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CONTRACTING FOR SOCIAL SERVICES

Introduction

The performance of the social services market and the challenges of social sector contracting are a
recurrent issue at both an agency and ministerial level. There are a number of initiatives underway
to improve social outcomes and the delivery of services. To provide advice on the effectiveness and
efficiency of these initiatives and how we can improve performance st needed to @%and
how the social services market works. ‘/\;7 .
D)
Much of the discussion in this paper focused on the Ministrgéggkc/g evelopmégtis;tl\:@l{)
contracts and policy initiatives. This was largely down to the fra of the project \%?ere we initially
chose to begin with a narrow scope, and we had pre-e 's&ﬁgr‘ir\\volvement ith MSD-led initiatives.
However, MSD is not the only agency to contract f ‘s services ‘n({i:h;o‘ iders will commonly
have contracts with multiple agencies includin 1 \ Ministry of Justice,

stry of He
Ministry of Education and Te Puni Kokiri (whi uilding . capacity and capability
through Whanau Ora). When we refer to social service providers.in paper, we are referring to
NGO providers who are contracted to de<§v> ocial servic égéf@ilé%s of which agency the contract
sits with. We note that all of the NGO spoke to ha ?j% e of their contracts with MSD.
We also acknowledge that comments.ma ‘e{y providers on-their MSD contracts may not always
generalise across all agency co agtﬁv@,‘; for examp t@ie‘wh istry and Health (MoH) and District

this paper.

ing and a brief history of previous policy initiatives that attempted to shift
towa cting for outcomes.

2. Meth gy — this section outlines how we went about engaging with NGO providers and
dé \@bp ing our primary information source.

3. Keythemes — this section outlines the key themes which have been taken directly from
summaries of conversations with NGO providers.

4. A market description — this section analyses the contracting of social services from a ‘market
perspective’.

5. Implications and Advice — this section identifies the key areas of focus when considering
how to improve social sector contracting with NGOs.

6. Next Steps — this section sets out what follow-up analysis we propose to undertake to
address the issues identified through this paper.
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Section 1: Context
Background

The spending environment:

In the 2011/12 financial year procurement accounted for approximately $24 billion or 32% of total

covers all expenditure to third parties used for the acquisition and<de of goods, Serwge
i 52% of thls\ﬁ)ronjrement

For example, in the 2011/12 year MSD spent $574 milli N SOCi icest ork and
Income, Family and Community Services, Ministry of Y¢ g and Youth and

Office of Community and Voluntary Sect ithin éf\:u d’ing Practice” outlines, fundlng
arrangements can take many forms al% ontinuum em onditional grants to highly specified
contracts. Grants generally support-activit a/d do not e\

of a service to be delivered. Th a@dlstlnct from ntra'ct
services. The structure of fu e NGO sgectol
the New Zealand not-for- projl S\n&r;@ & Tennant? descrlbe this shift. In the 1980s
government funding of NGCfstés prlmarll the form of grants to support NGOs’ work. However,

ent to deliver all social services directly, as often the delivery of
its enforcement role (for example children protection and

ened over time as there has been a greater recognition by government
tribution made by NGOs as independent providers rather than just
ment (Sanders, O’Brien, Tennant, Sokolowski & Salamon, 2008)*.

agencies of the
delivery arms

he Policy Histor
The Policy ”iST(? y:
S

Given the size of social sector spending, and the importance of the outcomes being sought, it is not
surprising that the efficiency and effectiveness of this expenditure in New Zealand is a focus area for
Ministers and agencies. However, achieving substantial change in a sector of this size and
significance is not easy. Over the last decade there have been many initiatives which have used the
language of outcomes, including:

! Ministry of Social Development (2012). Proposed Implementation of ISO Report to Hon Paula Bennett, Minister of Social Development.
http://www.goodpracticefunding.govt.nz/

O’Brien, Sanders & Tennant (2009) The New Zealand Non-profit sector and government policy, office of the Community and Voluntary Sector,
WeIImgton

4 Sanders, J, O'Brian, M, Tennant, M, Sokolowsi, S & Salamon, L. The New Zealand Non-Profit Sector in Comparative Perspective. Office for the
Community and Voluntary Sector, 2008.
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®  “Closing the Gaps” (2000), now more commonly referred to as “Reducing Inequalities”,
which aimed to promote equal opportunities to achieve a similar distribution of outcomes
between groups. This required a cross-government focus on a set of defined outcomes.

® Local Services Mapping (2002), a budget bid for a process that enabled matching of service
provision with local needs in a collaborative manner.

¢ “Funding for Outcomes” (2003), Cabinet agreed to progress with urgency the rolling out of

integrated contracts with NGOs known as including establishing a team of “brokers? and

associated funding to champion integrated contracting. &n
dlti-year gfféiegy ed

ed servic §:\ijé/\c}\ives of

e Pathways to Partnership (2007), a budget initiative, which
at strengthening community based family, child and you
the policy included shifting to a focus on outcomes » g away fro wgpt{t/s’ outputs,
enabling providers to build workforce capacity anrgl capability and supporti gérganisations
to work more closely together. The intention o gj\é\ghift in focus ive providers
flexibility in their contracting arrangements efreedom o—rbxl ovative.

* Community Response Fund (2009), a porti athway to *Eéﬁ}t ership funding was
redirected towards this fund, while so e{;{[ ing'was ret'deﬁartmental funding.

¢ High trust contracts (2010), an appr t ntracting h providers which is intended to
focuses more on outcomes and less on ticking boxes, paperwork and reporting for providers.

e |nitiatives underway are trialling'di é%f'approa SN;B\/ \§fgning, delivering or contracting
for social services. These initiatives are still relati and the evaluations of results and
impacts are still coming t o—ug\h orare yet tobe;

(ﬂ%md the applic tiéhfbjfi

NN

egrated contracting with provider

collectives. o
o Social Se;ztrt));\ {m%dnsibility for contracts and other resources to
communi‘ﬂéﬁip\‘ outcomes for young people.

o Welf¥<é\\3/ef§rﬁ’ and Youth. e contracts (2012) trailing contracting out of case
: e@n(and co gﬁ‘;f r outcomes.

1.0f initiatives has ed a part in shifting government towards talking about the
g on ou<teo\\ owever, it is very important to distinguish between
utcomes’ n‘élibuff;omes focused contracts’. When we refer to contracting for
is paper, we \\po funding that is linked to performance or results. Outcomes
focused contracts, on thé\othe and, are still specified in terms of inputs or outputs, but there is an
emphasis on how an activity improves higher level population or client outcomes. One example of
advancement in outcomes focused contracting is through the introduction of the Results Based
amework by MSD. RBA provides a common language for assessing outcomes
to drive greater accountability for the outcomes. The framework specifies population level and
organisatib@@r ormance results to demonstrate how services contribute to overall community
results. Tf}e\k:éy/\/alue-add of RBA is that it enables providers to describe how their activities are

intended to contribute to outcomes, but it should not be confused with contracting for outcomes.
To date, it is contracting for outcomes that is a still a largely un-cracked issue.

