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The market for public services in the UK

Foreword

By John Cridland, Deputy Director-General, CBI

As users, funders and providers of public services, business is at the heart of
the debate on public service reform. Private sector delivery of public services
is not new in the UK, though over the last twenty years, private sector
involvement in providing public services has been growing. This is why the
CBI stepped up its campaign on public service reform in 2002 by establishing
the Public Services Strategy Board, bringing together leading private sector
public service providers, in order to demonstrate the added-value contribution
of this sector to the economy.

However, until now, there has been no real data on the size of the UK public services industry. That’'s why
the CBI commissioned independent research from Oxford Economics to analyse the UK public services
market, identify the proportion of private sector involvement in the delivery of services and seek
recognition for this important sector which, for too long, has been under the radar. The findings of Oxford
Economics’ research mean we now have some hard facts about the industry and the contribution it
makes to the UK economy.

But this is just the first step. Promoting UK industries at home and abroad is crucial in an increasingly
competitive global economy — and this should apply equally to the public services industry. The CBI
welcomed the Secretary of State’s announcement of a review into the industry to be led by DeAnne
Julius. We think the UK government can and should do more to export its public service industry success
while strengthening and deepening the reform process for the benefit of the public at home.

We call it an ‘industry’ because, just as with aerospace, telecoms, or retail, public services is an economic
sector facing challenges and opportunities shared by other companies across the economy as well as
those that are unique to its commercial situation.

So with the publication of this report, the public services industry and the CBI are ready to move forward.
We hope our political leaders of all parties are also up to the challenge.

C/;&M Caidlend
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The market for public services in the UK

Executive Summary

Total government procurement (goods and services) was £116 billion in 2005/06...
...and £88 billion in the seven sectors’ this study focuses on...

e This report presents results from research undertaken by Oxford Economics on behalf of
the CBI assessing the size and shape of the market for public services in the UK,
covering a combination of both public service delivery and supporting services to public
sector delivery organisations

e The ‘top-down’ results draw on UK public spending data, supported by additional details
from departmental reports and other publicly available information to estimate the scale
of public sector procurement across a wide range of different public spending areas, such
as home affairs; health; local government services; welfare to work; education and
children’s services; public transport; and defence services

e Overall government procurement (including both goods and services) was £116 billion in
2005/06 and the corresponding figure for the seven spending areas identified as part of
this study was £88 billion. Health (£44 billion) followed by defence (£18 billion) and then
education (£8 billion) make up the largest categories

...government procurement of services alone in the seven sectors is estimated to have been £44
billion and this has provided 700,000 jobs...

e The seven areas of public services covered by our analysis depended on £44.3 billion of
services supplied from the private and third sectors in 2005-06

e Suppliers of these services generated £25 billion value-added in meeting this demand
and provided 700,000 jobs

...meaning this industry is significantly larger than the aerospace and pharmaceuticals industries

e Therefore the public services industry makes a larger contribution to GDP than the
aerospace and pharmaceuticals industries and is similar in size to the post and
telecommunications sector

The largest spending area was health followed by defence...

e Of the £44.3 billion spending on services health makes up the largest proportion
(£20.7 billion), followed by defence (£8.2 billion) and then education (£5.4 billion)

1 . . . . . .

These are the major public facing services (home affairs, health, local government services, welfare to work,
education & children’s services, transport and defence). The main areas excluded are central government functions,
social protection, culture and religion.
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...and the largest spending category was front line service delivery followed by “soft” facilities
management

e In order to provide information on the categories of expenditure we undertook a survey of
private and third sector providers of these services

e The survey results reveal that front line service delivery makes up the largest component
(45%); followed by “soft” facilities management, back office activities and then
consultancy

On average most organisations have not seen any growth in sales to the public sector in recent
years

e When looking at how the market for sales to the public sector has grown over the last 12
months and 5 years, the most common response in the survey was that organisations
have experienced no growth in sales. However, a significant number of organisations
have experienced strong growth with 15% growing at more than 20% over the last 12
months

e QOver the next five years the government expects its spending to slow to just 2.1% per
annum compared to 4.3% per annum in the past 5 years

L @ 0XFORD ECONOMICS
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1. Introduction

Government procurement grew rapidly in cash terms between 1987 and 1993 and, following a period of
more subdued growth in the mid 1990s, grew rapidly again between 1998 and 2005. In 2005/06 it was
estimated at £116 billion. This growth follows increases in certain areas of spending and increases in the
share of government activity that is conducted by the private sector, following contracting out of some
government services and various public private partnerships.

By using alternative providers to supply public services, the government is able to manage peaks in
demand, to take advantage of innovative solutions and commercial incentives to sustain continuous
improvements, and to utilise the private sector’s expertise in managing supply chains. Perhaps most
importantly, it gives public sector buyers greater opportunity to focus on the outcomes they want to
achieve rather than just processes and outputs.

