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FOREWORD: BY EQUINITI GROUP
Few people expect our economic circumstances to
change back to how they used to be any time soon.
Government debt is at unprecedented levels. In this
context, fresh thinking is required in terms of how
public services might be delivered – and the role that
companies like Equiniti Group might play.

We are proposing a new model where technology specialists like
Equiniti Group bring our experience to bear. In short we’ll help
build new service-providing organisations – in partnership with
Government and Government employees. Our intention will
be to create business models where citizens will benefit through
better services more efficiently delivered – thereby reducing the
fiscal demands on departments and the taxpayer.

We have commissioned this short paper from Quadriga
Consulting in order to focus on the types of structure that might
emerge to deliver public services in the context of reduced
public spending, and given the demand for greater efficiency from,
and reform of, Government departments.

In short, Government, public employees and businesses have an
opportunity to participate in what might well become the ‘new
normal’ for public service provision.

As a business we recognise that new business models are needed
where we can benefit from the upside, but also bear some of the
risk if things don’t go to plan. It is, after all, an uncertain world. In
the past taxpayers took too much of the risk on their shoulders –
often without knowing it.

Later in this paper the extent of the demands that are being
placed on departments is spelt out. The Chancellor, in his most
recent Autumn Statement, made clear that public spending
budgets will come under even greater pressure over the lifetime
of this Government and beyond. For every £4 spent on public
services £1 is borrowed. While the deficit (as a percentage of
public spending) has declined, public spending is still growing as a
result of an escalating welfare and pension budget. Never before
has the Government been under such pressure to reduce the
extent of the state, and state spending.

“The case for enabling employee involvement or
ownership is a compelling one. The UK Employee
Ownership Index shows that, over the last 19 years,
employee-owned companies have consistently outperformed the FTSE all-share index by an average of
11.5%.”
Karen Cherett, Public Sector Service Delivery Expert, PA
Consulting
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FOREWORD: BY EQUINITI GROUP
Equiniti Group is an active player in the market for public services
– we have a close working relationship with several departments,
Government agencies and local authorities. These close working
relationships – as well as our commitment to digitally-enabled
service provision – allows us to be an active player in the
emerging market for mutualised Government services.
Equiniti Group was selected as the private sector partner for the
MyCSP mutual joint venture to manage pension administration
for civil servants. MyCSP Ltd, the first ‘John Lewis-style’ business
created from a central Government service, was launched in May
2012 by Francis Maude, Minister for the Cabinet Office.
We believe that such models of service delivery present a
major opportunity to deliver services better – and to allow
Government to meet its efficiency and reform objectives.
If you have any queries about this report or about Equiniti
Group’s approach to the delivery of mutualised Government
services, please do not hesitate to contact me.
Yours sincerely,

Andrew Cleminson
Group Director
Public Sector Markets
Andrew.Cleminson@Equiniti.com
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HUNGER AND APPETITE: A PREFACE

“Too often there’s been a binary choice between the
Government providing a service itself, or outsourcing
it to the private sector. These choices have historically
been driven by a belief that services have to be
controlled centrally – with a one size fits all approach
that has left little room for innovation.
“We are looking for more innovative ways to
structure services. We know that employees who
have a stake in their business, or take ownership of
it completely, have more power and motivation to
improve the service they run. They can also benefit
from partnerships with private or voluntary sector
organisations which can bring in capital and expertise.
“For the private sector, which can no longer expect
the generous margins of the past, tapping the talent of
frontline staff to improve efficiency will be a priority.
The state too can keep a stake so that taxpayers
benefit from the rising value of an improved service.”
Rt Hon Francis Maude, Minister for the Cabinet Office, April 2011

When Warren Buffett – the hugely successful investor –
canvassed for his first investment he raised $111,000 from 11
doctors, all friends of a friend who was also a doctor. Buffett
invested a token sum of $100 in the fund himself. While the
$100 only represented 0.09% of the fund it still meant that if the
fund produced a return Mr Buffett would see an upside.

