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The Information Leadership Challenge Papers are a series of succinct topical essays, reviews and ‘think 
pieces’ published by the City University London’s Centre for Information Leadership.   The Centre for 
Information Leadership is an interdisciplinary centre that brings together expertise from all Schools of the 
University in order to focus on important areas for research, training, knowledge transfer and policy making for 
the Information Leadership community.   We welcome responses, or indeed counter-challenges, to the 
contents of these papers.   Please send comments to: david.chan.1@city.ac.uk 

 

 
 



 

 
 

Introduction 
The present need to radically cut public expenditure provides a once in a generation opportunity to transform 
the efficiency of the public sector. In order to achieve this, the public sector needs to radically change its 
current business processes to achieve greater efficiency. This could be done through eliminating steps in the 
processes or changing the processes themselves.  However, most public services rely on ICT systems to 
support its business processes and hence any change will necessitate changes to its legacy systems or their 
direct replacement. This is why the ICT supply chain to the public sector and the ICT marketplace is a critical 
component in the next few years. 
 
The current ICT supply chain to the public sector is dominated by a group of 20 or so large ICT suppliers who 
account for over 80% of the external spending. It is well recognised within management that small and 
medium sized organisations are more innovative but the present public sector procurement practices tend to 
favour larger organisations. In order to achieve the innovation required to unlock the efficiencies that will 
transform the cost of delivering public services, then something must be done to allow the smaller and more 
innovative enterprise an opportunity to work with the public sector. 
 
This challenge paper sets out a number of suggestions for Government in implementing the Coalition’s stated 
policy objective of placing 25% of Governmental external expenditure with Small and Medium Sized 
Enterprises (SMEs). This paper has been produced jointly by the Centre for Information Leadership, City 
University London and Erudine Limited as a contribution to the public debate on how such a policy can be 
implemented within the ICT sphere.  We call on Government to consider the ideas set out in this paper and 
respond to the challenges therein. 

 
For ease of reference, this paper is structured under the following main headings: 
 
• Management summary 
• Our approach 
• Context 
• Implementation Ideas 
• Challenges 
• Conclusion 

This challenge paper was based on a workshop held in July 2010, and a report that was sent to government 
for consideration. 

Management Summary 
SMEs are an important part of the UK economy and employ 51% of the working population employed in the 
private sector. However, SMEs are being disadvantaged in bidding for and securing Government work. 
Classical micro-economic theory suggests that regulation favours larger suppliers and this is borne out by the 
structure of the ICT supply chain to Government where a little over a dozen large organisations share over 
70% of the revenues. The main regulation pertaining to this policy is the need for all public procurement to 
comply with European Union Procurement Policy that stipulates a structured set of practices that apply to all 
public sector organisations in procuring goods and services from external suppliers. These regulations have 
been further complicated by a recent directive from the EU regarding challenges to procurement decisions 
(the so called Remedies Directive, December 2009). 
 
From a policy perspective, there is an urgent need to create more jobs in the private sector to absorb the 
displacement of public sector jobs.  SMEs are better placed to create more employment than larger 
organisations. From a European perspective, many of the larger suppliers are multinational enterprises whose 
profits and tax yields are susceptible to multi-national tax avoidance practices whereas SMEs generally are 
based within Europe where the total economic output from profitable government work yields a greater benefit 
to the local economy. 
 
The proposals contained in this White paper were generated as a result of a workshop hosted by City 
University London and organised by the Centre for Information Leadership (CIL) and Erudine Ltd (Erudine) 
with participants drawn from a wide area of expertise; government, small ICT suppliers, large ICT suppliers, 
procurement specialists, lawyers and academics. The focus of the workshop was to generate a number of 



 

 
 

practical proposals that Government could adopt to achieve the policy objective while being compliant with EU 
legislative requirement and that is effective and efficient for all stakeholders. The main suggestions were: 
 
• Performance Bonds 
• Crowd-Sourcing 
• Open book and Supply Chain improvements 
• Wider umbrella organisation for SME – Frameworks 
• G-Cloud 
• Inclusion of SME content as condition of contracts 
• Outcome based procurement 

Each of the above suggestions could be implemented without recourse to changing EU procurement 
legislation. We believe that each recommendation could contribute to the stated policy objective.  We believe 
we have shown  that the Coalition’s policy objective of placing at least 25% of external Government spending 
to SME’s is feasible in the ICT marketplace and does not necessarily require changes to EU Procurement 
legislation. It can be done if the public sector takes a creative approach using the legislative requirements as a 
constraint rather than a driver for procurement.  The key challenge to Government is now: 
 
• To select which if, not all, of the above suggestions are to be implemented, and 
• What are the time scales for implementation? 