Until now it has been hard to accurately assess the importance of the market for public services due to
the lack of available information. To address this and produce hard facts on the topic the CBI
commissioned Oxford Economics to analyse the size and scope of the UK public services market.

This report presents results for a two-way breakdown of relevant public spending?, to the extent that data
are available or there is a suitable basis for estimating the required amounts. One dimension covers the
breakdown of the UK public services market by the type of public service involved (eg whether it is related
to the delivery of policing services, primary health services, local transport services, post-secondary
education etc); the second dimension covers the type of activity involved in supporting the underlying
public service (eg front line service delivery, facilities management, consulting, back office human
resources support, IT support etc).

Our approach to analysing this market is based on two key strands:

e A ‘top-down’ analysis of public expenditure information in the UK looking at what information can
be derived from relevant departmental reports and aggregated public spending. (This could be
regarded as information from the demand side of the UK public services market); and

e A survey of those involved in supplying services to the public sector. In this survey we requested
information to whom relevant services are provided; what types of services are being provided;
the scale of such service provision; and any estimates of what share of the relevant market such
service provision accounts for (ie information from the supply side of the UK public services
market).

2 . . . . . .
These are the major public facing services (home affairs, health, local government services, welfare to work,
education & children’s services, transport and defence). The main areas excluded are central government functions,

social protection, culture and religion.
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The report is structured as follows:

Section 2 presents the definition for public services used in this report;
e Section 3 presents statistics for overall public spending on services;

e Section 4 analyses the available information on how much of this is spent buying in public
services in key areas from alternative providers;

e Section 5 presents the findings from our survey of organisations involved in this market
which provides additional information on the type of services involved; and

e Finally Section 6 summarises the findings from the study and places the size of this
market in context.

L @ 0XFORD ECONOMICS
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2. What do we mean by public services?

Key Point

e The definition of the market for public services used for the analysis is a combination of
both public service delivery and supporting services to public sector delivery
organisations

There are many different ways to define public services. For example, one definition could simply be
services provided by the public sector. However, the growth of contracting-out and the development of
public private partnership models can sometimes mean that from the public’s perspective there is no real
distinction between a service provided by the public sector, and one provided on behalf of the public
sector by another organisation. A more useful definition from the perspective of the recipient of public
services might therefore be “those services to the public in which the public sector is the principal decision
maker on the outputs and outcomes that the service tries to achieve". (To avoid confusion, it is worth
noting that this concept of public services is quite different from the overall concept of public spending.
Section 3 explains what other elements are contained within overall public spending).

In practice, we are primarily interested in the market for public services, rather than just public services
per se, and so the analysis focuses on public services which are paid for by the public sector, rather than
those provided directly by the public sector. Focusing on the market for public services also raises
questions about the market for services provided to the public sector which may not be specifically
services for the public, but which are nevertheless provided to the public sector in very much the same
way as services that are to the public. For example, companies involved in owning, managing and
running a prison on behalf of the public sector might also be involved in providing HR support to a
different prison that was actually being run in the public sector. In order to assess the overall size of the
market relevant to both the companies involved and policy makers there is a clear case for also including
this sort of activity.

However, we are not trying to cover the whole of public sector procurement (even though that is one of
the potential building blocks of the analysis from the top-down work). To ensure that the estimates are
relevant for looking at the supply of public services we do not include:

e Sales of goods to the public sector;

e Sales of services to parts of the public sector that are not involved in supplying services to the
public, for example payroll services to a central government department like HM Treasury; and

e (Capital expenditure by the public sector.
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3. Public sector spending on services

Key Points

e  Total government procurement (including both goods and services) was £116 billion in
2005-06

e This is much less than overall public spending of £523 billion, which also includes public
sector pay, social security benefits, debt interest, subsidies & other transfers, capital
spending and ‘accounting adjustments’

Government figures show that overall public spending in 2005-06 was £523 billion (Total Managed
Expenditure). However, overall government spending includes many components that are not relevant to
this study, such as interest payments on the National Debt, capital spending and social security benefits
for those on low incomes. Figure 3-1 shows how this spending was split between so-called ‘accounting
adjustments’ (arising, for example, from different treatments of tax credits, VAT refunds and pensions in
the national accounts and the public sector accounts), capital spending and current spending on services.

