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Abstract

This research explores the phenomenon of inter-organisational collaboration between
public and private organisations in public-private partnerships (PPPs). The state’s need
for cost savings, capital, and greater efficiency has been accentuated by the recent global
economic instability and, forecasts suggest that governments, particularly in Europe, will
increasingly enter into partnerships with the private sector in the future.

In contracting out public services investment through the collaboration with private
sector the British experience is considered an international reference, the National
Health Service (NHS) being a relevant example and also one of the most controversial
contexts for the intervention of the private sector. However, few previous studies have
analysed collaborative provision of ancillary services in this context.

To conduct such a study, the concept of “partnership” required further clarification in
both theoretical and management terms. To this end, the research focused on the
leading drivers and governing influences and players, and on the working climate
generated, including the socio relational dimension and involved dynamics. The study
was conducted by means of a multi case study methodology based on semi-structured
interviews, focus groups and additional documentary information. Participants’ values
and expectations in terms of working in partnership were examined as well as
implementation and governance practices of the concept of PPP, in order to identify
the connection between theory and practice. Finally, a model was developed for
enhancing partnership between public and private organisations, grounded in the
principles of relational management theories and in accordance with the particularities
of this research context.

The main issue identified is that the drivers behind the formation of partnering
agreements are not in tune with the concept of partnership. The explored PPPs cases
manifested a highly transactional nature, representing contractual exchange relationships
characterised by formalised methods of task control and assessment rather than by trust
based collaboration. There was a lack of a supportive governance structure in terms of
the principles of partnership that the state had avowedly adopted. This research
maintains that managing the relational dimension serves as a catalyst for the success of
PPPs and that these partnerships are not embedded within otganisations; rather, their
development depends on having the right people in place. The PPP site manager’s
aptitude and attitude are key factors.

This study highlights the need for consistency in the practice of partnership in terms of
providing a balance between the level of formalisation and attention to the socio-
relational dimension. PPPs are not benefiting in full from collaboration due to the
neglect of the public/private relationship as a source of added value. This research
urges the government to turn the concept of partnership into a reality instead of
fostering anti-collaborative relationships. A model is suggested providing guidance on
the strategic management of PPPs beyond limiting partnership to mere fulfilment of
outcomes.
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Glossary of terms
NHS Trust

NHS Foundation Trust

‘Soft’ facilities management services

Research Ethics Committee (REC
/COREQC).

NHS Estates

NHS staff

A public sector organisation which provides
hospital and other acute healthcare services to
NHS patients.

Oppositely to NHS Trusts, NHS Foundations
Trusts are legal entities with unique governance
arrangements. These organisations are
authorised and regulated by an independent
regulator, monitor. They are set free from
central government control and are no-longer
performance managed by health authorities,
having financial freedoms.

Non-clinical services provided in hospitals such
as catering, cleaning, security, providing porters
and help-desk support. These are distinct from
hard facilities management services’ and are
often excluded within the scope of the PFI
contract.

An independent committee that scrutinizes
proposals for research to ensure they are
ethically acceptable

Government executive agency responsible for
providing advice and guidance on all aspects of
estates and facilities

Within this study, NHS staff is considered to
be all staff under NHS contract, involved in the
food service process
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The aim of improving public services and the seductive lure of greater benefits have led
increasingly to political preference worldwide for consolidation of PPPs as a means of
managing the design, build, finance, and operation of public infrastructure projects,
particularly large-scale procurement infrastructure projects such as hospitals, schools,
ptisons, roads, and subways (Siemiatychki & Farooqi, 2012; Dorrego de Carlos &
Martinez Vizquez, 2009; Yang, 2003), and the provision of public services (Dotrego de
Carlos & Martinez Vazquez, 2009). This strategy has not only increased private sector
involvement in local government (Jefferys, 2012), but also provoked a significant
transition in public sector management (Gadde & Snchota, 2000). Since the 1980s, there
has been a transition from competition to promotion of collaboration (Schaeffer &
Loveridge, 2002), with central government acting as a catalyst for establishing public-

private partnerships in local economies (Weihe, 2006).

This trend has been particularly prominent in the United Kingdom (UK), to the extent
that the British experience has become an international reference (KKhaleghian & Das
Gupa, 2005; Dorrego de Carlos & Martinez Vazquez, 2009). In the UK, since 1997,
private financing has constituted between 15% and 37% of annual capital expenditure
by the public sector and up to 2010 approximately £30 billion per year has been
invested in infrastructure projects under long-term contractual arrangements between
public authorities and private-sector companies. Furthermore, as a result of privatisation
agendas both of the Conservative and Labour parties, approximately 9% of public
service investment has been contracted out through outsourcing, PPPs and Private
Finance Initiatives (PFI) INAO, 2008:1). The English NHS is a relevant example of the
use of such means in pursuit of better management, efficiency and effectiveness. The
NHS was faced with the need, initially, to resolve its decaying stock of hospitals and
since 1997, the majority of new NHS hospitals have been built under PFI contracts

(Parker, 2012).

Whilst, because of their size, healthcare public services represent a good proposition for
PPPs, the search for value for money has put healthcare PPPs “under the spotlight”
(Acerete et al., 2012). More than three decades of continuous reforms have led to
continuous and varying forms of re-structuring and re-organisation (Hewison, 2003)
that have affected many service delivery aspects of the NHS (Puckett, 2004). Private

sector intervention has possibly been one of the most controversial of these
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developments (Jefferys, 2012). Due to its potential for cost effectiveness, outsourcing
by compulsory tender has become increasingly common in the provision of support
services such as catering (Kelliher, 1996), with a general growth in outsourcing

practices.