Investing in Services for Outcomes (1SO):

One of the most recent projects in development in this area is MSD’s Investing in Services for
Outcomes (ISO) programme of work. I1SO is intended to refocus funding contracted by MSD more
towards outcomes aligned with government’s priorities for vulnerable children and welfare reform.
There are three broad objectives of the ISO workstreams:

e “determining what services will be purchased
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e improving how MSD works,
e and supporting the social service sector”’

Progress with ISO to date has included support for organisational capability building. A capability
resource of $31 million has been set aside to support providers to shift towards collaborative ways
of working and achieving collective impact; an initial phase of funding has supported organisations

to complete capability self-assessments and planning.
MSD is also focused on internal change to support improved contra the NGO r&
through one contracting and one monitoring and reporting fram A'single apprQValjocess

and point of contact with MSD will aim to remove compliance bz $to contrac mg/

re linked to

Outcomes,[WithheId under s9(2)(f)(iv)

[k}

Wider than I1SO:

further {tre\ ; ine and reduce bureaucracy. The Ministry of
t (MBIE i W‘@afu/nctlonal lead for government procurement,
is the streamlining of contracting with NGOs. Last
t contracting with NGOs could be streamlined with
ce-costs for NGOs removed. The pilot developed a suite
nd decision-making documents (collectively referred to

andin the social sector thekeykbr ject un
year MBIE lead a pllotéqtes{wﬁether gover|
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tract manageme
cting frameéwork) that should create greater consistency within government to assess
orm of ont d the approach to contract management for contracts
|es\an 'NGOs. MBIE reported back to BPS Ministers on the pilot in
I 1@)Treasury prepared Cabinet papers to progress the pilot
programmealong W|th a‘ numb r of other BPS initiatives.

The pilot was su d now MBIE is leading a three year project with funding from the BPS
Seed Fund to i ased roll out of the new NGO contracting framework across contracts where
governmeptg ases services from NGOs will now progress under MBIE leadership

In add|t|on\to thé number of initiatives and trials discussed above, a pilot Children’s Team will begin
in Rotorua to be functional by July 2013. Children’s Teams are part of the government’s response to
the White Paper on Vulnerable Children and Children’s Action Plan released late 2012. Children’s
Teams aim to join up agencies and NGOs operating on the ground to take a holistic approach to
identifying and responding to the needs of children and their families/whanau.

5 http://www.msd.govt.nz/about-msd-and-our-work/work-programmes/investing-in-services-for-outcomes/index.html
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The Implications:

There is a long history of initiatives in this area and a number of new projects underway which are all
attempting to improve the performance of the social service market. Many talk about a focus on
outcomes, but very few seem to be moving towards contracting for outcomes, or performance-
linked funding. In order for Treasury to comment on how we can assist with improving the

performance of the social service market and achieving a shift towards,contracting for outcomes, it
is important to understand how the market for social services operatés. Answering thisn is
the focus of the next three sections of the paper. Yo

[

(T
N
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Section 2: Methodology

The evidence base for this paper and subsequent analysis is drawn from a series of discussions with
NGO providers, complemented with comparisons to existing literature where appropriate.

The process of NGO engagement started with an informal discussion with two NGO providers in
Wellington that was building on a series of discussions Treasury had bee

een having with NG ao roviders
from a provider perspective, and enabled us to gauge what the gefera es were. We used-our
around lhém% This
was then tested with a larger group of NGOs that differed i pe, practice Qg:le‘rﬁnd

geographic location.

reality however, as previously mentioned a\ ultiple contracts with more
than one government agency. Provide s% ded to h %ﬁ imum of one government
contract, it turned out that all of the p{Qqu received Wy of their funding from
government. We also requested to our contact that providers.would cover a range of sizes, service

offerings and capability levels. 'g\\%amplmg meth d‘dlogygenerally followed a snowball approach,
with the idea that each provi

initial engagement stage of this project. It is the
information recelved (o\/ th e prowd rs'tl orms the themes discussed in section 3. We

i five separa roviders in the Auckland region, a group of 10 providers in
Whangarel and representatives from sev roviders involved in the Right Service, Right Time

ated to 22 NGO viewpoints represented.

on contra¢t|n\g wit government The structure of the discussion also differed
depending on if it was a 1nd1/V|duaI provider or a group setting such as Whangarei and Christchurch
where a range of répresentatives from different social service NGO organisations were present. The
discussions | etween one and two hours. We also managed to achieve our aim of engagement
with a group- viders who were notably different from each other in both the types of contracts
and reIatib{gh'}p \with government, service offerings, size and observable capability differences.

Our approach to gathering a robust primary data source was to use a shortened method of
grounded theory. We recorded the discussions and used the recordings to summarise the
conversation and draw out key themes. Recordings were deleted after the summary documents
were formed to maintain the confidentiality of the providers. Individual summaries were then
reviewed by the relevant NGO providers to confirm their accuracy. This approach allowed the
summaries to become our primary data source; we developed key themes from the NGOs own
words in the summaries and then used these themes to ground our own commentary and
theorising.
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Subsequent engagement:

We recognised that as with any selected sample method, we introduce the possibility of sample size
and selection bias to our analysis. To address this we have shared the themes section of this paper
with a wider group of agencies both within and outside of government. Through this approach we
have been able to test our findings with a wider audience.

As we are aware our sample was drawn from organisations under SSPA have since @he
themes with NGO organisations that are represented under the ANGOA (A ouatlonxéfNon-

als/o shared our
are confident

® MSD, MBIE, TPK, MoH, MoE, MoJ and OSVS within DIA.
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Section 3: Key themes we heard from providers
Description of NGOs

NGO providers are not homogenous. There is a clear distinction between “corporate NGOs” and
“small NGOs”. Corporate NGOs can put more resources into their tenders and operate more like a
business, with clear understanding of their funding streams, expenditures and risks. Small NGOs rely

, contract manag
complexity and high compliance costs. These smaller NGOs are n kely to be unst §Qi§i§3ble
and there d\oié\/s\ Jot Seem to
ice models. As ‘glfxémple, in
"chific providers entering the market.
"'éﬁdiffers in its groundi g compared to
(the Chur{hz:\\

be a way to compare the effectiveness and efficiency of these
more recent years there have been a number of Maori
These providers often operate a service delivery mo
other NGOs such as those with historical religious

As end-consumers are the key focus, agencie eie\vasked about their ts and noted:
e |tis common to place the client’s nee e centre{ogagement and for goals to be
set by people on the programm s.x \V /
e Most NGOs ‘accessed’ their ¢li , through refe \Qfother government agencies (e.g.
Child Youth and Family or thg\co ;tiéy‘or from o :

. %\\ Q=
Themes drawn from summar / o~
( r’\\

[N \
\

. DN
These themes were derivédﬁ"rrg fromw \e‘w,ére told by providers. These are providers’

N ) . . . .
words and not our owgmqg\r,\aﬁgjyms of t es is provided in subsequent sections of the
paper. We are confi ehjc\th accurate reflection of what we heard from
providers as the i ticipated had the opportunity to edit the summaries
and all substantive e NGOs were accepted.

| funding Ifql%o; t7 utcomes...

g/ umber of injtiati ere there had been talk of contracting for outcomes, there was a

b\‘s\'\cﬁ?\t‘rent contracts are not specified in terms of outcomes; funding is linked
\ut{and outputs (with the exception of the new Youth Services contracts).

s'strong support for funding to be based on outcomes so long as the expected

y defined and realistic. No one expressed the belief that outcomes could not

be measuré;d,‘ and a number of providers were very clear outcomes can be specified and measured

(the curre t\RBA\}framework was mentioned as moving towards this type of thinking). One NGO

group suggnésteé response times and client satisfaction were the main indicators of key outcomes.