That upside was quickly revealed. A year after he created
his ‘partnership’ with the 11 doctors he disclosed that 35%
of the fund’s assets were invested in a map company. The
map company’s stock was trading at $45 per share – but the
company’s investment portfolio alone (never mind its core
business) was worth $65 a share. On the basis of the investment
portfolio alone there was $20 per share of value in the shares
that Buffett had acquired for his fund partners.
At the centre of Buffett’s investment strategy – then and now – is
the concept of value. If a fund or an organisation cannot create
value for its shareholders then there’s no point investing in it.
Having equity in the investment means that vested interest
is created. It focuses attention and interest – as well as
commitment.
However, now consider government services and the
organisations that deliver them. Without question many public
employees are fully committed to delivering the best services
they possibly can. However, often they have no control over how
decisions are taken, how efficiently their organisations are run or
how things could be done better.
Moreover, government bodies have no shareholders – indeed,
no-one with any equity. As a result there are no incentives and
no potential for value yield or return.
This short paper argues why we need to consider creating
organisations that have people who can see upsides and suffer
downsides if the public services organisations in which they work
get better, or worse. The paper suggests asking people to take
a small amount of risk – in return for a potential return – is a
mantra that government needs to embrace.
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DEFICITS, SERVICES AND NECESSITY
The UK’s national debt in fiscal year 2008 was around
£500 millio. In 2013 it is forecast to be £1.1 trillion.
Debt as a percentage of Gross Domestic Product (GDP) is
around 70% and rising. The Coalition Government, despite
its austerity measures, has been unable to meet its debt
reduction targets. Without economic growth the tax take has
been declining. Corporation tax has slumped on the back of
poor order books and a general economic malaise across the
Eurozone and much of the developed world.
The effect on the public purse will be severe. While austerity
has bitten to some extent since the coalition Government
came to power, the sheer weight of the debt burden will put
all departmental budgets under increasing pressure. Some
departments are facing real cuts (based on actual cuts and the
effect of inflation) to the extent of 25%. The surging cost of
welfare is putting a massive drain on public finances.
A report published in November 2012 helps to explain why.
Published by the Social Market Foundation and the Royal Society
of Arts, “Fiscal Fallout” is based on an analysis of the UK structural
deficit – using the Office of Budgetary Responsibility’s own
model. The report by Ian Mulheirn, Nida Broughton, Ben Lucas
and Henry Kippin argues why the UK economy is in crisis. The
Government models – and spending plans – assumed growth.
There has been little to none. The models also assumed spend
levels that were significantly lower than actuality – explained by
much greater benefit claims.

To date the Government has not made clear how such spending
savings will be achieved. This is likely to be spelt out in future
strategic spending reviews. In terms of benefits-related spend the
report authors make clear that a 23% cut to the DWP budget
would result in halving the spend on employment programmes.
Other programmes and agencies are likely to come under
significant pressure.

In this context, minds will have to
become more focused. Efficiency is
the new mantra.

The Efficiency and Reform Group – an established “task force”
within the Cabinet Office – recognises that IT is a critical
component of transformation. However, in the context of
massive departmental spend reductions efficiency and reform
may falter if departments and agencies can’t acquire the
technology and expertise they need within their existing funding
– hence the need for new delivery models.

The report’s authors argue that if spend on health and overseas
aid continue to be ring-fenced, other departmental spend may
have to be cut massively. Cuts to the order of £48 billion by
2017 – or 23% of departmental spending – are predicted by the
authors.
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THE POLICY OF SMALLER Government
AND BIGGER PRIVATE SECTOR
Previous administrations have attempted to introduce more
private sector involvement into the delivery of Government
services. In the 1980s and 1990s large swathes of Government
service were outsourced to private sector providers. Often
public sector staff members were transferred from public
employment to private sector organisations as a result.
However, outsourcing was patchy in terms of its ability to deliver
efficiencies. Often the same staff and similar processes were used
to deliver services.
Outsourcing quickly gave way to private finance initiatives
where financial organisations acquired both assets on behalf of
Government as well as lucrative long term service contracts.
Many such Private Finance Initiative (PFI) arrangements were
criticised by the media as being costly and simply moving the
Government debt burden outside the balance sheet.

The challenge for Government in a ‘new normal’ economy based
on austerity is to oversee the introduction of market models
that allow all the key stakeholders to benefit: the recipients of
Government services, employees providing services, specialist
private sector firms that have developed the best processes for
service delivery and the Government itself in terms of getting
some return for doing things better.
In short, the challenge is to create models where specialists can
bring their experience to bear to do things better – and to share
the rewards for doing so.