The globalised rationale underpinning this trend and the argument for adopting PPP
procurement systems presuppose that effectiveness based on cheaper service provision
and better service quality (Acerete et al., 2012; Jefferys, 2012) leads to better overall
outcomes (Siemiatychki & Farooqi, 2012; Huxham & Vangen, 2000). Governments, in
patticular, continue to use the better value for money argument when comparing this
method with traditional public procurement modes (Barlow et al., 2013). However, 25
years on, evidence to support these arguments is limited, controversial and subject to
debate (Jefferys, 2012; Baker, 2012), particularly in the case of PFI projects (Barlow et
al., 2013, House of Common Treasury Committee, 2011). In addition, despite the
argument of increased efficiency: Baker (2012), for instance, emphasised the financial
benefits of selling public services and transferring the costs to the private sector, these
new models based on alliances between public and private sector are more difficult to

manage as the processes involved are extremely complex (Barlow et al., 2013).

Furthermore, despite its popularity, this widely disseminated concept of partnership
remains imprecise and its elements are pootly defined. This criticism also applies to
operational levels, which lack the guidance of universal standards of accounting and
management (Weihe, 2005; Weihe, 2006). Hence, the concept of “partnership” requires
further clarification in both theoretical and management terms. Regarding the latter, the
intrinsic complexity derived from the interaction of different actors, strategies and
interests is one of the particularities of managing this type of collaboration (Vagen &
Huxham, 2003; Teisman & Klijn, 2002, Klijn et al., 2008b; Cousins, 2002). However,
these complexities require further investigation since they represent a gap in the

literature (Mason et al., 2004).

Independently of this lack of both academic and empirical evidence, public sector
reformers continue to search for alternative systems for public services provision

(Jefferys, 2012). At present, the difficult situation that governments globally are facing
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in terms of rising costs and failing budgets is causing them increasingly to focus on the
cost of public infrastructure provision, and hence, it is expected that governments,
particularly in Europe, will increasingly enter into partnerships with the private sector
(Barlow et al., 2013). As Acererte et al. (2012, p.311) emphasise, “in this context PPPs
continue to be attractive to both governments and investors, despite the problems with

debt financing caused by the financial crisis”.

As a result, this research considers it relevant to raise the understanding on the practice,
dynamics and implications of these procurement arrangement types in relation to their
record of success. This study explores public-private collaboration, which mainly
derives from imposed political agreements and strategies, by focusing on the
foundations of the concept of partnership from both pragmatic and theoretical
perspectives. To this end, the study focuses on the English NHS since health services
provision, despite being one of the most representative public divisions (Dowling et al.,
2004) because of the extensive number of contracts, particularly in the support services
area (Mintel, 2004), is also one of the most problematic public contexts in terms of the
implementation and success of such collaborations (Ruane, 2001; Ferlie et al., 2003;
Dorrego de Carlos & Martinez Vazquez, 2009). This chapter outlines the overall
structure of the thesis, presents the rationale, research aim, and objectives that form the
basis of its methodology, and discusses the expected contribution and significance of

this study.

1.2. Personal background and motivation to the research

My years of education and expetience from a services background, particularly in the
tourism and hospitality industries, offered a clear picture of not only what is a good
service but what makes a good service: people. This is the most important asset to any
services industry. However it was interesting -as well as disappointing -to also come into
contact with the “reality” of working in this industry far from this “axiom”. From the
hospitality employee’s perspective the working experience is surrounded with
paradoxes. Despite the acknowledgement of the role and dependence on individuals for
the provision of a positive “customer experience” and good service, the working
conditions and career opportunities on offer tend to be far from motivational

particularly in the long term.
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It was exactly this idea of the role of the human element as a premise for success in
services management along with the surrounding contradictions that pushed me to
engage in further academic research. Conversely, and in response to prevailing research
lines that persistently focus on customer satisfaction, I found support for my main
interests in the rhetoric of the internal marketing discipline that not only acknowledges
the role of organisational staff but also brings them to the forefront as a premise to
succeed. Moved by exploring these internal marketing foundations embedded in
services management theory in detail, I ended in choosing a growing area within the
hospitality industry such as contract catering. More specifically, what attracted me was
the intrinsic perceived complexity of food setrvices provision in context such as in

public healthcare institutions.

Besides its important market position, hospital food services represent a challenge not
only for its reputation and increased market opportunities at that time but also because
of the interesting element that working in a public organisational context entails.
Although, the research departed from the mentioned link between customer satisfaction
and the role of employees, as a result of the selected context, its singular nature and the
added management complexity of cross-sector collaboration, these “internal marketing
ideas” along with relationship marketing theory diverted attention towards a more
holistic view. In this way, by approaching the whole “internal otganisational market”,
the organisation “within”, the research focus particularly lay in the relationship
generated between public and private organisations working in partnership for the
delivery of ancillary services along with the dynamics to which they are exposed.
Understanding the “experience” of collaborating with two sectors of presumed
different nature and interests by taking into consideration both actor organisations”
perspectives was the main driver of this study. The research aim and objectives are

introduced in the next section.

1.3. Research method and design

The global changes and pressures to which public sector welfare units have been
exposed have led to continuous reforms and new approaches for the delivery of public
services such as public private collaboration. Despite the widespread use of PPP as a
globally accepted procurement route, researchers agree that there still is a need for

consensus on what constitutes a PPP as well as extending knowledge about its practice
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understanding about the context, processes and dynamics of a specific phenomenon
along with insightful explanations of these processes (Yin, 1989; Eisenhardt, 1989; Yin;
1994; Gomm et al., 2000; Hartley, 2004).

Hence, the choice was made to adopt a multi case study methodology based on semi-
structured interviews, focus groups and additional documentary information. The public
health service in Great Britain was the target context and, in particular, the practice of
outsourcing of ancillary services such as food provision, as explained in full detail in

chapter 4.

1.3. Research significance and value

Through reference to the outsourcing experience in the UK and the resulting highly
complex inter-organisational relations between public and private organisations, this
research attempts to address the concept of partnership as a means to improve service
provision and generating added value. By investigating not only the processes involved
and influential factors that affect partnering but also the intrinsic meaning of this
concept, this research aims to show the contrast between how partnership is

understood in theory and in practice.