The operational flexibility of outcome funding was seen as an important advantage that would lead
to improved services. It was noted that local communities want to see a focus on outcomes and that
this was a way of dealing with the issue of intergenerational transmission of violent behaviours. It
was also suggested those NGOs who objected to contracting for outcomes are likely to have poorer
delivery of outcomes.
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2. ...butthere are important practical barriers to implementing outcome based funding...

This support for outcome funding had important practical caveats that were most succinctly
expressed as cost, agency competence and attribution. A number of NGOs mentioned the cost and
difficulty of research on outcomes as a barrier. Even the IT needed to analyse outcomes was often
not available to NGOs and other forms of funded capacity building would be needed. Several
agencies also mentioned they do not fully control the environment needed for success, and that
would need to be taken into account.

‘// ~/ P
This would particularly be a challenge for smaller NGOs, and it w ar if merg s §\Qr§o\ther
strong forms of collaboration would be possible, and if they were possible, what C\akq/ew Id be lost
from greater collaboration. \5\/

3. ...and government creates barriers to

For the delivery agencies, the way gover
outcomes. The strongest theme was t%l ficulty in findin actual outcomes for clients because
there is so little cross-government collaboration and inform

/This had consequences for the way services were delivered, especially
prescrlptlve T\ ts that made it difficult to innovate as there was no obligation to find the “best
use” of re@mj This has resulted in some providers focusing on easier clients to meet targets.
Specifying contract volume in this way is sometimes an obstacle to delivering a good service and
some people fall through the cracks in the system that this creates.

Despite the contracts being designed around making performance measurement easy, it was
difficult to understand how good and bad performance was handled. Some contracts seemed to be
revoked after an extended process. Conversely, those who did perform were not rewarded with new
or extended contracts that recognised their past performance. It is difficult to understand where
performance enters the decision to award contracts, and a question was raised by one NGO we
talked to about whether contracting was based on who was known to people in the agencies.
Another NGO did point out that contracts could be revoked with poor performance or not renewed.
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5. ...and there are many issues within the funding process.

Some of this absence of performance information may be due to flaws in the process of deciding
who would be funded. The costs of applying for the funding was a recurrent theme, in particular, the
cost of IT and partial funding that did not recognise full organisational costs. This can create barriers
to the services offered, such as: siloing providers to particular geographical areas, making it harder

to provide services to more difficult clients, and advantaging larger organisations.
r@a

ple, those who did

ed oyér with no tendér process
ts’). An NGO did hote that
there was a feedback loop in place when a contract was won hey had been
tcomes and
funding .

There was also a strong sense that processes wefe 0
collaborating and slowed payment. A comm
reduced the amount of bureaucracy they faced:

organisations that primarily
receive the funding taggegf—fc;

(™ N
) )

One of the stron
extension of

hich NGOs work together; this idea was seen as an
hich can be observed in different ways. Working
he contract allows for a joint local community view on who
T ; erview offered more detail, suggesting the costs of the contracting
process encourage collabor 'd&és a way of managing costs down and providing better outcomes.
Sometimes: h{s approaﬁh% GOs were able to influence the decision panel for the contract

such as by changing \a’bwa/s contracted for, specifying that two NGOs would share the delivery of
the contract or speci

change in price that would be paid for the contract.

Collaboration différent form was also encouraged through the Whanau Ora initiative, which
encourage/\sr\{ar\\(?\(\l rs to work together as provider collectives and deliver integrated services.
While attem|57c'ing to work collaboratively might be the norm, it is clear there is still competition
between NGOs, as there is still limited funding to go around. Competition through the contracting
process tends to be on the relevance of the organisation for the contract, rather than on price paid,
with one organisation suggesting more money should be available so there was less unhelpful
competition for funding and more collaboration.

Despite the fact working together was the norm, it was clear NGOs do struggle to work
collaboratively at a more formal and integrated level. Outside of local geographic areas or similar
service offerings, working together as NGOs was less common and most collaboration was based on
personal relationships between senior members of the NGOs.

10
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The most successful example of working together, the “Right Service, Right Time” initiative in
Christchurch, was also illustrative of the difficulties of collaboration. The local NGOs felt they needed
a way to jointly manage the demand their services and initiated “Right Service, Right Time” to
minimise waiting times by providing a single point of access for people needing family and children’s
services. This initiative is based on local NGOs having a long history of working together and still took
a couple of years to get off the ground. In addition, people within the local CYF office and the local

DHB played an important constructive role. Those involved believe “Right Service, Right Ti may
not be easily transferable to other areas given the investment in tru@g needed. &
Formal integration of providers such as mergers and joint-ventl o.happen, but ahg\fan}ss
common.

7. ...local community is key...

In all the discussions, the role of the local communi
NGOs needed to be rooted in local communitiesto

There was also a strong feeling that contr
detrimental effect on the services delivete

particularly strongly, giving as an exam/a\‘i
Northland was a barrier to access oxw

8. ...and NGOs do more ey are contracti

al \i\)providers expressed this point
and lack of transport in rural

ted for. This included providing extra support,

follow-ups, and he é\g 6f-reg|on etsw access to services. Demand also tends to far
exceed contract but this é% sn’t stop NGOs working with these clients, for

example one ted ”wgcan t say-no to families”.

arf/ in thei(@é d attitude to services and the approach to their involvement in the
thls Iients suffer barriers such as poverty, unemployment and poor
information abo s available. This means interventions may not reach the people they are
most intended ort. Where there are some costs which are borne by clients this can be an
important ba o délivery.

N

LON
Those cllerQsWD)o know the system well enough to manipulate it need a mandated approach, but it
seems greater client flexibility and choice is possible for others.

11
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Section 4: A market description

The themes raised by providers are not new. These are difficult issues and have been discussed for
some time (Sanders et al (2008)).” Previous Treasury advice has grounded its analysis of the issues in
a more generic “contracting theory”. The literature on contracting theory does include contracting
with non-government organisations, for example the difficulties with managing incentives,
information asymmetries and transaction costs. It also identifies risks such as difficulty inqecifying

KPIs and outcomes, provider segmentation of the market and client
funders’ ability to sanction or terminate contracts.