It is worth pointing out that the distinction between goods and services bought by the public sector is not
one that is generally made in published public expenditure analyses. ‘Total expenditure on services’ for a
particular government function, for example, includes both goods and services without distinction, and
current spending on services includes debt interest, social security benefits, and subsidies & other
transfers, as well as pay and procurement. £254 billion out of Total Managed Expenditure of £523 billion
in 2005-06, however, is spent either on paying staff or on procurement, both of which will include a
significant element of delivering public services. In terms of analysing the market for public services — as
discussed in the previous section — it is a proportion of the £116 billion spent on procurement that is most
relevant.
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Figure 3-1: UK public spending, 2005/06
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4, Data analysis

Key Points

e Our analysis focuses on seven key areas of public spending where the private sector
makes a significant contribution. Overall government procurement within these
spending areas in 2005-06 was £88 billion

e  These areas of public spending depended on £44.3 billion of services supplied from
outside the public sector in 2005-06

e  Suppliers of these services generated £25 billion value-added in meeting this demand,
providing 700,000 jobs

4.1. Introduction

Our approach to analysing the market for public spending in the UK depends on four main steps,
explained in more detail below:

e Overall spending on the areas identified as of primary interest to suppliers of services to the
public sector is obtained primarily from Public Expenditure Statistical Analysis (PESA) 2007;

e The share of procurement within government spending in each of these areas is estimated from a
combination of supplementary information from the PESA database and individual public sector
accounts;

e The share of procurement spending in each area going on services rather than goods is derived
from input-output analysis; and

e Estimates of the breakdown of services spending in each area between different types of services
are put together from the results of our survey of service providers.

4.2. Public Expenditure Statistical Analysis (PESA)

A key source for any analysis of UK public spending is the annual HM Treasury (HMT)/Office

for National Statistics (ONS) publication on Public Expenditure Statistical Analysis. The latest of these is
PESA 2007. It covers analyses for a number of years — typically from 2001-02 up to 2007-08. The last
two years, however, are based on information from public spending plans rather than actual public
spending data, and a number of analyses only extend to 2005-06, which is the latest year using actual
outturn data. It is 2005-06 which is therefore the focus of the analysis here.
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4.2.1. Public sector procurement by function

The PESA public spending data are presented using a UN classification known as COFOG (Classification
of function of government). At its broadest level, this splits government functions into:

01 - General public services

02 - Defence

03 - Public order and safety

04 - Economic affairs

05 - Environmental protection

06 - Housing and community amenities
07 - Health

08 - Recreation, culture and religion

09 - Education

10 - Social protection

A more detailed 2-digit classification is used for some of the PESA results, and this allows a closer match
with the expenditure areas on which this study is focused. Government spending by function at this level
of detail is shown in Appendix 1, Table A-1.

4.2.2. Public sector spending by economic category

PESA also contains information on public spending split up according to the type of spending involved, ie
whether it is on pay, procurement, capital spending, social security benefits, etc. This is the basis for the
summary presented in the previous section in Figure 3-1. More detailed figures for 2005-06 as well as
2006-07 are shown in Appendix 1, Table A-2.

4.2.3. Public sector spending by function and economic category

The published PESA tables analyse public spending by function or by economic category only. However,
we have been able to obtain from HMT information that provides some of the two-dimensional breakdown
of public spending between function and economic category that we are looking for. Details are shown in
Appendix A, Table A-3.

There are, however, two significant limitations in this data from the point of view of the analysis we are
looking at here:

e First, the information covers only spending functions at 1-digit COFOG level, and therefore
provides only a limited match with the areas of public spending that we are trying to look at for
this report

e Second, all the different categories of spending that we are aiming to cover such as front line
service delivery, consultancy, back office human resources support and IT support are included
within the one economic category of procurement
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4.3. Further analysis

4.3.1. Additional public sector accounts

Given the limitations of the PESA analyses discussed above, our estimates are based on extending this
in a number of ways. In the first instance we have examined a large number of departmental and other
reports to see what additional information can be obtained on the breakdown of particular areas of
spending. We have used these in particular to make appropriate assumptions about the likely breakdown
of the spending data we have into procurement and other spending. Further details of the assumptions
involved are set out in Appendix B.

4.3.2. Input-output tables

Input-output tables are designed to show the flow of goods and services through the economy between
sectors, providing information on total intermediate purchases by organisations classified by ‘industrial’
sector. Although for our purposes there is only a limited breakdown of relevant sectors purchasing goods
and services, the information on which sectors they are buying from gives enough detail to give a good
idea of how much is being spent on goods as opposed to services. Table A-4 in Appendix A provides
information from 2004 (the latest year for which detailed input-output tables are available) on government
purchases from different parts of the economy.

4.3.3. Survey

As a final stage in the analysis, we have used the results from our survey to provide additional information
of the breakdown of procurement into the different categories we are interested in (see section 5).