This work conducts a holistic investigation of the relationship by considering and
integrating the perspectives both of the public and private partner organisations
involved. This dual perspective goes beyond functional practicalities to focus on the
associations, interpretation and materialisation of the partnership concept. First, an
extensive review of the literature was conducted in order to extract the attributes and
values associated with the term “partnership” to assist in definition of the concept of
partnership. The research then focused on how both public and private organisations
understand and make sense of the term in order to compare and contrast the
participants’ views and the meanings they attached to the concept with the

development, practice, execution and management of PPP.

This research considers the claimed rhetoric that goes with the term “partnership”, in
combination with exploring the processes in PPPs through the views of the individuals
involved, their expectations, and influence on the relationship. In sum, by exploring, on

one side, the drivers, dynamics and influential factors of public-private partnerships for
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the delivery of public services, and on the other, the relationship between the observed
practice and the theory of partnership collaboration, the intention was to develop an
approach that would enable the potential added value expected from collaboration to be

materialised.

This study proposes the development of a managerial model based on the conditions
and success factors identified by the data. It is anticipated that the findings of the study
will extend understanding of business relationships within highly political contexts
similar to that of the English NHS. As mentioned eatlier, the trend for public-private
collaboration is expected to continue growing, and hence this study can make a valuable
and timely contribution to this research field. Furthermore, by exploring the processes
and dynamics of this type of collaborative relationship, the study not only contributes to
theory development but also presents practical implications and guidance for

practitioners.

1.4. Structure of the thesis

To guide the overall process of this research, the thesis is structured as follows:

o Chapter 1- Opening- introduces the research study through discussion of the
background, research aims and objectives, scope and significance of the
proposed study. The research approach and structure of the research report are

also outlined.

o Chapter 2 -The research context and rationale- deals with the research setting. It
presents a thorough critical overview of public services management reforms,
particularly in the UK, and related contracting practices, with special focus on

the public healthcare sector.

o Chapter 3- Collaboration and public-private inter-organisational relationships. Partnership
concept definition and management - following on from the critical review of the
research context, this chapter dtives towards the theoretical foundations of this

research. Partnering management and inter-organisational issues come into play.
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Public-private partnerships practices are explored in order to identify elements
potentially influencing their development and success. Through the review of
the extant literature and discussion of different theories on partnership
collaboration this chapter focuses both on conceptualisation and

implementation.

Chapter 4 Research methodology —justifies the methodological approach adopted.
The specific ontological and epistemological positions are outlined. Given the
complexity of undertaking this type of interpretive and exploratory reseatch,
particular attention is paid to critical evaluation of the methodology and the
applied methods. Justification of the instruments and procedures for capturing
and analysing data is related to the particular phenomenon under study and the
associated research objectives. The chapter concludes with discussion of ethical

considerations and the adopted methods of data analysis.

Chapters 5, 6 and 7 -Research findings-introduce the main research findings derived
from the cross case analysis. The experience of involvement in partnering is
outlined in relation to the specific areas of exploration for this research. Chapter
5 considers views from the public institutions, chapter 6 discusses the private

side’s perspective, and chapter 7 provides a contrasted summary.

Chapter 8 -Result discussions —discusses and explores the results by integrating the
views of public and private partners to reflect upon relevant theories and

concepts extracted from the review of the literature.

Chapter 9 -Conclusions & implications - summarises and justifies the contributions
of the research based on the identified aims, the major conclusions reached, and
the implications for the wider body of knowledge. Practical implications for
organisations either already involved or considering involvement in inter-

organisational partnership collaboration agreements are also identified. Lastly,
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the limitations of this research are discussed, along with future research

directions and opportunities.

1.5. Summary of research

This chapter has outlined the framework of the suggested research study by discussing
the background, overall research aim, and objectives. It introduced the research
methodology design and the expected contribution and significance of this study.

Finally, the structure of the thesis was presented.

The main theme of this study is the approach to partnership for the provision of
support setvices in the public sector, taking as reference the English NHS. To advance
the knowledge in this research area, firstly a review of the literature was conducted
focusing on two main broad areas. First, the particular research context was examined
in order to gain full understanding of the origin, drivers and particular factors of the use
of partnership as a way of collaboration in public sector management. Second, the
conceptual rhetoric and implications of partnership were considered as well as the
approaches applied under the name of partnership to public-private collaboration.
Hence, the review of the literature that follows in the next two chapters, in chapter 2,
considers the background to this research in terms of the healthcare industry and then

moves on to the examination of the concept of public-private partnership in chapter 3.
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Chapter 2
The research context and rationale

2.1. Introduction

As explained in the introduction chapter, this research focuses on the specific context
of public healthcare and the different and extensive outsourcing initiatives developed in
response to pressure to achieve greater efficiency, quality and effectiveness in provision
of non-core services in public hospitals, such as catering setvices. In order to
understand the inter-organisational relationships that have started to develop between
public healthcare organisations and private services providers, attention turns to
exploration of the particularities, nature and origin of these collaborative relationships.
Public services are understood as being for the public good of society, meaning that
they cannot be denied to any person; therefore, it is first necessary to consider the role
of government and public administration, particularly in terms of their influence and

effect on the essential public health functions.

Public sector management has been characterised globally by diverse reforms and
interventions; hence, this chapter aims to explain the background of this research by
focusing on the transition that took place in relation to the development of the
extensively discussed NPM. As this chapter explains, PPPs are part of the New Public
Governance framework in public administration and management (Osbotrne, 2009).
The elements and particularities that constitute this new public management approach

are the main foci of discussion in this chapter.

Due to the general acknowledgement that decisions about public sector activities and
services greatly influence the development of PPP policies, the UK public sector was
chosen as the context of reference for this study (Greve & Hodge, 2012). However, the
movement towards modernising public administration in response to a changing
environment, which materialised through various initiatives, is explored as a whole from
a global perspective. The chapter starts by focusing on the diverse reforms that have
pursued the aim of transformation of the public sector, including the discussion of the

distinguishing approaches and periods of this reform. It then explores the
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In relation to this new form of management, three main driving forces are
distinguished: a) spending control guidelines such as cash limits, manpower budgets or
cuts in staff; b) management decentralisation, delegating responsibilities and functions;
and c) a management style that focuses on objectives and performance using techniques
such as performance indicators and merit pay. In a similar vein, economy, efficiency,
effectiveness and value for money were emphasised, and the closeness to the private
model was reflected by the introduction of compulsory competitive tendering (CCT)

and market testing (Farnham & Horton, 1999).