Our discussion with NGO providers suggests many of the be

discussions with NGOs suggest market structure is:a b rQen to compet|t| ar ntestablllty,
makes it d|ff|cult to |mprove quallty through increas nt{ablllty a)ad

In this paper we apply a slightly differe %
focus on describing what the market f&a
standard service market. -

rrmg to contracting with non-government
Y téd/gérller the providers we talked to were all

also focus on direct contracting between

olved decision making model (such as indirect

ngmpetitive market has many buyers, services that are identical,
ation ancl @ barriers to entry or exit. Market price is determined by the interaction of
supply and deman in that process the level of the service supplied balances the needs of those
who want the s st other goods and services they want. Price generates valuable
information a osts of services and indirectly about their quality; price is also the
mechanlsrp b ich resources are directed to those who value them the most. Competition
therefore| d”l\}e§e icient markets, quality improvements, innovation and ultimately greater benefit
to end sermce De‘C|p|ents

The fact that government needs to purchase or supply the bulk of social services is evidence this
market does not operate as a purely competitive market and there is no surprise that the theoretical
model is a poor description of the social services market in New Zealand. The more interesting
question is to what extent the market operates at all, and what are the consequences for
government when it intervenes by supplying or purchasing services, or regulating the social sector?

! Sanders, J, O’Brian, M, Tennant, M, Sokolowsi, S & Salamon, L. The New Zealand Non-Profit Sector in Comparative

Perspective. Office for the Community and Voluntary Sector, 2008.

12
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Most importantly, in this market the people who consume the service very rarely purchase it
themselves, regardless of whether the service is supplied by government or NGOs. Instead of a
fixed-service variable-price tender where the buyer is the consumer, it is a fixed-price variable-
service tender where the buyer (the Government) is purchasing on behalf of a third party
(consumers). These ‘consumers’ are typically vulnerable and ill-informed about the services that are
being purchased. Some are indifferent to the service they are receiving, or even hostile to the

outcomes that are being sought on their behalf.
, with goﬁe%he

ively f|xed nun\b%rjof NGO
through the ¢ ngacgng process.
The way in which government contracts with providers for socia vices effective moves price
signals from the market. Government decides on the le %of funding it will-provide for a given
associated contra topfice-taking
providers. Itis common for funding to be aIIocatg Krg@c;\s Ithough once a
) i y full tender, especially

From the provider perspective, the market operates more like a
largest supplier and purchaser, and multiple sellers reflected b

original price set by the purchaser, thei i his does not happen, at least not
with MSD administered funding. The rovrdérs of se mpete through non-price
differentiation for example de ract. In the main, ‘best fit’ is linked to
the community the organisati h s built up supplymg 5|m|Iar services. In
economic literature, this can be refe
are timely and costly and dn'/uﬂﬂt o apply ere, representmg aform of sunk cost for providers
entering this market. Q@arl@t/charact rises monopsonist buying from firms with high
organisation speci apit would b y-described by a competitive model.

How are sup ,4; and m ie:%
AN

chaser’ :f s@\ylce;; on behalf of third-party consumers, government is attempting

toma ch supply and de ut as there is no price-competition, there are very limited
economic.signals on whlch 1;@\ Se its purchasing decisions. Feedback from consumers can also be
weak, and knowledge ab uf/potentlal service provision, providers, and consumers’ need can be

sten just grateful for the assistance they are receiving, and neither the
consumer nor hasers, in many cases, are aware of what they could have got for the money
spent (an unse pportunity cost).

v/‘

In this envﬁrgnfpent where price is not a mechanism to drive efficiency, the key question is how does
government know that the services that are being purchased are the right programmes, in the right
volume and from the right suppliers to get the result for the right end-client group who values (and
benefits) from the purchase the most?

Performance information is likely to be the next best source of information to make judgements
about what services to purchase from whom to get the best outcomes most efficiently. Itis
relatively easy to identify broadly what outcomes government wants to achieve, but it is not as clear
to identify what intervention mix works best together and which providers will give this desired mix.
Each provider can be differentiated based on the types of interventions they offer and the specific
organisational capital they bring, for example Maori or Pacific providers can offer culturally-
anchored services that are targeted towards meeting the needs of particular client groups. Robust

13
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performance information is the most obvious way for government to make purchase decisions based
on the achievement of overall results. Robust performance information and transparency in a
market allows funders to flexibly shift funding to where the intervention mix and service offered by
providers are best meeting desired outcomes.

However, from the providers we spoke with it seems that past performance information is not
commonly asked for by government when applying for a new tender.
input/output information from previous contracts delivered, and th

as they are often unclear why they have missed out on a contra¢t. F
cost of applying for funding is significant. In addition, as the purcha
decisions from Wellington for local communities they have littlec

contracts are won based on the presentation skills of t ée producmg tenderdocuments, rather

than who is the best f|t to dellver for a particular co ~The |mpI -ations-of-such a process on
e ‘corporate NGOs'

nall provi er fhe/esource
pis most co onl)/ making

| nt result% )
out-representing small not for profit communit ions.

% \» >

Although we commonly use the gener@i\r W \ii/gcussing NGO service delivery on

behalf of government, there are differen ap;{roaches toma if ‘ ! i

In reality, NGOs are providing p I%\ods and gov. rrimen/ giving them money to subsidise the
rnment |5 in cases when the term contracting is used

ying an hgbR;ather, we are judging the provider and making

'eg(/)od through a grant; hence in many cases the

funding does not actually mﬁckfthe true cc

most the governm ;% |5ect inr Ver their fundmg is that more resource allows more of the

desired public go roduced w hopefully lead to higher outcomes for the consumers.

contrlb t|o urchase) is made, the contract is Iargely programme based.

will refer a/cJ| 0 a known provider who receives funding for a government programme relevant
to the client” S\Q\e\ s based on the CYFs social worker assessment. Referrals can also come from
other NGdgde/rrtlfymg people in need of support that their organisation does not provide (or is too
overloaded to provide) or sometimes self-referral depending on the service offered. The decisions
on who to offer the programme to falls to the provider once the contract to deliver a programme is
awarded. One notable exception is where the contract specifies to whom the programme can be
delivered. For example, if the contract specifies clients must live in South Auckland then a client that
receives the programme but lives in West Auckland cannot be counted against contractual volumes.
A contract may also specify the minimum ‘need level’ of clients that the provider should be
delivering the programme to.