Moreover PFI didn’t really change the nature of risk. Instead,
contracts were complex and inflexible. PFI contracts were often
tender driven and the most successful PFI players were simply
companies that could leverage the financial markets. Media
organisations were quick to point out PFI initiatives that resulted
in long term contracts that were of questionable value to the
taxpayer.
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Government, EMPLOYEES AND BUSINESSES
– CAN THEY WORK TOGETHER?

“Creating an employee-led or employee-owned
organisation – whether from scratch or as a spin-off
from an organisation – is no soft option. It requires
painstaking business and transition planning and testing
of the idea, as well as securing investment funds and
future income.”
Karen Cherrett, Public Sector Service Delivery Expert, PA
Consulting Group – The Guardian Public Service Reform Hub

Mutual organisations exist to benefit members of those
organisations. Therefore, a mutual building society is, in effect,
owned by its members rather than shareholders. Members
are savers – and savers provide the funds to lend to mortgage
borrowers who pay interest. Therefore, the members derive
collective benefit.

However, because innovation tends to happen in commercial
organisations – who can also buy talent or business processes or
systems from the market – Government service organisations
may be isolated from best practice in the commercial world.
The means of remedying this, of course, is for public sector
service organisations to buy from the market – buying specialist
systems and processes from leaders in their chosen fields.
When public spending budgets are frozen, that becomes more
problematic. Public spending watchdogs are also scrutinising
privately financed deals more rigorously than they have in the
past – off balance-sheet financing can be just as (or more)
expensive to the public purse.
Therefore, the mutual or shared risk option is for the
stakeholders – specialist providers, public service employees and
Government itself – to mutualise or collectively invest in services.
In short these three critical players share the business and
organisation and collectively share risk and potential reward.
As to whether these three parties can work together depends, in
part, on how the mutual bodies are constituted and how they are
defined, from the outset, for shared benefit.

However, the definition of a mutual – in the context of
Government service organisations – can be extended.
Typically, Government agencies are created to provide a service
that requires specific personnel to administer the provision of
that service.
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BEYOND PUBLIC SERVICES:
NEW MODELS AND MODES
New models of public service are emerging that recognise that
public sector bodies can be transformed and vastly more efficient
than when under the control of a department or Government
agency. Mutual arrangements can create urgency and vitality. The
best attributes of commerce and public service can be brought
together.
Government service providers under public control are often
constrained – precisely because they are not commercial
organisations. Efficiencies are only required in an organisation if
there are reasons to seek efficiencies. Similarly, an organisation
that is defined to the extent that it is only required to deliver
one service is unlikely to try to offer additional services outside
its remit. However, extending services could be the means of
achieving significant efficiencies.
To understand the opportunity from the mutual model requires a
starting point and some degree of underwriting.
Let’s assume a Government body is required to provide, for
example, administration of student loans. This administrative
function – if provided by a Government agency – would start and
stop at the administration of student loans.
However, a commercial organisation that is required to liaise on
a daily basis with students is unlikely to constrain itself by only
offering student loan-related services. It would quickly expand
into student accommodation, student insurance services, student
travel and possibly much wider financial services.

The mutual public service model seeks to provide the core
service in return for a financial commitment – equivalent to, or
less than, the budget associated with the core service over a
defined time period. In return the Government would receive
equity in the mutual.
In order for the mutual to obtain specialist services – perhaps
specialist account handling tools, web-based processes, and
highly defined digital business processes – it would also require
the involvement of a commercial service provider. Again, this
service provider would – under the mutualised model – have an
appropriate equity stake.
Finally, the employees would be offered the third leg of the
mutual stool – with employees sharing in company success
through stock ownership and options.
Moreover, all three share in the risk and the opportunity.