Our Approach  

When the coalition agreement was published in May 2010, the policy objective of placing 25% of external 
Government expenditure with SMEs was discussed with a number of officials from the public sector. It 
became evident in these discussions that there was a perception that such an objective would be difficult to 
implement given the need to comply with EU legislation on public procurement, the cut-backs in ICT 
expenditure and the moratorium on replacing ICT staff. Officials could not see how ‘the circle could be 
squared’ if procurement projects were to be broken down into smaller ‘chunks’ to enable SMEs to be 
considered. From a supplier perspective, the investment needed to support a public procurement process 
requires the bidder to risk significant resources with an uncertain outcome, thus precluding most SMEs from 
bidding for larger contracts. It was also unclear how the policy could be effectively and efficiently implemented 
without major changes in legislation.  
 
Yet, SMEs by their nature can be more innovative and agile than the larger supply organisations. If 
Government is to achieve its objective of significantly improving the efficiency of public services while 
substantially reducing costs, then this source of innovation should not be marginalised. The CIL and Erudine 
(who are themselves an SME) decided to investigate this issue. We believed that there were ways to achieve 
this policy goal while being compliant with good practice and legislation. The issue was how to generate the 
ideas and then promote them to Government. We believed that the best way to address this problem was to 
hold a workshop drawing expertise from Government, and key stakeholders to generate a number of 
suggestions. To this end, the CIL and Erudine invited a number of experts and interested parties to a 
Brainstorm/Workshop on 12th July 2010 at City University London as follows: 
 
• Brainstorm/Workshop held in neutral space to understand the problems and generate likely solutions  

• Participants collaborated under the Chatham House Rule and included Government, Large and Small 
suppliers, Lawyers and Academics  

• Reviewed the issues facing the stakeholders  

• Assumed that EU procurement cannot be changed and taking into account the Remedy Directive  

• Developed a number of policy implementation ideas that might be considered  

• Follow up research to ‘flesh out’ ideas  

• Publish a paper under the Centre for information Leadership banner  
 
The workshop was attended by 22 people that included not only the above parties but also ICT leaders with 
both public and private sector experience. 



 

 
 

Context 
Why SMEs are important to the UK Economy  
We have defined SME as enterprises that have staff of up to 249 people and turnover less than £20M per 
annum. According to the tables published by the Department for Business Innovation and Skills (BIS, 2008; 
table 1), SMEs employ 50.8% of the total employees in the private sector and represent a significant 
contribution to the UK economy in both tax contribution and expenditure in the local economy.  
 
Within the ICT industry, the larger organisations tend to be headquartered outside Europe. Due to their size 
and multinational nature, they have the opportunity to avoid taxes through transfer pricing and repatriation of 
profits to headquarters. This is not so with SMEs and it is arguable that SMEs may make a greater 
contribution to the local economy. Thus an active, growing and vigorous SME sector within UK, and by 
extension the EU, has greater local economic impact than larger multinational players.  
 
SME’s can benefit greatly from public sector contracts. In addition to the financial contribution, an SME can 
benefit from the Government buyer acting as a significance reference. Mr David Willetts, Minister for Science 
has defined the concept of an anchor supplier in establishing a market, a government buyer would act as an 
anchor customer for SMEs.  
 
The EU also recognises that SMEs have a key role in the economy. In its report (EU, 2010a), the report 
states: 
 
“SMEs (1) account for over 99% of all European businesses, and in many fields provide the channels along 
which new technologies develop. In fact, in sectors such as biotechnology and information technology, 
relatively small numbers of new, technology-based firms (NTBFs) are also key suppliers of new technologies. 
Their ability to exploit new technologies, and to respond quickly to changing market needs, give SMEs a 
pivotal role in the success of the European economy. Support for the creation of new ventures and spin-offs 
from research institutions and large companies, as well as the removal of barriers to their rapid growth and 
support for the transfer of know-how, also deserve to be accorded the highest priority.” 
 
As the UK climbs out of recession and moves towards becoming a high-growth economy, the SMEs 
particularly in the ICT sector could be well placed to generate the high growth and create employment needed 
to absorb the likely job losses in the public sector. However, the ‘deck is stacked’ against SMEs in bidding for 
Government contracts for goods and services.  
 
The Procurement Life-Cycle  
Any introductory text on Micro-Economics will show that regulations favour the larger organisations. Larger 
enterprises are better placed to absorb the costs of compliance and are better placed to make probabilistic 
investment decisions. This is particularly so with public procurement.  
 
The EU Procurement Directives specify that all public bodies (including Government Agencies, Local 
Authorities, Heath Authorities, and Universities etc) must procure goods and services according to a 
framework that allows suppliers within the EU an equal opportunity to win such contracts. The legal 
requirements are complex and both buyers and sellers need to comply with legal requirements (EU 2010b).In 
ICT, any provision of product or services of value over a certain amount (£105K) is subject to this framework. 
Apart from some exceptions, all contracts are required to be advertised in the Official Journal of the European 
Union (OJEU) and subject to open tender.  
 