One example we discussed with an NGO was a contract to deliver a specific programme to 30 people

annually. The contract specifies the clients will be aged between 10 and 18 and live within a given
geographic area. Itis then over to the provider to seek out and engage with people in the
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community to fill the 30 places. The way the contract is specified allows the provider to determine
who they deliver the programme to and this provider has determined results are more effective if
they engage with people under 13 year olds. Even when this decision is entirely right as a strategy
for efficiently and effectively delivering the service as contracted, it leads to a latent gap in provision
according to what the purchaser believes they are buying and those clients who the purchaser thinks
should be receiving a service are not. Volumes based contracts can also put pressure on providers to
meet these volumes, which may disincentive working with ‘hard-end’ clients who need a |
relationship management and time. Even if a client is referred to an unless partici
mandatory (such as from the Courts), clients can refuse to partici program/ﬁ')es

\ /
Purchasing specific set programmes can also lead to ng@ty% m and slo<<\&9e r;éonse to
client needs. For example, if a programme that is purchasedi t 16 weeks but the
client only needs 10 weeks and then requires some other 6\m of service, the system does not allow
for the flexibility to assess the needs of the cllent an vethem onto d' rent’programme

Community &
Philanthropic
unding Marke

%ll\écwe,nmem as
urchaser (e.g. FALs)
“,

from other providers. These clients fill places in
contracted programmes. Clients can also self-
referin some service types

Deliver To..
& Consumers of

Services (clients)

...Receive Services From

Providers also deliver a wider set of services
abovewhatis specified in their contracts based
ontheir assessment of clients’ needs (if NGOs
have the resources e.g. volunteers or

philanthropic funding).

% Government as

provider (e.g. CYFs)

A key feature of the market depicted in Figure 1 is the distinction between government as a provider
and government as a purchaser. The existence of a government-funded NGO market for social
service provision is built on the premise that government believes NGOs are better at producing
some goods. The benefits need to outweigh the transaction and management costs to justify this
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market structure. As previously discussed, target client groups may be suspicious of government
and therefore NGOs may also have better access to target communities. NGOs can also raise
additional revenue and in-kind resources which mean they can produce the outcomes government
wants at a lower cost to the purchaser. In many cases this extra support is likely to cover the delivery
of services which are only part-funded, or additional demand over and above contracted volumes.
The motivations and values of people working for social service providers are an important feature
of the market. The aspects of volunteerism and ‘doing the work for the better good’, are not easily
measured or tangible, but offer an important element that is differe the corpor rket.

Does the client drive demand? @ g \\ )

A notable feature of the model is that, in the main, the model is client- dlﬁii\tiz eC|f|c
t

provider operating models place the client’s needs and &p\fatlons at the cen f their response,
such as the Whanau Ora model WhICh places the family uni at/fhe cent ~funding generally

does not follow the client in this way®. In client-cer
their service and providers are compensated fo ually deHver (though cllent
vouchers or post-service subsidies from the )
sector, but not in the social services market.
more client-centric models with NGOs a
spectrum along which such models w

foermg needs and there was a
ients require more mandated

services).

How is price represented % 77

TN
\ )
There are different apﬁr%atés%o pricing wil e Social Service Sector. The term contracting is
used fairly genera ca\\lvaér fund| ransferred to NGO providers through different
mechanisms. The contracting for serV| ivery, fee-for service and grant funding are different

approaches s(ﬂ ing-providers for their contributions to social service outcomes. Contracts for

not com onl d on a full-cost for service basis and providers we talked to
e fundi dﬁ[y artly compensates them the full costs they face to deliver the

%}ants are usually more generally specified and do not carry the same

ility and repcigrfi'\‘hgf::\1 ngements that a contract will have. Grant funding sends a signal
regarding what go nt wants to achieve at an outcome level, although some are even more
broadly specifie rants for supporting community-defined projects. NGOs will generally not
be held acco whether outcomes have been achieved from grants. When considering
levers to drive: iency of the public service spend the funding lever is also crucial.
L))

How is post-purchase value measured?

In a standard service market the provider would be accountable to the end client to deliver the value
that the client desires. Providers not delivering value will not receive repeat business or find possible
new consumers deterred by poor word of mouth.

In this market there is very little of this form of accountability to the client (unless providers impose
accountability within their own business models). The purchaser tracks the value of the service
through contract monitoring and performance measures of the provider. Important advancements
such as the RBA measurement framework are assisting with information collection and reporting on

® There may be specific cases we are not aware of where funding is client-centric but this is not the norm.
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client outcomes, but accountability from the purchaser to the provider for the contracts and funding
is still primarily based on volumes, inputs and outputs. Highly specified contracts are an important
form of risk management for government in industries where there is great uncertainty about the
outcomes, such as supplying social services to clients who may not agree they have problems they
need to address. It gives some ability to identify and manage poor performance by agencies where
this is captured by the measures used. However, when the level of specification interferes with the
delivery of the service, there may be a case to rethink if contracted delivery is the best way of
supplying the service.

.

Even where external delivery is necessary, government may need-t er wheth r(fhe”revel of
risk management in additional specifications is too great. For amily St \t\GeQ\j\tréﬁ/fS were
identified as having potentially over-specified KPls, such as 3&&1 a visit to the f\ Lbi home in
the first three months regardless of whether other forms-of c might b
Greater risk aversion in managing contacts can inc i shaviours W‘Eﬁ\ ay not focus on the
outcomes government is trying to achieve through- ing-out. ‘eéere/\éccountability exists
between the purchaser (government) to the p vﬁ%r\( 0O) to %éciﬁcations of their
contract such as volumes, inputs and outputs. | cases the sers of services can become
accustomed to these accountabilities, especia vif particula{\p@\gf me is mandated (such as an
alcohol addiction course). The clients %@ ervice providers who will offer them the ‘tick box
approach’, as the provider is focused (%e{accountab' |t\\tp purchaser. This approach will not
lead to the client making an effo %hg\ange funda e(rj?a . shaviours, but merely complete their
requirements. This certainly occur for 9ILp\ iders despite the accountabilities set up by
government. It should be no is striking hbw‘xx‘o mitted providers were to their clients and
to delivering quality outh/mgs‘:\ idea is em ‘,,féd"in the theme around community connections
discussed above; provjde\@:fg@jesponsi bili heir communities to deliver better outcomes.

i b y reported back up to the purchaser, as it is not

However, these ou om}eig/l}i oftenn

part of the contr

ore effective.

onta
7

oration e market
‘ }/rket]with multiple price-taking providers bidding for a set funding
‘a\\y/seem to impl rket that would be highly competitive. There are three main areas

is pote%ia{fqrfé\c\)mpetition in the market: contesting funding, the ability of clients to

move between pr ,-and the ability to enter a new market.

competition in some of these areas than others, the market is more
noticeably/gijl‘r borative than competitive, although there are clearly different levels of
coIIabora‘t'inTHe social service market is not unusual in needing collaboration between different
providers.%f goods, from computers to houses, require collaboration between providers with
many different skills. There are efficiency gains to be had by varying forms collaboration, from co-
operating on standards through to mergers and joint service offerings. However, even in these
industries there is intense competition for clients and this incentivises efficiency and innovation.
Those performing poorly ultimately close down.

In the social sector, working closely together could lead to better outcomes through the provision of
linked services, provision for the wider family and co-ordination of the interventions (such as is being
sought with initiatives such as Whanau Ora). Indeed, given the emphasis on co-operation, it is
surprising how rarely initiatives like “Right Service, Right Time” emerge. Most of the collaboration
seems to be informal and based on personality of those within the organisations. The “Right Service,
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Right Time” initiative took two years to build up and the trust needed to go this far had been built up
in previous collaborative activities over the last 10 years. The level of collaboration that is required
for joint-ventures and mergers to be the norm is still not typically seen in the market.

