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	The UK public sector spends £220bn a year on procurement – equivalent to £3,500 per adult and child, but there is no overall structure for managing this vast resource. Richard Mackillican asks public sector procurement expert Colin Cram how the government can tackle this issue

The government needs to make major cuts in public spending and as procurement represents one third of public sector expenditure, it seems an obvious place to start. 

“The problem is that, despite improvements spearheaded by the Office of Government Commerce and by some dedicated public sector procurement professionals, public sector procurement is still very fragmented,” says Colin Cram, who is public sector procurement advisor to the Institute of Directors. 

“There is indiscipline and disaggregation within public organisations, with different organisations using different processes, which makes it very difficult for the private sector to engage with them properly. 

“There is a multitude of contracts for essentially the same products, a variety of specifications for the same things and purchases on a large scale that would not be necessary were public sector organisations prepared to work more effectively together. 

“Fragmentation means that the expertise of the greatest procurement and product category managers is often available only to the organisations which employ them. Their expertise is often not available to the wider public sector, which means that most procurement organisations have to make do with second or third best when it comes to category management. Even worse, the best category managers may work in organisations that have need for their particular expertise for only a portion, perhaps 10%, of their time. So much of their expertise can be wasted. 

“Also, fragmentation means that procurement techniques that are standard in the private sector often cannot be used. There are several thousand procurement organisations with a huge overlap in products and suppliers. It is simply not practicable for them all to try to manage common supply chains, many of which are global. Add to this the limited aggregation of spend. All these factors create unnecessary costs directly for the public sector, for suppliers and for their supply chains, which then get passed back to the public sector.”

Colin attributes the current situation to the way in which the public sector has evolved.

“The public sector has developed in a haphazard way over hundreds of years and the organisation of procurement reflects this. The Office of Government Commerce has assessed that there are several thousand public sector procurement organisations and over 40,000 procurement points. Large parts of the public sector, for example local authorities, are not part of the ‘Crown’, retain a high degree of autonomy and many public sector bodies and individuals within them seem more concerned with demonstrating their ‘independence’ than delivering value for money through working with others. 

“The world has changed. Public sector procurement has become increasingly dependent on global supply chains. Yet too many parts of it seem to retain a pre-supermarket era corner shop mentality when it comes to procurement of goods services and works.” 

Colin argues that successive governments have paid insufficient attention to dealing with the issue of how the public sector procures goods and services. 

“The ‘Thatcher’ government started to take a serious look at central government procurement in the mid-1980s and made some significant changes but failed to keep up the momentum. 

“The last Labour government paid much more attention to it but, despite some valuable initiatives such as the creation of the Office of Government Commerce, failed to address adequately some fundamental issues such as the way public sector procurement is organised and the poor quality of information on how and with whom the £220bn is spent. 

“Given that all political parties have some of their MPs and House of Lords members from the business world, it is amazing that they tolerate a situation in public sector procurement that they would not remotely countenance for their own businesses and which they know would lead to bankruptcy or takeover.” 

Although there are a number of business people in each party, there is an inadequate understanding amongst most MPs and senior public sector officials of the importance of procurement and what is required to deliver savings and other benefits. Partly there has been scepticism about what benefits can be achieved. In contrast, there is a tendency towards ‘magic thinking’ which believes that big improvements can be achieved through incremental change. 

“The truth is that if all one wants to achieve is savings of 1%-2%, one should be able to do it through doing what one does now, but better – and there may be many ways of doing this. If one wants to achieve 4-5% overall, then a much more radical approach is required, including a great emphasis on collaboration and a certain degree of commitment to it, though there may be several ways of achieving this. 

“7% or more requires a genuinely radical approach, an integrated procurement structure proposed in a paper that I produced recently for the Institute of Directors, Towards Tesco. Subject to a few fairly minor variations, there is really only one model that is a serious option. The bottom line is that to achieve big savings, one has to make fundamental changes”.

In the paper, Colin wrote that potential savings in procurement of £15bn a year could be achieved through a fundamental re-structuring of the management of public sector procurement and a further £10bn through a much broader and coherent approach to outsourcing. So is £15bn realistic?

“£15bn amounts to 7% of public sector procurement. I suggested in the paper that it would take three years to achieve this. Most private sector directors of procurement would think that it was their birthday to be given such an unambitious target. Having spent the best part of 30 years creating and then managing procurement and contracting organisations, including some joint ones, I have been aware just what can be achieved by the industry best category managers that I have been fortunate enough to employ. 

“They understand the industry, understand the products, know the suppliers, understand what matters to customers and ‘commissioners’ and are highly respected. They can work with suppliers to take out cost. Consequently, in areas as diverse as facilities management, office furniture and laboratory supplies they have delivered cash savings of 35% or more – and have taught me a huge amount at the same time. 

“Recognising that there are some long term contracts that may be difficult to re-negotiate and that there may be limited scope for savings in some areas, 7% still does not look too high. Given the state of public sector finances, it is the least that should be achieved.”

When I point out that savings means reduced profits for the private sector, Colin says that all companies need to make healthy profits. His proposals would take cost out of procurement and enable suppliers to take out cost. It is not about reducing profits. In fact, an integrated public sector procurement structure should facilitate healthier supply markets.

So what is this ‘integrated’ procurement structure? Essentially, it is that those who are best able should procure and let contracts on behalf of all should do so. All major contracts and framework agreements and category management for the public sector should be undertaken by the major professional procurement organisations that already exist in bodies such as Revenue and Customs, DWP and Buying Solutions. 

These organisations would need to be bolstered to undertake this role and would need the authority to do so. There are specialist procurements, such as research equipment, defence or for the security services. These should be done by specialist procurement organisations. For instance, the research councils would be potentially well placed to handle all research equipment procurements. 

There is a strong argument that this procurement structure should be led by the chief executive of the Office of Government Commerce.

There are procurements and contracts which are better done at a regional level and regional procurement organisations should be set up to handle procurement throughout the public sector in those regions. The directors would report to the head of the national procurement structure. 

There is an argument for sub-regional procurement teams, again operating across the public sector and, below that, small local procurement teams to act as internal clients and deal with small local procurements and contracts. 

These people would work for the organisations within which they reside. Recognition would also need to be given to the purchasing consortia which operate within particular sectors. They provide valuable links with customers and it should be possible to incorporate them within the overall integrated structure.

The proposed structure would be consistent with Total Place and should help facilitate it. 

When asked if it would ever happen, Colin is optimistic. “The new government will have to make it happen – it will have to make a virtue out of necessity. Within five years – and I hope earlier, the management of public sector procurement will be structured along the lines I have outlined. 

“Will the ‘independent’ public sector organisations participate? Yes, if they are made the right offer. Part of this would be a clear service level agreement – we will deliver this if you provide us with that. They should also be given the choice not to join, but it would be a choice either to commit fully at the outset or not have a chance to apply to join for at least three years. The latter option carries risks which few chief executives would wish to take.”

Tell us what you think at opinion@publicsectorexecutive.com
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