4.4, Overall results

Table 4-1 summarises the results of our analysis. Overall public spending across the seven areas we
have focused on was £243.4 billion, of which £88.2 billion was spent buying goods and services from
outside the public sector. Just over half of this went on buying services, with the result that the public
sector spent £44.3 billion on buying services in these key areas. The “Other spending” category in Table
4-1 includes social benefits, debt interest etc. A more detailed breakdown of spending on services is
provided in Appendix A, Table A-5.
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Table 4-1: Public spending on services, 2005-06

Total spending Procurement Services

Spending area £bn % £bn % of proc. £bn
Home affairs 26.1 24.4 6.4 452 2.9
Health 88.7 49.5 43.9 47.2 20.7
Local government services 24.9 29.2 7.3 66.8 4.9
Welfare to work 0.6 774 0.5 93.1 0.4
Education and children's services 61.1 13.0 8.0 67.8 5.4
Transport 111 36.5 41 45.2 1.8
Defence 30.7 59.0 18.1 45.2 8.2
Total sectors covered 243.3 36.2 88.2 50.2 44.3
Memo:

Other spending 280.1 9.8 27.4

Total 523.4 221 115.6

Source: Oxford Economics

Figure 4-1: Public spending on services by detailed spending area, 2005/06

Defence Home affairs
18% 7%

Transport
4%

Education
and children's

services Health
12% 47%
Welfare to
work

Local
government
services

11%

1%

Source: Oxford Economics

The importance of this spending to the UK economy does not just depend on its scale — there are many
ways in which using alternative suppliers of services can improve the efficiency and focus of the public
sector. Looking just at the direct scale of this part of the economy, however, supplying £44.3 billion of
services to the public sector generates an estimated £25 billion of value-added (based on the overall
proportion of value-added in gross output across the service sectors of the economy). In other words
these suppliers contributed £25 billion to UK GDP in meeting the public sector's demand for their
services. In doing this, they employed around 700,000 people®.

® This figure is derived by applying appropriate productivity data to the value added figure. It is further supported by

findings from our survey.
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5. Extending the analysis - Public sector procurement by
category

Key Points

e In order to provide greater detail than that available from published statistics we
undertook a survey of private and third sector providers of services to the public sector

e Respondents had combined total sales of services to the public sector of over £10 billion
out of an estimated total market size of £44 billion, and therefore cover nearly a quarter
of the market

e  The results reveal that front line service delivery makes up the largest component (45%);
followed by “soft” facilities management, back office activities and then consultancy

5.1. Approach

In order to further breakdown the value of government procurement by spending area into different
categories we undertook an online survey of private and third sector providers of services to the public
sector®. The aim of the survey was to provide greater detail than can be derived from the published
statistics discussed thus far in the report. In particular, about the types of services provided by the private
and third sectors to the public sector in the UK. For the purposes of this project we asked organisations to
break down the services they provided into the following classifications:

e Goods

e Front line service delivery (eg delivering enterprise and business support programmes,
treating NHS patients, welfare to work programmes)

e “Soft” facilities management (eg cleaning, catering, security)

e “Hard” facilities management (eg asset maintenance, estates management)
e Consulting (eg supply chain management, risk management)

e Back office: human resources (eg payroll)

e Back office: IT support

e Other back office (eg finance & accounts)

e Other

We also asked companies which areas of government they worked with.

A copy of the questionnaire is available on request.
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The sample of providers used in the survey was drawn from members of the CBI's Public Services
Strategy Board®, CBI Public Services Forum and also third sector providers. In total, 53 organisations
responded to the survey, 13 of which are from the third sector. Those organisations responding to the
survey employed over 160,000 people in delivering services to the public sector and these employees
generated sales of more than £10 billion®. As we estimate that the total value of sales of services in the
seven categories of interest to our study is £44 billion, the organisations covered in our survey cover a
substantial proportion of the total market.

Chart 5-1 show the distribution of respondents by company size — by employee size band (Chart 5-1 (a))
and turnover (Chart 5-1 (b)). The organisations that responded to the survey included some of the largest
(sales of over £1 billion) as well as a significant proportion being SMEs.

Chart 5-1: Survey response by firm size
(a) Employees

survey count
16
14 -
12 -
10 -

Source: Oxford Economics

® The CBI's Public Services Strategy Board (PSSB) was formed in 2002 to promote the transformation of public
services in terms of quality, value and efficiency. The PSSB provides strategic direction for the CBI's public service
reform campaign and is made up of leading public services organisations.

Around £10 billion of these sales are of services to the public sector in the seven categories of interest to our study.
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(b) Turnover

survey count
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Source: Oxford Economics

The distribution of survey respondents split by which departments they sell services to (Chart 5-2)
indicates that whilst the survey covered companies worked across all spending areas, the survey was
underrepresented in terms of sales of health services and over represented in sales of transport services.

