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In February 2012 we published a report on how well Scotland was achieving economic and social benefits from its annual £9.2 billion devolved spend on public procurement
. Here, we summarise our main findings and recommendations, before drawing some further important conclusions which have become apparent from discussions following the original publication.

We started by contrasting a very optimistic official view on the success of procurement policy with a much more pessimistic view from parts of the construction industry: namely, that procurement policy was preventing many Scottish firms achieving government contracts.

When we collected and assessed the available evidence, we found that the actions of Scottish governments in several important areas (water procurement, local infrastructure projects under the “hubs” initiative, and PFI contracts), resulted in very large contracts which put barriers in the way of small to medium firms participating. Even in non-infrastructure areas of procurement, penetration by Scottish firms is often surprisingly low. Further, the monitoring system is severely flawed: so flawed that the Scottish government has probably overestimated how well its procurement policies are doing. We concluded that, in many areas the negative view on the effects of procurement policy is closer to the truth than the positive view expressed by the government.

We also concluded that two dominant factors explain the way the system had developed. These are the EU Procurement Directive, and the legacy of the report commissioned in 2006 by the Labour government, the McClelland report. These factors, however, do not excuse the current imperfections in the system. For example, evidence we quote in the report on practices in other EU countries demonstrates that 

· Scotland did not need to set up contracts in such large blocks, blocks which in many cases are too big for Scottish firms to cope with. Within the framework of the existing EU Directive, there is ample scope to be pro-active in ensuring that contracts are split up – there is in fact a legal requirement to do this in several EU countries. 

· Scotland could make much more use of the other exemptions in the EU Directive, for example, on research and development. 

We then made a number of positive recommendations. We refer to the report itself for a full list of these: but among them are:
a.
The culture of procuring agencies should be radically changed, so that it is the norm to split contracts into relatively small blocks.

b.
The potential within the existing EU Procurement Directive to assist the local economy and social wellbeing should be exploited to the maximum extent. 
c.
Scottish Enterprise should develop a pro-active forward procurement role, which would involve both identifying gaps in the public procurement supply chain, and identifying potential innovative products for which there could be a public procurement demand: and would then be in a position to help Scottish enterprises to exploit these opportunities.

d.
Contracts let through the public procurement process should contain adequate safeguards on pay and conditions.
e.
Scottish purchasing organisations should not adopt procurement agreements which have been negotiated by regional purchasing bodies elsewhere in the UK.

Subsequently, we have had a cordial discussion with the Minister responsible for public procurement: and a somewhat less cordial discussion with officials. We have also had discussions with other interested parties who have contacted us. These discussions confirmed the conclusions in our report – and suggested some further important points. 

One such point relates to the importance of government finding a way to better influence those personnel who are actually making the procurement decisions on individual contracts. It is quite clear that, whatever the good intentions of government, these staff may be making decisions which have adverse effects: for example, by specifying unduly onerous prequalification criteria.
It also appears that procurement policy might be unduly influenced by the search for novel financing solutions to get round constraints on capital expenditure. One example of this is tax incremental financing, currently being piloted in Scotland, to which there are clearly a number of risks attaching, particularly at a time of great economic uncertainty. 

Other important implications stem from the very marked contrast between the positive official view of the success of public procurement policy, compared with the very negative experience of some of those at the receiving end of the policy. 

It is worth considering how this divergence might have come about, particularly in an area where government prides itself on being open and transparent. Part of the problem may well lie in the fact that the range of goals that procurement policy could potentially achieve is extremely broad. Procurement policy could, after all, be expected to deliver benefits in:

· Value for money.

· Minimising the risk of embarrassing project failures.

· Minimising the risk of corrupt practices.

· Fostering innovation.

· Delivering jobs.

· Strengthening specific sectors of the Scottish economy, and SMEs.

· Delivering social benefits – such as employment opportunities for specific disadvantaged groups, and access to training.

Obviously, the problem of assessing how well procurement policy is operating is made much more difficult if the monitoring system is flawed: and, as we demonstrated in our report, the current monitoring system is indeed misleading. But in addition, where there are multiple policy goals, it is absolutely imperative that Ministers specify very precisely which particular goals they are attaching priority to, and whether it is short term gains or long term benefits that they are seeking. They should also specify what success criteria they are going to use to evaluate performance. Unless these aspects are clearly specified, there is a temptation to claim success, even when this is not justified.
A good example of this occurred in discussions with officials, after the publication of our Reid Foundation report. A senior official claimed, in effect, that it was a measure of success of procurement policy that many contracts were going to large international companies, even though these might only have a minor foothold in the Scottish economy. When such companies established a branch in Scotland, this was inward investment: and since Ministers were in favour of inward investment this was “a good thing”. It is difficult to believe that Ministers actually do subscribe to such view (and, if they do, they should be disabused). Classical inward investment, which Ministers would of course be in favour of, involves a company investing in Scotland in all senses, (e.g., capital, R&D, employment and training), and using Scotland’s skills and other advantages to develop and produce products to be exported into world markets. This is quite different from a multinational simply having a limited branch plant here, in order to secure for itself a portion of the resources being spent from the Scottish budget – and probably doing this at the expense of displacing an existing Scottish firm or firms.
This example is typical of the kind of empty claim of success which can all too easily arise when the goals of procurement policy are not specified with sufficient precision: and when the criteria for judging success are not clearly set down in advance. So in addition to the list of specific recommended actions which we put forward in our original report, we now make one further recommendation. Namely, that Ministers specify, and publicise, exactly what goals they want Scottish procurement policy to achieve: and that they set out specific performance criteria for each of these goals.
Note
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