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Summary

UK government policy on public procurement is clear: to achieve value for money —
taking account of whole-life cost and other requirements such as relevant economic, social
or environmental objectives — through a fair and open competitive tendering process.
However, applying this policy to every contract demands detailed guidance from an
authoritative source and skilled and experienced personnel in all 2000 public bodies in the
UK that procure goods and services.

We were told that too often public officials, faced with difficult decisions and afraid of
criticism if the procurement went wrong, took refuge behind bureaucracy, failed to choose
innovative or environmentally sustainable goods and services, and opted for the least cost
not the best value bid. As well as costing more in the long term, this deterred competition
and innovation among suppliers and was particularly harmful to small businesses which
do not have the resources to sustain complex, prolonged tendering processes.

These failings are caused not by a flaw in public policy but by problems in its
implementation. The Office of Government Commerce (OGC), the body charged with
overseeing procurement policy, has issued a number of comprehensive guides to best
practice and has drawn up useful standard forms, for example in relation to
prequalification for tendering. However, until a few months ago it did not have the
authority to enforce implementation of best practice. We expect it to do so now.

We are concerned that in one area — the use of public procurement to further the
Government’s social policy and equality aims — the OGC’s guidance did not go far
enough. We recommend that the guidance be reviewed.

In some respects, the Government’s current efficiency drive — involving (amongst other
things) centralising purchasing and the use of framework contracts — is making it more
difficult for SMEs to compete for public contracts and reducing competition further. We
were also told that public bodies had a poor record on timely payment of bills, which we
deplore.

Despite the OGC’s new focus and powers, it has a small staff and will find it difficult to
police even the central government departments, let alone provide advice and guidance to
other public sector bodies. Therefore, we emphasise the need for better trained and higher
quality procurement officials throughout the public service, supported by floating teams of
experts in particular procurement areas.







1 Introduction

1. The public sector spends nearly £125 billion, or 10% of GDP, a year purchasing goods
and services in the UK economy.! The manufacturing sectors most heavily involved in
selling to Government include food, paper and printing, pharmaceuticals, construction
products, aerospace and environmental technology. In the autumn of 2006 we began a
series of inquiries examining issues of concern to manufacturing industry under the broad
heading of “The future of UK manufacturing’. We have already published Reports into two
of these issues, skills shortages in manufacturing industry and government support for
exporters.” We now turn to the question of whether the rules and practices relating to
procurement of goods and services by public authorities hinder or help UK manufacturers
in obtaining public contracts.

2. During this inquiry we took oral evidence from British Expertise, a trade organisation
promoting the export of professional services from the UK; the Confederation of British
Industry (‘CBI’); EEF, the Manufacturers’ Organisation (‘EEF’); the Forum of Private
Business (‘FPB’), and Ms Leslie Kossoff, an Independent Executive Advisor; Intellect, a
trade association for the IT, telecoms and electronics industries in the UK; the Trades
Union Congress (‘TUC’); the trades union then called Amicus; and the Government, in the
form of officials from the Department for Innovation, Universities and Skills’ (‘DIUS’) and
the Office of Government Commerce (‘OGC’).* We received written submissions from
these and from a further nine professional associations, companies and trade
organisations.” We are grateful to all those who gave written or oral evidence to us.

' HM Treasury, Transforming Government Procurement, January 2007, para 1.4 (henceforth ‘Transforming government
procurement’)

2 Respectively, Trade and Industry Committee, Better Skills for Manufacturing, HC 493-I, Fifth Report of Session 2006-07;
and Trade and Industry Committee, Marketing UK plc — UKTI’s five-year strategy, HC 557, Sixth Report of Session
2006-07.

3 The restructuring of government departments in June 2007 involved, amongst other things, the removal of the section
of the Department of Trade and Industry dealing with promoting innovation to the DIUS; hence, the Government'’s
original Memorandum to us was submitted by the DTI, but the oral evidence and supplementary written evidence
came from the DIUS.

4 With the exception of the evidence from Intellect and from DIUS and the OGC, all this oral evidence is printed as part
of the volume covering all three manufacturing inquiries, Trade and Industry Committee, Future of UK
Manufacturing, Oral and Written Evidence, HC 161 of Session 2006-07. Intellect’s oral evidence may be found in
Trade and Industry Committee, Europe moves East: The Impact of the New Member States on UK Businesses, HC xx,
Session 2006-07(hereafter ‘Europe Moves East’). The oral evidence from DIUS and the OGC is published with this
Report.

5 Association of the British Pharmaceutical Industry, British Furniture Confederation (Public Sector Working Group),
British Printing Industries Federation, Federation of Small Businesses, Institution of Engineering and Technology and
Institution of Mechanical Engineers (jointly), KPMG, Midlands Fashion Showcase, Royal Aeronautical Society, and
Society of British Aerospace Companies. With the exception of the supplementary written evidence from DIUS and
the OGC, which is published with this Report, all Memoranda were published in the Future of UK Manufacturing
volume mentioned in footnote 4 above.



2 Government policy and international
agreements

Government policy
3. The Government has recently described its procurement policy as follows:

“The Government’s overall procurement policy is centred on buying the products it
needs under a fair and open competitive tendering process, guarding against
corruption and achieving value for money. ...

“The purpose of procurement policy is to support the Government’s goal of
delivering world-class public services that are value for money, and in a sustainable
way. Effective procurement also has the capacity to drive the efficiency of suppliers
and their supply chains...

“Good procurement means getting value for money — that is, buying a product that
is fit for purpose, taking account of the whole-life cost. A good procurement process
should also be delivered efficiently, to limit the time and expense for the parties
involved. Successful procurement is good for the public, good for the taxpayer, and
good for businesses supplying the government.”

4. This policy is fleshed out in other documents. The then Department of Trade and
Industry ['DTT’]” argued in its Memorandum to this inquiry that value for money was “not
about securing the lowest upfront price”, but rather achieving the best possible
combination of ‘whole life cost’ set against ‘quality’. In this context, the DTI intended
‘quality’ to mean the extent to which the contract met the purchaser’s requirements, which
might include economic, social and environmental objectives that were relevant to the
contract in question.® Moreover, “goods, works and services should be acquired by
competition unless there are convincing reasons to the contrary”, not only in order to
achieve value for money for the taxpayer but also “contributing to the competitiveness of
UK suppliers, ... improving their ability to participate in both domestic and overseas
markets”.’

5. The principles of government procurement policy are therefore clear and we heard no
objections to them, but implementation of them has proved more problematic. Following
Sir Peter Gershon’s review of civil procurement by government in 1999, the Office of
Government Commerce was set up as an ‘independent office of the Treasury’ to promote
good procurement across government. Although the OGC formulated policy and issued
best practice guidance to all central government bodies, responsibility for implementing

8 Transforming government procurement, paras 1.3, 1.5 and 1.6

7 Now Department for Business, Enterprise and Regulatory Reform
8 Appendix 18

% Ibid.


















































































