Chart 5-2: Distribution of survey sample compared to the market (by spending
area)
Sales by

spending area
from sample

E Home affairs

W Health
Sales by O Local government
spending services

area from
“top down
statistics

» O Welfare to work
M Education and
children's services

B Transport

W Defence

Source: Oxford Economics
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5.2. Results

When looking at how the market for sales to public sector had grown over the last 12 months and 5 years,
the most common response in the survey was that organisations had experienced no growth. However, a
significant number of organisations have experienced strong growth with 15% growing at more than 20%

over the last year (Chart 5-3).

Chart 5-3: Growth in sales to the public sector
(a) Last year

survey count

<-10% -9to- 0% 1-4% 59% 10- 20% +
1% 19%

Source: Oxford Economics

(b) Last 5 years

survey count
14 -

12 1
10 A

<-10% -9to- 0% 1-4% 59% 10- 20% +
1% 19%

Source: Oxford Economics
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The survey responses have been used to provide a break down for the £44 billion of spending of
procurement on services by the public sector, identified in Section 4 of this report, into different
categories. This analysis suggests that front line service delivery makes up the largest component (45%);
followed by “soft” facilities management, back office activities and then consultancy (Chart 5-4).

Chart 5-4: Public sector procurement of services by category
Back Office - IT Other Back Other

3% Office 19,
8%

Back Office -
Human
Resources
1%

Consultancy
6%

"Hard" Facilities F.ront Iin.e
Management service delivery
5% 45%

"Soft" Facilities
Management
31%

Source: Oxford Economics

The survey also enabled analysis of the break down of public sector procurement by these categories
within different spending areas (eg health, education etc). This analysis suggests that defence and home
affairs spend proportionally the least on front line service delivery with both spending proportionally more
on facilities management. Welfare to work and local government services spend proportionally the most
on front line service delivery (Chart 5-5 and Table 5-1).
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Chart 5-5: Public sector procurement of services by category and by spending
area

B Front line service delivery

Defence -
B Facilities management

O
Transport Consultancy
O Back Office

Education and children's
services

Welfare to work

Local government
services

Health

Home affairs

5,000 10,000 15,000 20,000 25,000

o

£mn

Source: Oxford Economics

Table 5-1: Public sector purchasing of services

Public sector purchasing of services (£ million)
Front line

service Facilities Back Office

delivery management Consultancy and other Total
Home affairs 900 1,400 300 200 2,900
Health 8,800 8,500 800 2,600 20,700
Local government services 3,700 200 1,000 <50 4,900
Welfare to work 400 <50 <50 <50 400
Education and children's services 2,500 1,300 100 1,500 5,400
Transport 1,100 100 500 200 1,800
Defence 2,400 4,400 100 1,200 8,200
Total 19,800 15,900 2,900 5,800 44,300

Source: Oxford Economics
Note figures rounded to the nearest £100 million
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6. Summary - putting the public services industry in
context

The analysis in this report shows that public sector procurement across the eight relevant spending areas
totalled £88 billion in 2005-06, out of overall procurement of £116 billion. Around half of this £88 billion
expenditure was on services (£44.3 billion) with the rest being on goods. The largest three areas of public
spending on services identified as part of this study are:

e Health (£20.7 billion)
e Defence (£8.2 billion)
e Education (£5.4 billion)

The largest two categories (across all spending areas) of public spending on services identified as part of
this study are:

e Front line service delivery (£19.8 billion)
e “Soft” facilities management (£13.7 billion)

The £44.3 billion of purchases by the public sector on services from the private and third sector generates
a value added contribution to GDP of £25 billion in meeting this demand. Value added is a measure of
output. The value added by an organisation or industry is in principle their revenue minus the non-labour
costs of inputs. This implies that the “public services industry” is similar in order of magnitude to the hotels
& restaurants, post & telecoms and food, drink and tobacco industries in the UK. Furthermore, it is a
substantially bigger industry than the automotive, pharmaceuticals and aerospace industries in the UK
(Table 6-1).

Table 6-1: Value Added contribution to GDP for selected UK industries

Sector Value Added Contribution to GDP
(£ billion)
Hotels & restaurants 35.6
Post & telecoms 27.7
“Public services industry” 25.0
Food, drink & tobacco 23.0
Automotive 8.9
Pharmaceuticals 8.5
Aerospace 6.8

Source: Oxford Economics, Annual Business Inquiry 2006, Gross Value-Added
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Appendix A — additional data analysis

Table A-1: Total expenditure on services by COFOG level 2, 2005-06 and 2006-07

I

1. General public services

1.1 Executive and legislative organs, financial and fiscal affairs, ¢ 11,582 12,164
1.2 Foreign economic aid 4,067 4,207
1.3 General senices 1,032 1,294
1.4 Basic Research 115 94
1.5 R&D General public senices 34 36
1.6 General public senices n.e.c. 2,264 2,193
1.7 Public sector debt transactions @ 26,588 28,256
of which: central government debt interest 25,804 27,424
of which: local authority debt interest 439 497
of which: iublic chﬁrations debt interest 345 335
2. Defence