To address the abovementioned public sector deficiencies, NPM took inspiration from
ideologies such as public choice theory, principal agent theory and transaction cost
economics (Jiménez Diaz, 2009; Wright, 1997). The increased global concern over
efficiency, customer orientation, and financial issues in the public domain led to the
public sector paying more attention to business management practices and techniques.
Indeed, private sector management influenced and promoted the implementation of
these reforms due to advocacy of greater flexibility, flatter and more responsive
organisational structures, and marketised relationships developed through internal
markets and network relationships (Farrell, 2005). Since then, there has been a common
focus on best practice in terms of improving efficiency, reducing deficits and debts, and
enhancing setvice delivery, performance and policy management (Pollit & Bouckaert,

2000; Totres, 2004).

Public-private collaboration has played a key role in addressing these discussed public
sector economic difficulties. However, public-private collaboration is nothing new in
public management. In earlier times, there was always some form of private
involvement in the provision of public services, particularly in the XVIII and XIX
centuries, when the need for the development of infrastructure and public basic services
became acute. However, realisation of the full potential of the private sector was
thwarted by the great depression of 1929, whereby the state was forced once again to
assume the major role in the development of the social and economic system. However,
the high budget deficits experienced during the financial crisis of the 1980s limited the
state’s capacity to continue providing public services and infrastructure founded on
nationalisation and state intervention. Hence, public-private collaboration, based on

principles of efficiency and value for money (VIM), was resumed (Dorrego de Carlos &
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Martinez Vazquez, 2009; Jiménez Diaz, 2009). In general, both in Europe and in North
America, private initiatives became a means of ensuring the survival of the public sector
since the pursuit of efficiency is considered an imperative for public administration

sustainability in the XXI century (Dorrego de Carlos & Martinez Vazquez, 2009).

As a result, the administration of public services has radically affected public sector
management and the ways in which services and projects are delivered (Grimshaw et al.,
2002; Farrell, 2005). In addition, the phenomenon of globalisation provoked a general
reconsideration of models of intervention and systems of implementation for provision
of public needs and services (Dorrego de Carlos & Martinez Vazquez, 2009; Farrell,
2005). Subsequently, organisational structure changes such as managerial autonomies,
market processes such as privatisation, purchaser-provider splits, and decentralisation
took place, heralding the start of the NPM era. The most inclusive illustration of this
process to date is represented by the New Zealand public sector reforms (Khaleghian &
Das Gupta, 2005).

The emergence of the common idea of moving away from hierarchical control towards
management by contract led to the implementation of a market driven approach to
enhance competition (Pollit, 1990). This new “results-oriented” approach was based on
private sector management principles and practices (Dixon & Kouzmin, 1998). The so-
called “managerialism”, which assumes the private management style to be the ideal
model, has had considerable influence on political policy since the early 1980s (Farnham
& Horton, 1999). Managerialism reflected the NPM ideology of rebuilding of the public
sector promoted by importing private sector structures and techniques that emphasised

the use of contracts and outsourcing,.

This new concept of organisation, based on flexibility, responsiveness, effectiveness and
efficiency measurement and learning ability, brought about a cultural change away from
an “old system focused on rigid hierarchies, prescribed roles, formal procedures,
financial rectitude and equity and fairness” (Horton & Farnham, 1999, p. 249). NPM
thereby created a paradigm shift in the handling of public services; as Lane (2001, p. 29)
stresses, public sector reform is “a general reconsideration of how government may use

and mix markets and bureaucracies in order to achieve its objectives with regards to the
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provision of goods and services with a special emphasis upon the employment of
tendering and contracting out”. Hence, contracting out became the major instrument of

this reform drive (Huque, 2005).

However, although these initiatives are intended to improve efficiency and
accountability, “implementing a government by contract approach requires strong
management capacity and good information systems and can impose significant
administrative costs, particularly for services where measurement is difficult... [Hence]
contracting should therefore be approached with care and not as a substitute for
strengthening the capacity of government itself” (Khaleghian & Das Gupta, 2005,
p.1086). Furthermore, in spite of spreading a “false image of public administration
modernisation through customer orientation”, this reformation-transformation process
is still an on-going process. As Lapsley (2001) clarifies, “there is evidence of attempts at
the transformation rather than the achievement of transformation” (Lapsley, 2001, p.

503).

Hence, the focus still needs to be on making a reality the modernisation of public
administration and management. Although, as mentioned at the start of this section, a
shift of thinking towards a new ideology has been initiated (Torres & Pifia, 2001), the
transition from theory to reality by means of a comprehensive public management
implementation model has not yet been achieved (Torres & Pifia, 2004). A consistent
yet flexible approach is required that goes beyond organisational redesign, culture
change, performance management or implementation of quality standards (Haynes,

2003).

Furthermore, the NPM debate is still alive. The globalised movement towards
implementing private management principles and processes has been criticised on the
grounds lack of evidence in support of its added value and benefits but, more
importantly, the appropriateness of these practices is still questioned (Boyne, 2002). As
a result of its adherence to market criteria rather than equality or equitable principles,
NPM has also been blamed for negative consequences such as high transaction costs,

work intensification and deprofessionalisation, low morale within the workforce, and an
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adverse impact on the orientation of public services based on traditional values of

honesty, probity and integrity (Horton & Farnham, 1999).

