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The Comprehensive Spending Review has announced some drastic cuts in funding for many parts of the public sector. It is to be hoped that these organisations will take a considered approach to delivering these savings, avoid ‘slash and burn’ and focus on genuine improvements in efficiency.  Outsourcing is a key mechanism available to them. 
I therefore want to issue 4 challenges. Firstly, one to the public sector. Several local authorities have said to me recently that they are much more interested in shared services than in outsourcing.  However, actions speak louder than words and shared services so far represent a very small proportion of public sector working.
My own experience of creating and managing shared service operations shows that they can deliver large savings, 15% staff costs in year 1 in one instance – despite a heavier workload and being given no investment money.  Savings and benefits can be achieved through: 
· Economies of scale, 
· Specialist expertise used or brought in on behalf of all, 
· Skills retention in a large shared services operation through skills transfer
· Agreements/contracts defining service levels
· Transparency of cost and performance. 
It is also accepted that joint procurement can bring huge benefits – and joint procurement is a shared service; 20% bankable cash savings overall, on a spend of £300m pa, was a figure that one of my organisations achieved. Also, there have been plenty of reports that show what the public sector could achieve if it had a coherent procurement structure, including my own ‘Towards Tesco’, published by the Institute of Directors in March this year, and the report from Sir Philip Green.
We are going to see joint operations in central government and a move towards joint procurement. But why is it that it has taken so long? Chief executives and permanent secretaries should have been driving the change. They are accountable for the efficiency with which public money is spent. However, it has taken a new government – the politicians, to force the pace. Progress in the past 5 years has been limited, simply because people do not want to do it.
There has been much discussion about public sector productivity versus that of the private sector. Public sector productivity has gone down whilst that of the private sector has gone up. Absenteeism is greater in the public sector. By failing to face up to the efficiency, productivity and procurement issues, the public sector has handed the initiative to the outsourcing industry.
The outsourcing industry achieves a significant proportion of its savings through effectively operating shared or joint services. My challenge to the public sector is to decide quickly either to implement the same efficiencies and joint working that outsourcing companies have to make, or to outsource. 
My second challenge is to the outsourcing industry. There is potential, with some radical thinking, for up to a further £150bn a year of public sector work to be outsourced. There is little that couldn’t. As well as back office services, there are front line services, even policy making. The fact that private sector advisers are used for policy work demonstrates this – perhaps a joint outsourced Whitehall policy unit? 
There are some sensitive areas and perhaps OFSTED has outsourced as much as is wise.

However, my challenge to the Outsourcing industry is simple. Produce a vision and model for how public sector services could be delivered. What should be done in-house? What should the private sector be providing? Back office services are fine, but they are not the main areas for outsourcing opportunities. Up to now, outsourcing companies have complained that more should be outsourced, but they have not come up with a constructive or coherent vision.

My third challenge is also to the outsourcing industry. Service delivery has been less than satisfactory in a number of instances. When bidding for contracts, be aware that you will be serving the general public. The public expect increasingly high standards and something of a public sector ethos in, for example, responses to queries and customer service. Cutting corners or ‘getting by’ may be tempting in order to make a contract profitable, but ultimately the reputation of outsourced providers will be damaged. 

The final challenge is to both the public sector and industry. Outsourcing is done inconsistently. There are different specifications for the same service, outsourcing projects are uncoordinated, contract terms and conditions vary and the expertise with which outsourcing exercises are undertaken is inconsistent. This creates huge expense, but no-one seems to be tackling it.

The challenge is for the outsourcing industry and public sector to work up a common and more cost effective approach to outsourcings. An example was proposed in my ‘Towards Tesco’ paper, which would result in a matrix of services and providers, with common specifications for each service. 
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