2.1 Military defence 26,566 27,596
2.2 Civil defence 87 95
2.3 Foreign miltary aid 1,114 1,669
2.4 R&D Defence 566 625
2.5 Defence n.e.c 2,376 2,364

3. Public order and safety

3.1 Police senices 16,332 16,838
of which: immigration and citzenship 1,841 1,778
of which: other police services 14,491 15,059

3.2 Fire-protection senvices 2,675 2,705

3.3 Law courts 6,203 6,338

3.4 Prisons 3,578 4,086

3.5 R&D Public order and safety 26 40

3.6 Public order and safety n.e.c. 484 507

4. Economic affairs

4.1 General economic, commercial and labour affairs ) 6,890 6,794
4.2 Agriculture, forestry, fishing and hunting 5,602 5,366
of which: market support under CAP 3,800 3,474
of which: other agriculture, food and fisheries policy 1,635 1,711
of which: forestry 166 181
4.3 Fuel and energy 1,436 1,547
4.4 Mining, manufacturing and construction 135 137
4.5 Transport 16,856 19,644
of which: national roads 2,724 3,274
of which: local roads 4,936 4,723
of which: local public transport 2,585 3,043
of which: railway 5,823 7,730
of which: other transport 787 874
4.6 Communication 422 594
4.7 Other Industries 292 299
4.8 R&D Economic Affairs ) 2,927 2,865
4.9 Economic affairs n.e.c 706 822
5. Environment protection

5.1 Waste management 5,048 5,869
5.2 Waste water management 76 80
5.3 Pollution abatement 229 242
5.4 Protection of biodiversity and landscape 303 365
5.5 R&D Environment protection 331 352
5.6 Environment protection n.e.c 2,452 2,759
6. Housing and community amenities

6.1 Housing development 6,740 6,826
of which: local authority housing 3,889 3,976
of which: other social housing 2,850 2,850
6.2 Community development 2,614 2,797
6.3 Water supply 879 909
6.4 Street lighting 482 521
6.5 R&D Housing and community amenities 20 16
6.6 Housing and community amenities n.e.c 175 205

(1) Debt interest figures are gross.

(2) Debt interest payments to the private sector and overseas exclude all intra-public sector payments of debt interest.
(3) General economic, commercial and labour affairs includes employment policies (general labour affairs)

(4) R&D economic affairs is equivalent to the HMT function of science & technology

(5) For 2003-04 onwards, these figures include employers’ contributions for costs of pensions increases that score within
DEL.

(6) The level of detail required for COFOG level 2 is not yet available. The health function is therefore presented on the
PESA 2006 sub-functional basis.

Source: PESA

accruals, £ million

7. Health®®

Medical senvices 86,666 92,754
Medical research 553 610
Central and other health senices 1,503 1,752

8. R

, culture and gi

8.1 Recreational and sporting services 3,169 3,583
8.2 Cultural senices 3,938 4,056
8.3 Broadcasting and publishing senices 3,260 3,421
8.4 Religious and other community senvices 105 98
8.5 R&D Recreation, culture and religion 81 93
8.6 Recreation, culture and religion n.e.c 82 91

9. Education (includes training)

9.1 Pre-primary and primary education 22,915 23,568
of which: under fives 4,299 4,142
of which: primary education 18,616 19,426
9.2 Secondary education 21,119 22,136
9.3 Post-secondary non-tertiary education 8,033 8,635
9.4 Tertiary education 9,069 10,738
9.5 Education not definable by level 7! 2,163 2,408
9.6 Subsidiary senices to education 3,656 3,806
9.7 R&D education 33 47
9.8 Education n.e.c 2,280 2,608

10. Social protection

of which: personal social services 23,921 25,433
10.1 Sickness and disability 32,224 33,190
of which: personal social services 7,077 7,227
of which: incapacity, disability and injury benefits 25,146 25,963
10.2 Old age 71,078 74,138
of which: personal social services 8,188 8,625
of which: pensions 62,890 65,512
10.3 Sunivors 1,846 1,787
10.4 Family and children 33,387 36,365
of which: personal social services 6,103 6,474
of which: family benefits, income support and tax credits 27,284 29,891
10.5 Unemployment ® 3,559 4,364
of which: personal social services 918 1,632
of which: other unemployment benefits 2,641 2,832
10.6 Housing 16,482 17,448
10.7 Social exclusion n.e.c 8,448 7,233
of which: personal social services 1,635 1,575
of which: family benefits, income support and tax credits 6,813 5,658
10.8 R&D social protection 1