In addition, more extreme critics, encouraged by NPM’s supposed lack of technical
validity, have claimed that the disparity between public and private organisations is
irreconcilable as each domain needs to develop its own approaches and management
strategies, rather than replicating one in another sector, to the extent of citing these
differences as the cause of failure (Boyne, 2002). In broad terms, these differences relate
to the level of bureaucracy, public welfare promotion, and organisational commitment.
The public sector possesses unique characteristics, such as its subjection to political
ideology and control rather than market conditions (Boyne, 2002). It is also an
extremely bureaucratic administrative system, characterised by unwieldy hierarchies and
lack of delegation, on which the public sector relies in terms of guaranteeing uniform
standards and results and transparent accountability (Farnham & Horton, 1999; Boyne,
2002).

Hence, it is possible to conclude that the most appropriate form of public sector
management still needs to be developed and that in that context “there is no established
body of knowledge on successful management strategies in the private sector that can
be easily drawn upon by public agencies” (Boyne, 2002, p. 118). However, as it was by
means of these cross-sectoral relationships that reform of public sector management
was initiated and as these relationships and their complexities and potential for
improvement still exist, this research focused on the dynamics of public and private
organisations working together. The intention of the research was to gain further
understanding and identify patterns for the appropriate forms of management according
to the specific needs of the involved parties and their particular context. Because this
globalised purposive transformation has evolved over the years, particularly in the UK,
the different approaches and periods of this transformational process need to be

examined in further detail.
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With the aim of driving up standards, the government restructured the management of
the public sector according to citizens’ needs and general expectations on the basis of
the argument that the old-fashioned processes that used to characterise the public
sector had only been beneficial to governments (Martin, 2000). Efficiency in the public
sector was tackled by the Conservative Government through the promotion of
competition by means of the policy of CCT (Taylor, 2005; Fetlie et al., 2003), whereby

public sector services and activities were put out to tender.

Initially, competition was introduced into the public utilities, notably into the health
service and local government, through the creation of new internal markets and CCT.
Bidding for all types of operations undertaken by direct services organisations, including
in-house functions, was opened up to private sector providers. Likewise, in-house

functions could be contracted outside but only within the public sector (Taylor, 2005).

The purpose of market testing was to reduce public sector costs as much as possible, at
the same time promoting innovation and choice. However, some ctitics have argued
that there has been an over-use of market testing (Audit Commission, 2002) and claim
that “competition drives out all but lowest quality” (Taylor, 2005, p. 485) in the pursuit
of the lowest cost. Hence, whilst costs are reduced, this is not accompanied by quality

enhancement (ODPM, 2003).

The limitations of the CCT regime caused concern and acknowledgement of the need
to develop new ways of operation (Martin, 2000; Nisar, 2007). CCT was proving to be
costly to implement and failing to deliver genuine competition since the overall
reductions in service costs were partially offset by the cost of preparing for tendering
(Taylor, 2005). Hence, by the mid-1990s widespread dissatisfaction had led to its
replacement by the “Best Value” (BV) regime (Taylor, 2005; Fetlie et al., 2003), which
embraced innovation and collaboration rather than competition in attempting to deliver
services more effectively and efficiently (Horton & Farnham, 1999). The various BV
approaches, which include in-house provision, market-based practices, and
collaboration, are illustrated in table 2.2. However, the CCT infrastructure and culture
remained the best value approach in terms of the submission of bids by outsider
providers and the requirement for external audit inspections in order to control the use
of resources efficiently. Furthermore, some authors like Taylor (2005) argues that BV

does not differ significantly from CCT mechanisms since the intended cultural shift in
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debate is still on-going as to whether PFI represents an optimal regime for actually
decreasing service provision costs (Public Private Finance, 2009), with some critics
arguing that “at present, PFI deals look better value for money for the private sector

than for the taxpayers” (House of commons committee of Public Accounts, 2011).

Nevertheless, the two main principles of this mechanism: risk transfer to the private
sector and value for money (Dorrego de Carlos & Martinez Vazquez, 2009), which
relates to the three “Es” of: economy, efficiency, and effectiveness in the use of
resources (National Audit Act, 1983) mean that PFI remains a valid option. It also has
the benefits of significant reduction in uncertainty due to the detailed specifications,
price certainty and risk transfer, and quality improvement (Nisar, 2007). On the whole,
the view prevails that the potential advantages of PFI in comparison with traditional

methods outweigh the disadvantages (Public Private Finance, 2003).

Overall, the BV regime represented New Labour’s centrepiece for modernising public
services; it was rooted in securing value for money and continuous improvements in
provision by combining economy, efficiency and effectiveness (HMSO, 1999). Driven
by a culture of continuous improvements, the stated purpose was to extend CCT
(Martin, 2000). However, the adoption of the BV regime by the Labour government did
not represent the arrival of a complete new approach to running the public services but
it did bring about a relevant transition of national regulation from central government
to local administration. Broad principles and processes rather than detailed government
prescribed specifications characterised this transition, allowing public organisations to
have a proactive role in managing and reviewing their services according to their own

needs.

As a result, the BV regime came to be characterised by different interpretations and
methods, leading to the formation of a flexible framework within which different forms
of provision (hierarchy, markets and collaboration) that constitute the “post-modern
approaches to public service provision” coexist (Hoggett, 1996). However, assessment
of associated problems and appropriate quality definition are lacking in terms of this

approach (Taylor, 2005). Table 2.3 offers a compatison of the CCT and BV regimes,
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sector

e Commitment to transform supply markets &
individual services on regional and national
services through new partnerships

Risk/failure: | Cost reduction on detriment of Zero tolerance of failure

quality. Costly (tendering process
costs) Not following procedures/standards & minimum

national requirements lead to intervention

Wider range of intervention:

¢ not following BV regulation; inadequate
consultation; publishing performance
information

e lack of proper services providers comparisons
e inadequate performance targets/plans
e performance review programme

(Soutce: based on Entwistle & Martin, 2005; Taylor, 2005; Ferlie et al.; 2003; Martin,
2000; Vincent & Jones, 1999; Boyne, 1998)

The early days of BV implementation were characterised by a general reluctance
towards external provision, which used to be considered as the last resource in case of
continuous inefficiency and failure. The main prejudices against organisational
fragmentation and market focus initiatives included fear of handing over direct control
over services, failure to provide the required quality, and the difficulties of limiting
contract specifications and monitoring measures. The approach of the new BV regime
was service based and process driven, with a hierarchical regulatory system that focused
on service quality and cost effectiveness (Martin, 2000). Above all, BV policy
represented a transition in the interpretation of the role of the markets: instead of being
economic drivers (competition), they were seen as a soutce of innovation and

improvement.