“The government supports a range of [mutualisation]
models, from employee ownership to joint ventures,
from social enterprises to profit-making businesses
and many others.” (Guardian.co.uk, September 2012)
Stephen Kelly, Chief Operating Officer, UK Government,
Cabinet Office
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GOVERNMENT AS COMMISSIONER

Mutualisation allows Government to adopt a
different role.
Where Government delivers services directly from departments,
agencies or authorities it is responsible for employing staff,
delivering services and competing against other Government
bodies for an appropriate share of budget.
Therefore, the opportunities to introduce efficiencies as a result
of the adoption of new technologies are made significantly more
difficult.
Mutualisation allows Government to oversee and commission
services rather than being required – always – to deliver them.
Innovation tends to emerge from the commercial sector, not
from Government. Mutualisation allows all the parties to work
together to do things better and share in the rewards.
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THE CONCLUSION: INVESTING TOGETHER

“One can only hope that something will be done in
2013 to implement some skin in the game heuristics. A
safe and just society demands nothing less.”
Nassim Nicholas Taleb, in Economia, January 2013

Nassim Nicholas Taleb, in his most recent tour de force,
Antifragile, argues that part of the reason for the crash of the
financial system was that too many people had zero “skin in the
game”. They had the opportunity to win big but suffered little for
taking huge gambles and losing.

Taleb argues that people who have something to win (and
potentially lose) are those that can be trusted to deliver –
because it matters to them.
This applies to Government services. If departments fail to
deliver what is expected of them the only people to suffer are
those who most need the service – rather than those supposed
to be delivering it.
Mutualisation of public services affords an opportunity to create
more businesses owned or partially owned by their employees –
supported by business and Government.
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EQUINITI GROUP’S RESPONSE

“We have a great opportunity to build a business
which not only provides excellent pensions
administration but also leads the way in mutual
working. I’m delighted to be leading the business
through this next phase in our journey.”
Nicky Hurst, CEO, My Civil Service Pension

MyCSP Ltd, the first ‘John Lewis-style’ business created from
a central Government service was launched in April 2012 by
Francis Maude, Minister for the Cabinet Office.
MyCSP Ltd’s innovative Mutual Joint Venture (MJV) model gives
employees a 25% ownership stake, representation at board level
and a share in profits. The new enterprise is contracted by the
Government to administer pensions for the 1.5 million members
of the Civil Service Pension Scheme. It will cut costs for taxpayers,
achieving annual savings of 50% by 2022, while improving service
provision.
The Equiniti Group’s Paymaster business won the hotly contested
tender to join the venture with a 40% stake. Paymaster brings
business expertise and capital investment. The Government
retains a 35% stake so taxpayers benefit as the business grows in
value.

MyCSP’s transformation to an innovative business model began
in 2009. Challenges stemmed from its complex and fragmented
administration arrangements. Other challenges included
impending pension reforms, regulatory requirements, civil service
re-structuring, and the need to replace out-dated systems.
Creating the first cross-Government shared service in April 2010
was an important step to better and lower cost services. But the
structure of the organisation was still not ideal.
In April 2011, after reviewing options MyCSP reached agreement
with Francis Maude, Minister for the Cabinet Office, that
a partnership approach was required to develop the first
Government MJV.
The partnership model has been designed to retain the value of
MyCSP’s extensive public sector administration knowledge and
experience, and bring in new investment and new commercial
and technical expertise from Equiniti Group, to create a thriving
new business.
At Equiniti Group we believe that MyCSP is a wonderful
exemplar of what’s possible – and of the type of mutual model
that is alluded to in this paper. It represents a way forward
and a model for future joint investment models – right across
Government.
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ABOUT equiniti GROUP
With 3,000 staff operating across 23 regional
locations, Equiniti Group is a business process
services provider* delivering administration and
payment solutions to over 2,000 clients in the UK
public and private sectors. Leading in each of our
chosen markets we serve 46% of the FTSE 100 and
36% of FTSE 250 companies, administer 25% of the
UK’s large pension schemes and are the nation’s
largest and most successful share registrar.
* Equiniti Group is the sixth largest business process services provider in the UK
(Source: TechMarket view, SITS Report 2012)

ABOUT QUADRIGA CONSULTING
Quadriga Consulting has been providing evidence
based consulting and analysis for a roster of
technology clients for over ten years. The company
has a strong focus on Government ICT and has
organised many events around the role of digital
technology in the provision of Government services
– at local, regional and national levels.
For further information about Quadriga Consulting
please visit www.quadco.co.uk

Equiniti Limited and Equiniti Financial Services Limited are part of the Equiniti group of companies and whose registered offices are Aspect House, Spencer Road,
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