10.9 Social protection n.e.c. 4,046 2,649

EU transactions

GNI-based contribution (net of abatement and collection 3,855 4,071
derived as:
EC gross contribution pre-abatement and after 11,780 12,245
Traditional Own Resources (without deduction of - 4,283 - 4,614
UK abatement - 3,641 - 3,560
EC receipts - 3,750 - 5,439
Attributed aid and CFSP - 704 - 668
TotalEUtansacions - 56 - 203
Unallocated
Departmental unallocated provision - 235

Reserve and other funds -
Allowance for shortfall - -
AME Margin - -

Accounting adjustments

(7) Education not definable by level is equivalent to the HMT sub function of training
(8) From 2002-03, the unemployment benefits line includes the relevant pay costs of Jobcentre Plus staff.
(9) EU transactions are defined as:

contributions to TME

plus EU receipts

less attributed aid

less Common Foreign and Security Policy
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Table A-2: Spending by economic category, 2005-06 to 2006-07

accruals, £ million

Public sector current expenditure on services

Pay 138,270

Procurement 115,561 267,834
Subsidies 8,987 9,340
Social benefits and other grants to private sector 169,123 175,329
Current transfers abroad 5,762 4,344
Public sector debt interest 26,588 28,256

Unallocated

Accounting adjustments

- 485

19,923 24,394

Public sector capital expenditure on services

Capital expenditure 23,463 27,168
Stock building 488 135
Capital grants 11,146 13,255

Unallocated irovision - - 424
Accountini ad"ustments 4,076 3,056

AccountincI; ad'lustments 23,999 27,450

Source: PESA
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Table A-3: Total expenditure on services by economic category and COFOG level
1 function, 2005-06

Pay‘” 10,716 11,689 18,414 4,552 1,912 1,747 40,833 3,479 33,219 11,710 - 138,270
Procurement 1,967 18,104 8,563 6,821 4,704 1,353 43,924 4,369 9,024 16,733 - 115,561
Subsidies 257 - - 7 8,087 74 408 - 92 - 75 - 8,987
Social benefits and other grants to private sector 417 61 776 4,501 219 463 745 1,113 21,200 139,628 - 169,123
Current transfers abroad 3,881 129 - 241 58 3 15 0 3 2,030 - 598 5,762
Public sector debt interest 26,588 - - 26,588

Accounting adjustments 19,923
Capital expenditure 1,763 716 1,627 7,382 843 3,144 2,945 1,163 3,504 374 - 23,463
Stock building 0 - - 86 - 401 - - - - = 488
Capital grants 59 - 19 3,609 628 3,391 255 419 2,382 384 - 11,146

Unallocated provision

Accounting adjustments 4,076

23,999

Total Expenditureon Serviees 593,386
Source: PESA

Table A-4: General government final consumption by industry, 2004’

Goods 3,673 18,587 3,410 17,299 45,794
Utilities 411 683 498 604 125 38 2,518
Construction 590 3,712 316 415 94 160 5,506
Private services 8,261 13,999 5,437 8,710 1,911 2,169 41,563
Public services 1,127 4,971 3,440 7,644 14,447 3,487 35,631
Total 14,062 41,952 13,101 34,672 17,573 6,482 131,012
Services as % of total 66.8 45.2 67.8 47.2 93.1 87.3 58.9

Source: Input-Output Table 5, ONS

” ‘Public services' in this table refers to the type of services being provided rather than the type of provider
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Table A-5: Public spending on services, 2005-06

£m (share) £m  share (I0) £m
Home affairs Prisons 3.4 3,578 0.335 1,200 0.452 542
Policing 3.1 (part) 14,491 0.185 2,681 0.452 1,212
Immigration & Nationality
Directorate 3.1 (part) 1,841 0.291 536 0.452 243
Probation 3.3 (part) 814 0.306 249 0.452 113
Court / justice 3.3 (part) 5,389 0.317 1,706 0.452 772
Sub-total: courts, justice &
probation 3.3 6,203 0.315 1,955 0.452 884
Total 3 (part) 26,113 0.244 6,373 0.452 2,882
Health Primary care 7 (part) 18,661 0.495 9,239 0.472 4,358
Secondary care 7 (part) 46,399 0.495 22,972 0.472 10,836
Tertiary care 7 (part) 23,662 0.495 11,715 0.472 5,526
Total 7 88,722 0.495 43,927 0.472 20,719
Local government services Youth services 9.6 3,656 0.130 476 0.668 318
Housing 6.1 6,740 0.124 836 0.668 558
Water supply 6.3 879 0.124 109 0.668 73
Local roads, street lighting ~ 4.5(pt)+6.4 5,418 0.290 1,570 0.668 1,048
Leisure 8.1 3,169 0.380 1,204 0.668 804
Waste management 51 5,048 0.610 3,079 0.668 2,056
Total 24,910 0.292 7,274 0.668 4,856
Welfare to work Welfare to work Part of 4.1 584 0.771 450 0.931 419
Education and children's services Pre-primary and primary 9.1 22,915 0.130 2,982 0.678 2,021
Secondary 9.2 21,119 0.130 2,749 0.678 1,862
Post secondary 9.3+9.4 17,102 0.130 2,226 0.678 1,508
Total 61,136 0.130 7,957 0.678 5,391
Transport National Rail 4.5 (part) 5,823 0.388 2,258 0.452 1,021
Local public transport 4.5 (part) 2,585 0.290 749 0.452 339
National roads 4.5 (part) 2,724 0.388 1,056 0.452 478
Total 4.5(pt) 11,132 0.365 4,064 0.452 1,838
Defence Armed forces 2 30,709 0.590 18,110 0.452 8,189
Total sectors covered 243,306 0.362 88,154 0.502 44,294