Furthermore, under BV there was a transition towards purchaser-provider relationships
based on partnerships and networks (Ferlie et al., 2003). This transition is the focus of
this research since it was not only the latest rhetoric in terms of public sector reform
but also an aspect of government reform agendas worldwide, particularly in the UK.
Indeed, the European Commission has manifested a clear interest in “branding” the
concept of PPP in an attempt to “revive” government participation in the economy,
thereby legitimising government proactiveness in this field (Greve & Hodge, 2012).
Similarly, “the amounts of political capital so far invested in the PPP brand in places

such as the UK, Australia and Canada suggest that there will be real hesitation before
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completely abandoning a policy project” (Greve & Hodge, 2012, p. 219). Before
considering the meaning and implications associated with this new approach in terms of
networking and partnerships in public management, the next section discusses in more

detail the process of outsourcing public services.

2.4. Public services externalisation

The prevalence of private management of public services led to the widespread use of
contracting out and PPP, which have transformed the traditional role of government as
both employer and service provider (Grimshaw et al., 2002). Considering the financial
incapacity of national economies to achieve optimal provision of public services and
infrastructures and their need to activate economic regeneration, contracting out was
defended as the only possible way to optimise public sector resources and eliminate
inefficiencies (Jiménez Diaz Diaz, 2009; Grimshaw et al., 2002). Furthermore, the
pressure to reduce public sector borrowing levels and the inflexibility of administration
procedures, when considered in relation to the diversity of services provided by local
governments and the volume of resources they consume, provide justification for the
practice of service externalisation and introduction of modern management techniques
(Torres & Pifia, 2001). In this context, externalisation, or provision of public services by
contractors, represents the aim to increase client satisfaction and efficiency and
effectiveness of service provision through the establishment of a more market-oriented
environment characterised by flexibility in management decision-making (Torres &

Pina, 2001; Huque, 2005).

As has been mentioned, the widely held perception that the private sector is more
economiic, efficient and effective spread the belief that the public sector needed to be
more “businesslike” (Huque, 2005). Also, contracting out was expected to result in
reduction of the cost of service provision and to add value through the importation of
private sector practices. As a result, as Davis (2004, p. 301) stresses, “the concept of
outsourcing is a recognised business planning strategy; senior corporate management
and facilities services have been progressively outsourced in the UK for many years”.
Although originally this practice was limited to certain tasks in the public sphere, it has

become a major instrument of public sector reform (Huque, 2005).
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Table 2.4: Type of contracts

Cost-plus/ Guaranteed Fixed price Partnership Concession
performance rent
management fee
Contractor income Retain some Financial risk Equal partners Rent paid based
based on a fee flexibility on contractors sharing on profits
revenue & percentages by
Client cope with (Catering) bonus costs contractors
net costs services costs by | effectiveness &
contractors efficiency
Client bearing
Replaced by fixed other costs
price and Associated to
performance Government
guarantee tendering and
contracts BOH'US{ CCT
maximise
turnover
Both share
service revenues

(Source: based on Wilson et al., 2001)

The most common type of procurement is based on prescriptive, output-based
competitive tendering. Such contracting agreements include upfront high output
specification, prescriptive standards and detailed terms and conditions. At the same time
this represents both its main advantage and disadvantage since these prescriptive
standards are required to be established beforehand. As Davis (2004, p.303) underlines,
“how do you capture performance criteria, economic advantage and responsiveness to
change -all in a manner in which the parties’ interests are aligned and risk and reward
are appropriately apportioned in a long-term partnership?”” This type of procurement
characterises a contracting culture that is based on achieving savings and releasing value
to both parties. The establishment of common profit margins means there is less
conflict of interests between parties. However, beyond the potential added valued
stemming from the pooling of resources and ideas, greater resources are needed in
terms of management and assessment. As a result, planning and designing the right
contract strategy to achieve the pursued added value represents a challenge (Davis,

2004).



Despite the high transactional costs entailed in contracting out, contracts goverm the
matket system mainly because contracts facilitate competition and choice by providing
clear specifications, performance criteria and a costing framework (Anonymous, 1990).
However, within this particular context, “the language of politics is rhetorical,
ambiguous and persuasive. It does not easily lend itself to the clarity of specification
required in the devolved management model” (Anonymous, 1990, p. 5). In addition,
“PPPs are more frequently discussed as projects but increasingly, questions are being
asked about broader matters of organisation, policy, and the contextual and cultural
relationship between the public sector and the private sector as we govern” (Greve &

Hodge, 2012, p. 212).

Nevertheless, due to the need to make significant savings and minimise the amount of
human and capital resources tied up in non-core operations, the outsourcing industry
has been consolidated as an established sector in the UK. Over the past 15 years
outsourcing has evolved as an accepted business model, with an estimated annual
growth of over 10 per cent. Hence there has been a steady trend for organisations to
transfer their in-house management and operational support teams to organisations
whose core business is the delivery of support services (Davis, 2004). One of the
leading public markets in contracting services, particularly non-core services such as
catering provision, is the healthcare sector. These services, which are referred to as
“facilities” or “soft” services, are among the services most frequently targeted for
outsourcing. For that reason, the next section focuses on discussion of contracting out

practices in this particular public subsector.