Competition for funding: Providers do not want to spend substantial time and money competing for
funding so they work together to “map out the market” and decide who will go for which contracts.
This form of collaboration appears to be more like collusion. When providers choose to w

ition to deliver to end-
Qst/serwces are provided
here there are a limited
demand for-their services far exceeds what they
s’very little incentive to make
ient-choice in a market is effectively

clients as the services have already been purch ngi
with as low a cost as possible falling on the cli m

performance |nformat|on transparent i
removed. Even when clients do have.some

greater than their contracte
contract obligations.

Ease of entry and exn( L%a éﬁ‘éctly compet arket there are no barriers to entry or exit. In
this market there ery few new e s, which is a typical characteristic of an industry with high
sunk costs. Sunk i is sector ar ominately the high level of specific organisational

capital requiredto b established social service provider in a region. A key characteristic of these
providers j mmustmgﬁtp required to become established in the market. It takes time
to build rele ips and péFﬂ/s It is these characteristics which primarily determine providers’
abilit lnc ntracts i \ak/ket as providers do not compete on a price or cost basis. It is very
difficult new prowd{to\ n a tender in a new service area or geographic region unless these
investments have de. Existing providers are well rooted in their local communities and are

well-established

Further closing-off the market to new entrants occurs through contracting procedures. Contracts are
often rolle 0\(\( o existing providers without being opened up to new entrants or competition, this
may be pa\ﬂy d/awn to the existence of contracts which are partly based on maintaining
relationships (‘relational contracting’). Contracts are also specified in ways which create provider
monopolies in geographic regions. For example a provider is awarded a contract to deliver a set of
services to clients in West Auckland, providers stick to their regions and their clients and do not face
the threat of competition unless they were to substantially and continuously under-deliver on their
input/output based contracts (quite rare). Although competition can drive improved practices, there
may be advantages to geographic monopolies such as increasing providers’ market share and ability
to generate economies of scale.

Providers can lose their contracts with government; however, it would appear that this only occurs
after extensive poor performance and a number of assessment processes. The performance appears
to need to be significantly poor, and usually associated with some level of public transparency
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regarding this poor performance to be revoked. There has been some consolidation of the market in
recent years but we still see a market characterised by a large number of very small providers.

Mergers and joint-ventures are increasing but quite uncommon. The level of collaboration required
to operate in this formal manner is far greater than the co-ordination we can observe between
NGOs in the market currently. Such collaboration is encouraged through the Whanau Ora collective
model, but we have heard that even these models are difficult to operate in practice. Some, of the
providers we talked to were attempting to operate joint venture models’but found it di@éo be
funded as a collective without a lead contracting agency (which puf ioriship dyqé@cga sk).

- asess rvmg}ﬁis a
ation or as collec vg >

significant impact on the way in which providers operate, in i

As in any market, the benefits of collaboration (and co 2él‘id‘§tion) need to be weighted up against

externalities will become a problem, such as i
think there is a balance to be struck. There a

However, there are also benefits to spec%\
different clients’ needs.

[ e \
In addition to funding proyid;ﬁ cial service N@s market is further complicated by funding
associated with investmehﬁfrj@*p iders as isations. Capability and capacity building funding is
the premise of the Wkﬁh\\\?u\@a/fundingp i y TPK. MSD’s ISO work programme also includes
snti

\\faﬁability m%cef r social service providers.

Q i ee that in orderto make significant improvements in outcomes from the social
' >

ample aw—;{fdjé\allity to track activities to outcomes, measure and report on
. Howevel ﬁkf/éant monetary flows of capability funding into the sector as the

the market, and call Gt
rather than deliv directly. One explanation for capability and capacity funding is that

government m ore efficient at producing services, so has to provide subsidises to NGOs to
ensure tha/t,,th e/providers can produce as well as government would themselves.

(Y o
For the seMggfs/whlch government cannot, or would prefer not, to deliver directly, it has been
suggested that capability funding limits efficiency of the market by ‘propping up’ providers that
would likely be forced out of a standard service market due to inefficiency. Funding of this kind also
supports NGOs that would otherwise be incentivised to more vigorously look at how to efficiently
manage their finances. We talked to a participant within the provider sector who expressed that
capacity building funding may be reducing incentives for driving efficiency as such funding assumes
that a lack of government money is the barrier to efficiency. Additionally, providers may not be
considering how they use their equity efficiently (i.e. owning central real estate or continuing with
practice models which promote individualistic approaches to operating rather than partnerships and
joint service offering).
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We do recognise that given the importance of provider capability, there may be a role for funding to
assist NGOs in areas such as workforce development, infrastructure, information technology systems
and monitoring, and evaluation and reporting ability. These investments are aimed at improving the
effective and efficient operation of the sector and lifting equity of access. This can be important to
ensure diversity of service provision by region and by practice type, such as specialised Maori and
Pacific providers.

What is important to consider are the levers to available to achieve r long-term &%ness

of the provider market, and whether capability subsidies are th ch. It méy be thatmore
funding alone does not create the right incentives to achieve a r capablllty\ j

<§
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Section 5: Implications and advice

Thus far we have discussed a number of themes drawn directly from our engagement with providers
and analysed the issues in the context of the social service environment as it operates as a market
(or as it doesn’t as the case has proven to be). In this section we draw out what this analysis implies
for the way government contracts with NGOs in the market for social services if government is
looking to focus on improving performance.

To help inform our analysis we looked for what guidance was availa ntractméwath s

he natur of\tb\epyrchase

t publlc advice on

nity and Voluntary Sector
)}21 and the Auditor-General’s
NGOs™. We reference Treasury’s

Department of DIA’s Code of Funding P,
Principles to underpin management by
previous advice throughout this s
changes perspectives about w

As previously indicated, th15Ps N
of interrelated issues relatmgtp both con anagement and performance management This

discussion is |ntended/£o\t)|g@1g/ht points-ofi( eration and not recommend concrete solutions.
Concrete solutions'w d{ﬁér depend@e ay in which you apply the analysis.

QV' which to base purchasing decisions:
o~

As previo usly id ntified, gg\éefn\mynfls attempting to determine what the ‘right services’ are to

purch g’f omthe rlgm pr on behalf of the ‘right clients’. NGOs are price-takers to the
set by %mén for these services externally to the market.
o]

/

racting is too simplistic in this regard as it assumes contracting processes
t price and payment. This is not entirely helpful when considering a
market where price does not form part of the providers tender bids. One of the more fundamental
issues in t%ﬁ\a ket is whether the contracting mechanism effectively directs resources to where
they are v ed the most, or more appropriately expressed for this market, obtain the highest
benefit.