Source: Oxford Economics
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Appendix B - Assumptions

This appendix provides additional information on the assumptions used to produce the estimates of

procurement spending by area of government spending, as set out for example in Tables 4-1 and A-5.

We believe that the assumptions we have made are appropriate given the information available and are
sufficiently robust to give a good indication of the scale of the market for public services in the UK.

Home affairs

Health

For prisons, the procurement share of spending was derived from Her Majesty’s Prison Service
(HMPS) Annual report and accounts, 2006/07

For policing, the procurement share was taken as an average from a selection of police authority
accounts covering a range of different types of areas (Metropolitan, N Yorks, & Kent authorities)

For immigration and asylum work, the procurement share was estimated from the total for
Classification of Function of Government (COFOG) 3 (public order & safety)

For probation, the procurement share was estimated from the National Probation Service (NPS
consolidated accounts of the probation boards, 2005/06)

For courts/justice, a procurement share for courts, justice & probation was estimated from Her
Majesty's Courts Service (HMCS) accounts 2005/06, and the courts & justice element estimated
by subtracting the probation estimate derived above

For all these categories, the services share within procurement was estimated from the input-
output data for central government spending on public administration & defence

Estimates of spending on primary, secondary and tertiary care were based on Department for
Health (DH) data for spending by category, with primary care proxied by general medical
services, drugs, pharmaceutical services, general ophthalmic services and dental services;
secondary care proxied by hospital and community health services; and tertiary care as the rest

The procurement share for all three categories of health spending was taken from the PESA data
for the overall share of procurement within health spending

The services share within this procurement was estimated using input-output data for general
government spending on health & veterinary services

Local government services

To avoid confusion, it is worth stressing that the figures here do not represent total local
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government spending, but rather spending on a variety of functions that can be regarded as
‘local’ — the bullets below list the areas included. Most importantly, for example, education is
covered separately, even though this is by a considerable margin the largest element of spending
by local authorities

The procurement share for spending on youth services was proxied by the total for COFOG 9
(education, culture and religion)

The procurement share for spending on housing was proxied by the total for COFOG 6 (housing
and community amenities)

The procurement share for spending on water supply was also proxied by the total for COFOG 6
(housing and community amenities)

The procurement share for spending on local roads and street lighting was estimated from
Department for Transport (DfT) data on spend on local authorities

The procurement share for spending on waste management was taken from Waste collection and
disposal statistics 2003-04 actuals, Chartered Institute of Public Finance and Accountancy
(CIPFA), 2005 - sourced from PricewaterhouseCoopers (PwC) - developing the local government
services market

The services share within this area of procurement was estimated using input-output data for
local government spending on public administrations & defence

Welfare to work

The procurement share for spending on welfare to work was estimated from Department for Work
and Pensions (DWP) Departmental Report 2007 (table 10)

The services share within this procurement was estimated from the input-output data for central
government spending on social work

Education and children’s services

The procurement shares for spending on pre-primary & primary education, secondary education,
and post-secondary education were all taken from the PESA data for the overall share of
procurement within education spending

The services share within this procurement was estimated using input-output data for general
government spending on education services

Transport

The procurement share for spending on national rail was based on Department for Transport
(DfT) data on procurement spend
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e The procurement share for spending on local public transport was based on DfT data on
spending on local authorities

e The procurement share for spending on national rail was based on DfT data on procurement
spend

e The services share within this procurement was estimated from the input-output data for central
government spending on public administration & defence

Defence
e The procurement share for spending on defence was taken from the PESA data

e The services share within this procurement was estimated from the input-output data for central
government spending on public administration & defence
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