2.5. Public healthcare services management and contracting

practices: simulating the market

As discussed, the early years of privatisation and managerialism, based on contracting
out processes, mainly CCT, generated public sector internal markets in which public
organisations were still providing public services but were starting to compete with each
other (Farnham & Horton & Farnham, 1999); the NHS reforms constitute the best
representative example of this new era (Horton & Farnham, 1999). However, also,
according to Ferlie et al. (2003, p.S6), “health care reforms illustrate the major
challenges that confront interventions designed to transform public services”. In

particular, political intervention had traditionally led to uncertainty and unanticipated
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The general rationale behind the adoption of outsourcing was that it could help
healthcare to become more competitive efficient through the use of the provider’s
resources and reduction of the role of the state (Bell, 1998; Wilson et al., 2001).
Business-like approaches were recognised as a necessity for the survival of healthcare.
The concept of “internal market” came to life through the paper “Reflections on
management in the NHS” (Enthoven, 1985), which set out the ideas of separating
service funding from provision and different service providers competing to provide

services on the basis of quality and cost (Bennett & Fetrlie, 1996).

As a result, many non-core business services separated from the NHS matrix
organisation (Kadefors, 2008; Lehtonen & Salonen, 2006; Salonen, 2004), allowing
NHS organisations to concentrate on core businesses and competences. However, in
order to combine hierarchy and planning with market operation, networks emerged
which, rather than totally following the free market path, used certain market-like
mechanisms (Walsh & Kieron, 1995). Although this initiative was originally regarded
with caution by healthcare practitioners (Walsh & Kieron, 1995; Bennett & Ferlie, 1996;
Bell, 1998), increased government pressure on healthcare funding drove forward the
entire restructuring of the NHS, with the irrevocable implementation of a purchaser-
provider split (Bennett & Ferlie, 1996). This resulted in the widespread adoption of the
internal market approach (Walsh & Kieron, 1995), as outlined in the 1989 White Paper
“Working for Patients” (Bennett & Ferlie, 1996).

However, as Bennett & Ferlie (1996, p. 52) emphasise, “the superficial illusion of
change masks the underlying reality of continuity”. Although outsourcing represented a
strategic tool for introducing the necessary change in the NHS, the contracting out
process immediately presented differences and particularities that distanced the
introduced model from the concepts of internal markets, marketisation, and even
contracting (Bennett & Ferlie, 1996). The adopted model was widely seen as a classical
approach to contracting that failed to reflect the complexity of the NHS environment,
but even more importantly, the requirements for its success, which comprised such
elements as good communication systems and appropriate management skills, were

either taken for granted or ignored.
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Fundamentally, the system was not fit for conducting contracting relations since it
lacked both the necessary information (on costs, caseloads, quality, outcomes, future
planning) and skilled staff to fulfil those contracts successfully. Overall, the NHS
environment was not at that time ready to implement management by contracts, in part
due to its particular culture, history, and public as well political dependency (Bennett &
Fetlie, 1996). Because of the incompatibility between public sector operations and free
market principles, the idea embedding marketisation within publicly owned settings
subject to political influences was reduced to the creation of a hybrid system of “quasi-
markets” that attempted to combine regulation and accountability with business market

principles (Bennett & Ferlie, 1996).

Apart from the general NHS scepticism linked to outsourcing and competitive
programmes (Sullivan et al., 1990; Walsh & Kieron, 1995; Bennett & Fetlie, 1996; Bell,
1998), outsourcing represented a remarkably complex management option, particularly
for this context. Outsourcing caused conflict, created, for instance, by the existence of
dual lines of authority rather than alignment of goals and objectives between the
involved parties (client and contractor), the inevitable relinquishment of control over
the operation by the (client) organisation, or skills diversity among staff (Sullivan et al.,
1990). In this regard, Bennett & Ferlie, (1996) pointed at the fact that despite the key
strategic role played by management in this reform, due to antonomasia, NPM theory

however received all the attention in the emerging and subsequent literature.

In the earlier years, there was evidence that neither purchasers nor providers were
engaged in an appropriate system for developing stable services. Furthermore,
outsourcing was criticised for failing to attach sufficient importance to maintaining
valuable existing relationships (Bennett & Ferlie, 1996). Some researchers justified
outsourcing on the grounds that it would bring in expertise and experience, provide
access to economies of scale, thereby producing and delivering attractive options
(innovation) and lowering operating costs. However, the required and expected results
in terms of major cost savings and industrial relation reforms failed to materialise
(Sullivan et al., 1990). As a result, language associated with competition was intentionally
replaced by talk of partnerships and mature relations with providers (Bennett & Ferlie,

1996); this came to characterise the abovementioned era of Labour governance that
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provision requires specialist knowledge of such as food hygiene, health and safety, and

hazardous substances legislation (Wilson et al., 2001).

Through the competitive tendering policies and privatisation processes in which the
NHS has been engaged since the mid-1980s (Kelliher, 1996), the NHS has become the
third most leading sector in the purchasing of catering services after the business and
education sectors, thereby reducing costs and downsizing the number of employees.
The industrial and public catering sectors have abetted the development of the contract
catering sector within the UK hospitality industry to the extent that the public sector is
now considered a reference point for future expansion of contract management,

especially in the healthcare and education sub-sections (Wilson et al., 2001).

Following on from the introduction of privatisation and competitive tendering policies,
the concept of “best value” was introduced into public services in 1998 by the UK
Government. This built on the PPP approach (for explanation of these two concepts
see sections 2.3 and 2.5), raised high competition, driving, in this case, contract catering
organisations not only to demonstrate value in financial terms but also in terms of their
ability to satisfy clients’ and customers’ needs (Wilson et al., 2001). On these lines and in
pursuit of better care provision, the role of food services, from that time, gained
increasing recognition (British Dietetic Association, 2002, Department of Health, 1995)
to the extent of being identified as a healthcare industry key (non-clinical) service
(Romano, 2004). As such, it was included in the subsequently influential NHS
Redevelopment Plan (DOH, 2000), which focused on revitalising the whole service in
terms of customers’ needs and on implementing theories such as consumerism that seek
to enhance the patient experience (Puckett, 2004). Acknowledgement of the role of
healthcare foodservices was not only driven by therapeutic motives but also by the need
to add value through sustainable competition (DOH, 1996; Allison, 1999; Bremmers,
2004), which reflects the intrinsic (efficiency and effectiveness) pressures that the public

sector has faced since the introduction of NPM strategies.