Treasury guidanc
will be based,o

It is not our view that government should introduce price competition into the social service market
to solve the issue of efficiency and effectiveness. This is not a standard market and price

® Minor amendment made to 2003 paper in 2009
1% See Annex 2 for link

" www.dia.govt.nz/cvs

12 http://www.oag.govt.nz/2006/funding-ngos/
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competition would not lead to the direction of resources towards the clients who would benefit the
most. NGOs have already expressed that they are only partially funded for the cost of their services
and therefore there would not be any desire to ‘undercut’ each other on a price basis in this
collaborative environment. Price as a lever to incentivise efficiency within NGOs will be limited.
Although not explicitly stated by providers, we have interpreted the supply of services provided by
NGOs to be relatively inelastic to price. People are clearly motivated by outcomes for the people
they work with, and as such there is more than funding that drives this sector. This is evident in the
substantial volunteer time and philanthropic funding element, and t ili iders
rooted within communities. Many NGOs are driven to respond to
responding to prices.

Therefore the questlon becomes what non- fundmg reIated%

We have structured our priority areas of focus on f our asseiskg\m\ of how NGOs

weighted the issues that they faced regarding & g'with go

A. Improve the management of risk

Contracting will inevitably involve risk@ a point that.i k‘ nised in Treasury’s contracting
guidance. However the guidance falls sh tfﬁ‘ guiding: i

sharing’. What this seems to re I%@ \a large deg eé/of risk'transfer to the NGO sector without

clear identification of the be risk transfe

analysis can be Iinked bac stion of i k\ hrle we expect government to internally
S\c'mély managed between both parties.

ts. From a market perspective 12 month contracts

i sro d funding efficiency and performance management,
it perfémance' uncertain funding streams resuIt in a high churn

)ntracts is other than risk control for the government agency. The
icient and effective way of managing risk given the high costs it
creates for those pr the service? To our knowledge no analysis of this has been attempted by

any government@

Tightly specifie put’and volumes-based contracting is another example of government’s
managementqﬁr Monitoring and reporting against these types of contracts is unlikely to make
either parfy\uﬁ)omfortable For providers, funding is almost certainly secure for the period of the
contract so long as they meet their targets. For government, there is very little risk as there is low
likelihood of providers not meeting contract obligations. However, determining whether a desired
outcome has been achieved from buying those inputs requires someone to link the input to a
desired population or client outcomes, and then demonstrate through analysis, that purchasing
those inputs contributes to achieving the desired outcomes, thereby showing the effectiveness of
that purchase. Normally this is easier said than done. In addition, this degree of risk aversion has
high costs, including limiting provider innovation, creating inefficiency and stopping NGOs operating
at their most effective.

Recognising regional differences (and funding accordingly) is a riskier funding strategy. These types
of differences are currently not built into the system. Devolving decision making to communities
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and away from central government is also a contracting approach which requires a level of tolerance
for risk.

The idea that government should consider the way it manages contracting risk is not new. However,
managing risk does not imply government’s base position is to minimise risk, or transfer the risk to
the sector. We think that greater emphasis needs to be placed on risk in the contracting and
performance management process.

B. Improve information accessibility and transparency ,}7
\ )
Across all the discussions there is a reoccurring theme regardi %ﬂon asy(% étrles/n the
market. Improved information coupled with improved trans a and account 'Q\fgy{appears to
be a key issue.

Transparent performance information is the only si ich the puf\ch@se in this market is able
to robustly make efficient and effective purchas (:Te& i % ignals. Without this
transparency of purchasing strategy, NGOs d % ent’s funding priorities
and are unclear how to best participate in nce to contracting states
that a tender process must be based on rcriteri oh;h@t\ ecision making process.
However, in this sector there is no overarchi ts transparent to all parties to

guide decision making.

‘ “WBII }a provider has met volumes and inputs is
ok to fund providers and interventions that will
have the largest benefit tetk@dutcomes% nsumers. A focus on outcomes would also

contribute to shifti thV c6untab|y e market back towards the provider and end-client
relationship rath e prowder% ink.

Given Treasu le'ds government’s lead advisor on economic and fiscal issues, we think it is
|mportant to- c\\n er the question of whether services are best delivered through NGOs or
delivered &k\ee‘t/y by government agencies. We discussed in section 1 some of the reasons why
government would contract out service delivery to NGO providers. Treasury guidance on
contracting with NGOs discusses the consideration of in-house versus contracting. The elements to
consider include: legal factors, policy constraints, codes of conduct, whether part of the service can
be contracted without the whole and whether there is a potential supplier. It is a complex decision
whether to ‘make’ or ‘buy’, but these questions dive into the technical aspects before considering
the strategic framework underpinning the decision. We think at a high level there is a preliminary
set of questions that need to be asked when this tradeoff is being considered: who has the best
information, capacity and incentives to deliver what is required at greatest value for money? These
questions should draw out the ability of the parties to manage risk and most importantly the how
the nature of the market impacts on the decision. There is a question regarding what form the
NGOs may take if some of their service delivery functions were brought in house to government. Is
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government subsidising activities that NGO providers would undertake regardless of government
support? Or, would we lose the delivery of the public good by bringing service delivery directly back
into government?

Why is the ‘make or buy’ question so relevant to work through in such detail? A relevant example to
current policy processes would be in thinking about the impact on providers of contracting-out for
outcomes. It has been well recognised that capability and capacity funding is likely to be required to

In addition, if the cost of NGO information collection o %Jtcomes is too significant, or agreement on
outcomes to contract for cannot be reached between parties, there is %q tien-of whether
government should revert back to funding inputs a 0 ‘r\éht ractice, or should
government deliver the service directly? As de narket diagram in figure 1,
government is also a provider of social servi

D. Identifying final outcomes joiﬁﬁ\yx 5

Once we have addressed the CO% of risk ma ageme/ \transparency of information and the

decision to deliver in-house o out, we ean S t e focus to the outcomes themselves.

ue-judgement on flexibility currently falls away from
roach. As previously discussed specificity is a risk
proachbuilt into-governmeént contracting. The challenge is to build flexibility into
the system ‘?V approa \é&?ﬂent has taken in an attempt to achieve greater flexibility
and perform the sectop&jﬁr;; gh attempting to contract for the outcomes. Given the sector
tR/cting, we think the government should continue with this

held accountable e achievement of the outcomes, and the meaning of success cannot be
manlpulated Literally applying this guidance when considering contracting for outcomes will rarely
lead to the co@i ion that a true outcomes contract is appropriate. Government needs to recognise
and ackno\\gedge that attribution to a single NGO would be near impossible. Outcomes do need to
be able to be realistic for the NGO, and contribution to final outcomes does need to be measurable.
Outcomes of this nature are not impossible to work through, despite attribution issues. However,
the significance of this process shouldn’t be understated. What the outcomes being sought are and
what level of contribution can be expected from NGOs towards these outcomes, will both need to
be determined.

