

We still have a long way to go, but it only takes a moment’s thought to see how revolutionary a shift from ‘payment on the promise’ to ‘payment on performance’ will be, whether services are provided by the public, private or the voluntary sectors.

4. Co-production

It has long been recognised that many public services are different from purely private services in that they involve some element of ‘co-production’, that is, that the consumer must play some part in the production of the service if it is to succeed.
Public healthcare doesn’t work unless people assume some responsibility for their diet and exercise. Schooling can’t succeed unless parents play a large role in their children’s education. Police are unable to deliver community safety unless communities themselves are actively involved.

We have been talking about co-production for twenty or thirty years, and yet this week, we are still witnessing the rural firefighters of New South Wales battling against their amalgamation into a large public service bureaucracy. The risk is that this will undermine the incentive of local communities to co-produce, and there will be a significant decline in volunteering. It seems the lessons haven’t been learned.

So why is there now reason to hope? In the UK, I am seeing one or two outstanding experiments that might promise a breakthrough. Some of the most interesting are in chronic disease management. ‘Birmingham Own Health’, for example, is a pilot scheme based out of one of the Primary Care Trusts in Birmingham, aimed at helping patients with diabetes, cardiovascular disease, or chronic obstructive pulmonary disease to take control of their own condition.

The programme offers structured and personalised support through an assigned care manager, and has delivered promising results in reducing the rate of unplanned hospitalisation by supporting patients in changing their lifestyles and consistently taking medication.
5. Empowering Front Line Service Managers

Of these five ideas, the real ‘elephant stopper’, in my opinion, is the last – the empowerment of front-line service managers. Note: I am not referring to front-line service staff, but to front-line managers.
If there is a single reform that would utterly transform the way in which public services are delivered, it is this. It is the most significant insight that I have gleaned from a decade spent in closely studying successful public service contracting.
This isn’t about the public servants involved in front line service delivery – teachers, nurses, police officers, social workers and the like. They identify with service users so completely that they cannot be relied upon to be financially responsible. That is not to criticise them; it is to understand them. And of course, it is the reason why service users trust them so much, and why politicians take them on at their peril.

Front line service managers are the first line of management back from direct interface with the public – they are close enough to the front line to still see the white of the customers’ eyes, but far enough back to be held accountable for balancing the books. I am referring to school principals, hospital managers, prison directors and the like.

At the Serco Institute, we have done a great deal of work with contract managers, who occupy this same layer of management under a contractual framework. In particular, we have interviewed contract managers who used to manage the same services inside government, under a traditional bureaucratic model. The same people doing the same job, except with a different management and accountability framework – a great opportunity to learn something about how these two models of service delivery work.
One of the things that we have learned is the huge price that government pays for allowing policymakers and bureaucrats in head office to meddle in managerial decision-making on a daily basis. One of the benefits of the contractual model is that it turns the layer cake of bureaucratic accountability into a largely self-contained bubble, where the only way in or out of the service unit is through the contract manager.

And, under a service contract of this kind, the manager and his/her team are handed a clearly-defined set of requirements, and they are given a period of five to ten years to deliver them. This means that they have management space within which to exercise professional discretion, and clear boundaries around the original task, so that managers can be held to account. We need to find an equivalent set of institutional arrangements inside the public sector.

Of course, there will be occasions when the policy parameters do need to be reset, but there should be rare. There is no excuse for what one British review called the incessant rain of instructions showering down from head office. In my view, the productivity loss from this lack of autonomy on the part of front line service managers is immense – my estimate is that it is in the order of 20-30%.

And yet I know of virtually no literature that addresses this level of management. Public administration tends to focus on very senior management, and front line service providers. This group is almost entirely ignored.

Conclusion
There are very few observers who would disagree that the way in which we currently deliver public services must fundamentally change. In part (and particularly in the current economic environment), that is about addressing the challenge of affordability.
However the much deeper challenge – the one that will remain once the Global Financial Crisis has passed into the history books – lies in providing public services that are responsive and relevant to the public at large.

There will be some parts of the bureaucracy that will staunchly oppose these reforms, although it is also clear that at the lower levels of the public sector – close to the service user – we will find champions of such an agenda.

This is also an agenda that should resonate with politicians, since their niche in the governmental ecosystem is to be found at the interface between service providers and service users.
And, if the issues are presented in the right way, I am convinced that we can reorient the system to that the focus is more on the news that is coming from the sales department, and less on what is being communicated from the factory floor.
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