However, as Wilson et al. (2001) highlighted, catering contracts within the public sector
have been characterised by being strictly controlled but even more so by being
implemented by very reluctant public individuals (managers), which has culminated in

poor quality client-contractor relationships. Particularly in the early stages, there was
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clearly reluctance towards contract private providers in management terms because of
the perceived risk and responsibility, evidencing the perception of the NHS as an
extremely cautious institution (Bell, 1998; Walsh & Kieron, 1995). Hence, in the first
tendering initiatives there was low representation of private organisations, only 20 per
cent (Bell, 1998, Deakin & Walsh, 1996, Walsh & Kieron, 1995), which limited
competition and private sector participation (Johnson, 1995). In these tendering
processes, if an internal bidder won the contract, provision would remain in-house.
Wilson et al. (2011) stresses that the fact that the majority of the bids (83% of 85%
hospital catering units market tested) were won by in-house teams demonstrates that

any significant growth took place in the provision of ancillary services.

On the other hand, the successive changes that occurred in the NHS provision chain
brought problems such as the deterioration of service quality as a consequence of the
preparation and production procedures being simplified and the use of less skilled and
lower-priced staff in order to produce more food, more cheaply. Accompanying the
reported decline in the quality of the service, it is claimed that the morale of the
workforce has been affected by the introduction of unskilled, repetitive and
unchallenging food preparation processes (Jackson, 2000; DOH, 2000; Prior, 1993;
Wilson et al., 1997). Nevertheless, initiatives such as PPP have increased awareness of

the need to collaborate in order to achieve common goals (Wilson et al., 2001).

Since the 1990s, when external service providers began to replace in-house providers
(Salonen, 2004), new models of partnership governance have emerged. However, it is
only more recently that academics and practitioners have started to develop new
methods to manage these contractual relationships. There seems currently to be a trend
and need to develop innovative contracts and management contractual forms to
improve management of outsourcing processes (Salonen, 2004; Usher, 2004).
Furthermore, in terms of generalised thought, there are still gaps in the knowledge
about the relationship between management and quality of health care (West, 2001),
and, in addition, few studies have focused on the implementation of management in
health services (Hewison, 2003). It is evident that further research, based on a valid
approach, is needed in order to fully understand these processes. This research intends

to make a contribution by conducting an in-depth exploration of the nature of the
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relationship and the characteristics of this new era of collaboration between the public

and private sectors.

This research aims to achieve useful insights by focusing on the management function
of these contractual strategies within this specific context. Furthermore, given the
growing service culture orientation (Puckett, 2004; Akhlaghi, 1996), this research
targeted another important element for service delivery management. The NHS has
acknowledged the importance of individual performance for the successful delivery of
support services by encouraging the empowerment of individual service providers
(Akhlaghi, 1996). In addition, the quality of services in the NHS is closely linked to
front-line staff and their interactions with customers. Hence, this research also focuses
on the employment environment and climate from the staff perspective, thereby
extending knowledge in the fields of public management, contract services management

and hospitality.

There has been remarkably little research into support services and only a few studies
have focused on control systems design and management within outsourcing
relationships (Gietzmann, 1996; Van der Meer et al., 2000; Langfield-Smith & Smith,
2003; Lehtonen & Salonen, 2006). Furthermore, as this particular sector lacks a solid
body of theory (Salonen, 2004), inter-organisational outsourcing relationships need to
be grounded in general management and more specifically in relationship management
literature (Salonen, 2004; Kadefords, 2008). The next chapter, chapter three, begins to
address these issues by analysing the concept of PPP on both a conceptual and

operational basis through a cross-fields literature review.

2.6. Conclusion

This chapter focused on exploration of the origin and drivers of the now extensive
practice of private participation in the provision of public services and infrastructure. In
order to understand the concept of PPP and its implications, public sector management
was reviewed with particular consideration of the series of changes this sector has
undergone. This chapter explored the evolution and global trend of NPM, particulatly
in relation to the UK case. Although disparity among different political contexts,
specific circumstances and country settings is to be expected, there is common
agreement within the literature on the lack of generalisation and a universal public

administration reform model (Hughes, 1998; Torres & Pifia, 2004). However, the
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review of the literature confirmed that for largely economic or quality assurance reasons
there is a global predisposition to improve public management in terms of its structure

and public services provision mechanisms.

The creation of a global market has led to more competition, both in private and public
organisations. In response to these new societal circumstances, the OECD countries
have implemented various reforms of their public administrative structures (Wright,
1997). However, it can be argued that this reformation-transformation process is still
on-going and has yet to become a reality (Torres & Pifia, 2001). In truth, contrary to the
widespread image of public administration modernisation, public sector reform has not
yet been achieved on a global level, due to the failure of implemented policies and

changes to meet the objectives (Talbot, 2001; Torres & Pifia, 2004).

The NHS has been highlighted as a difficult context in which to successfully implement
leasing agreements (Ruane, 2001; Ferlie et al., 2003; Dorrego de Catlos & Martinez
Viazquez, 2009), with the level of profitability of current private intervention
procurement modes still being open to question. However, the healthcare sector in the
UK is among the most representative because of the extensive use of contracts in its
services provision. Ancillary, support, and facilities setvices represent the main target
for private intervention (Mintel, 2004), responding to the growth in service culture
orientation and the need for greater efficiency and improvement of care provision in the

public sector (Puckett, 2004; Akhlaghi, 1996).

Taking into consideration all these issues, this research focuses on the context of
healthcare services provision in order to offer insights into the development and success
of strategies aimed at improving efficiency and flexibility in the public sector. Due to
the complexity of these crucial working relationships between public and private
organisations, this research work concentrates on management issues as the crux of
understanding the dynamics of these relationships. The next chapter discusses the
current status of the discussed public sector reform, the move of NPM towards
collaboration, and the role of partnerships in public contexts. The partnership concept

is explored in relation to the relevant literature. In addition, the chapter deals with
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particularities in terms of implementation and management of partnership, including

those deriving from collaboration between public and private sector organisations.
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