Treasury’s gmda% that “contracting for outcomes is feasible if the NGO can reasonably be

The development of an outcomes framework will be an extensive process and will need to involve
both government agencies and NGO providers. Government and NGOs will not always agree, and in
these cases it will be about being transparent about areas where government and sector outcomes
will differ. Contracts based on outcomes will not always be possible either, and in these
circumstances a mixed model or contracts for inputs and outputs may be more appropriate. Mixed
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models with stepped funding for outputs on the path to outcomes can also be explored depending
on the circumstances (including the risk model adopted).

When an outcomes contract is not feasible, it may also be appropriate to come back to the previous

qguestion of whether government should contract out for the delivery of the outcome or deliver
directly.

E. Other considerations %
There were a number of other issues raised which we have classi er consids ra\lﬁs

Although still important in the design of a contracting syste these ar se\g/onda/ to the

five key areas raised above. \5

Capacity/Capability of the market : :f\/ .

Government’s contracting practice drives the cons soual serv’ce}n et and therefore

any shift in contracting approach should be driven fi N nt . However, the provider
mg for outcomes will

sector needs to be well placed to respond. F
require providers to be well positioned to mo
attribute their activity to outcomes and UQ% tly mea rMEarii}reporting on these outcomes.

TPK have noted that their experiences fro +Whanau
efforts that are focused on outc m@Q( quwes signi |cént‘ investment from both the government

) _/
agency and NGO parties: agr on‘outcomes andin vestment in monitoring, evaluation, data
collection, analysis and reper i o T\Estems) are S|gn|f|cant However, as dlscussed
earlier, the incentives of c@a/)leﬂ g funding i

capacity will likely req@ Re/fa[gr/éater conr eratio
efficiency is being from the x ent.
Collaborationw

uld reco nlge\hls ature and consider how to respond and build on it to realise
élém [

of greater ollaboration, while minimising the creation of provider
hich Iead/to negative market externalities.

)
Regional differe

nal differences that affect the way the NGO sector operates. In Northland, for
example, a/c,h,l\ outcomes with clients is challenged by geographic and demographic factors. In
general, urba ice delivery is different to provincial service delivery. One generic national
contractméifrafmework will not necessarily take these differences into account. A contracting
system that either explicitly or implicitly recognises regional differences may be appropriate.

Build in client focus

To create a greater focus on outcomes there may be a need to strengthen the accountability driven
from the end-client back up to the purchaser. Client needs are varied and simply introducing client-
choice into the system will not necessarily be the answer. Some services may be more suited to
client choice (such as budgeting services) than others (such as mandated domestic violence
programmes). In any given approach, the recognition of the client as the key player in the market
needs to be recognised; currently the strongest accountability line appears to be from the purchaser
to the provider (with the exception of the Whanau Ora model).
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Section 6: Next Steps

Given the full agenda of government initiatives underway, our work has focused on understanding
and defining the problems in social service contracting so that we can share information and feed
into this wider work programme. Our aim is to assist agencies in their combined efforts to improve
the performance of the social service market. We think that our value-add will be in the cross-
government perspective we have and our ability to share information and draw linkages across
agencies.

o
Through our analysis of the market we have drawn out four ke ich should “ é{aﬁén into
consideration when developing policies with impacts on contracting with NGOs fg@d\a/‘rs/ervices.
In summary these four key considerations can be classified as: \5\
® Managing contracting risks O
e Information
o The burden of collecting, researchi
o The transparency of government pr
e Determining the balance of what is

® Processes to agree outcomes and

atiis contracted out, and
final outcomes

We acknowledge there is quite a shift@ v ontracting for outcomes is
standard practice in government agencies contractin /fq ial services, but this shift will be
significant.

o~
We propose an initial follo r to further dr\aﬁbut the issues identified in this work. This
paper will aim to analyse N%W\Ajze and’s best ¢ ‘pI'eQ of outcomes- linked funding, and a selection
of international examgfl\és\.\]f\kfejéé example xtend beyond the social service sector. The paper
will draw out the k fé\t\ﬂ s and charact aristics of contracting for outcomes models. To link the
two papers toget vﬁ assess he key issues we identified in this paper have been

addressed an . ow arriers to outcome-linked funding have been overcome.

33 of this piece of\igﬁ[;}w/ e three-fold:

J elf) clarify Wﬁére\ are now in regard to contracting for outcomes across government
agencies an hé{e\ Je could get to if we continue to focus on contracting for outcomes.

e Using evider o demonstrate that contracting for outcomes is a realistic goal and how the

our first paper have been addressed. Or, if they haven’t been addressed,
how 1 simpacted on the success of the initiative.

] Cré;iil 1g-a resource for agencies to draw from when considering new initiatives where there
is bp}rﬁunity to contract for outcomes or include an element of performance-linked
fu%in . We have identified that there are pockets across government where agencies are
experimenting with these forms of contracting in a number of different areas. However, the
experimentation seems to be done on a bespoke basis with no development framework to
follow. The risks of this approach are that lessons from other areas are not being shared or
built in a comprehensive way so the potential benefits from such approaches are not being
fully realised.

Part of the MBIE’s “Streamlined Contracting for NGOs” project will be looking to develop guidance
for thinking about ‘outcome focused’ contracting at a practical level and where certain services
might best fit in terms of contracting for inputs and outputs or linking these contracts to outcomes.
This could incorporate some thinking about when pure contracting for outcomes is most
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appropriate. Treasury and MBIE, and other agencies where relevant, will continue to work together
to help identify on-going examples of outcome focused contracting that come to MBIE’s attention as
they begin transitioning government agencies onto the new outcome focused contracting template.

Summary:

To enhance our understanding of the operation of the social service market we undertook.a number
of discussions with NGO providers. One of the key takeouts was that’sacial service provi are

\ (“/ A
Governments across the years have attempted to implemen acting for outégr\\q(\eﬂ]o achieve
greater flexibility and performance in the social service sector. ave made signi\iga\nt shifts in

with NGO providers.

%\ff/

equires gr . cy effort and there are a

number of social sector agencies focusing\{%%”” rk programmes on this goal. We are sharing our
to continue to draw out the

findings with these agencies and prop% ollow-up piece
issues identified in this paper. The next pi ce’of worky&f\% e is to examine examples of

contracting for outcomes and p f@ance-linked f r@}lg across the state sector in New Zealand

and internationally. The aim er will be to

these case studies to enable’ to apply Iéség\ns
\ )

/

Lifting the performance of the social servi

aw oUt the key features and characteristics of
o'the social service market.
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Annex 1: Providers interviewed

Summaries of conversations with providers have not been included to protect the confidentiality of
providers’ comments.

Auckland:

Whangarei:

Christchurch:

evelopment
iness, Innovation and Employment

ini . .
S@vices Commission

We met with the Accident Compensation Commission to learn from their experiences in changing
their business model and the way ACC contracts with providers to deliver services.

Non-Government
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Annex 2: Treasury Guidance - Contracting with Non-Government Organisations for Services Sought
by the Crown

http://goodpracticefunding.govt.nz/open-communication/reviewing-the-funding-process.html
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