Even the simplest response to OJEU procurement is likely to cost a bidding organisation in the region of 
£30K. If the supplier is shortlisted, the costs can escalate dramatically. Hearsay evidence would suggest that 
the major suppliers can spend as much as several millions of pounds on an unsuccessful bid. SMEs with their 
lower people and financial resource base are thus already disadvantaged as an unsuccessful bid for a large 
contract could well put a firm out of business. Even if an SME was able to take the financial risk to bid for an 
OJEU contract, they would also suffer from a number of other disadvantages. There is a perception amongst 
procurement staff and senior officials that smaller suppliers are riskier. Furthermore, unless the services or 
solutions are backed by an international brand, the perceived risks are greater. There is little hard evidence to 
substantiate such perceptions.  
 



 

 
 

The ESSU Report No 3 by Prof. Dexter Whitfield (2008) shows that 30.5% of the total value of contracts of 
£30bn was wasted. This independent review by an Australian academic of major projects in the UK public 
sector between 2000 and 2006 documents the projects and the suppliers involved. Most of the top dozen or 
so suppliers to Government are associated with a failing project. The conclusion that can be drawn is that the 
buyer cannot outsource the risk of failure and the ‘brand’ of the supplier does not guarantee success.  
 
Perception is everything. Many buyers of product and services believe a brand from a large commercial 
organisation offers better outcomes. Yet, is this really the case? One of the most ubiquitous results of the ICT 
industry has been the creation and wide adoption of the Internet. Yet, the worldwide web is just a set of 
protocols that enables the interchange of information and has not been designed by a particular organisation. 
It has evolved through the use of the IP protocol to its current state. As for branded products, something over 
70% of all pages served on the web uses an open-source piece of software called the Apache web-server! 
 
Issues with Current Practices for Stakeholders  
From the buyer’s perspective, the overhead of running OJEU procurement would tend to aggregate 
requirements into larger and larger contracts. Not only is a public tender resource intensive from the suppliers’ 
perspective but the buyer’s cost of compliance is not trivial. With the current moratorium on ICT recruitment 
and the cuts in ICT operational budgets, there is little incentive for officials to breakdown contracts into smaller 
‘chunks’ that would be more ‘digestible’ for SMEs. Furthermore, the existence of single-tender facilities within 
EU procurement would tend to favour incumbent suppliers as this process is simpler and cheaper to 
administer making it more difficult for new suppliers.  
 
From a large supplier’s perspective, the current supply chain to Government provides opportunities for 
predictable cash-flows and good source of future profits. Despite pressure from Government, such 
organisations will seek to preserve this cash-flow. Even though Government would wish to lower unit costs, 
because of lock-in contracts, the larger supplier will seek guarantees on future profits before lowering unit 
costs on current contracts. This again reduces opportunities for SMEs in the future. The issue from the SMEs 
perspective is access to Government contracts. The selling cycle, even before a specific contract is tendered 
is long and few innovative SMEs have the resources and the commitment to build the necessary relationships 
to be a credible supplier in an open tender.  
 
Barriers to Change  
The key barrier to change is the belief that the constraints imposed by OJEU and the present status quo 
cannot be changed. This is further compounded by way ICT projects are formulated and then implemented 
within the public sector. There is anecdotal evidence to suggest that there is a culture of ‘big is beautiful’ 
especially when applied to programmes of ICT enabled change.  
 
Officials perceive that there is more kudos in running a large financially significant programme than a smaller 
more effective project. David Chan, one of the authors of this report has recently published an article in 
Government Computing entitled, “Ruthless Optimism”, 1st July 2010, where he recommends mechanisms for 
changing this.  
 
Another barrier to change is the view that project should proceed linearly from idea, through business case, 
through sourcing and then implementation. This is the classic ‘waterfall’ method of ICT development where an 
initial requirement is developed and a predictive case for its likely benefits and costs is produced. In many 
instances, the cost of the business case and the time taken could be significant. We have seen 
advertisements for business case specialist contractors being hired for six months or more to develop a 
business case document. Another option would be to quickly prototype a solution and implement this in a 
small scale to test the viability of the idea. Such a project when executed with an SME could well be within the 
OJEU advertising limits and probably cost as little as employing a contractor to write a business case.  
 
The following section sets out some of the ideas generated at the Brainstorm held on the 16th July 2010. 

Implementation Ideas 
The following suggestions should be placed within the overall structure of a procurement process for goods 
and services. The primary emphasis of the majority of procurement projects is for the public sector to define 
the product or service to be delivered by the supplier. In the case of a product, this consists of a detailed 
technical specification of the product characteristics. In the case of a service a service this may consist of 



 

 
 

service definition specifying availability and service levels to be delivered. Very rarely is the specification 
defined in terms of business outcomes. Yet business outcomes are the ultimate goals and the foundation of 
the business case for the investment decision.  
 
Where the focus is on business outcomes, the gap between these and the business specifications represents 
an aspect of business risk for the buyer. While suppliers may talk the language of business outcomes during 
the procurement process, it is in their interest to de-risk their involvement by focusing the final contract in 
terms of the technical specifications rather than business outcomes.  
 
This leaves the buyer in a quandary. They do not know in detail how a particular product or service offering 
may contribute in achieving a business outcome. They certainly do not know the costs incurred by the supplier 
and as large suppliers resist assiduously open-book contracts, the buyer is in a difficult position particularly 
when the product or service is specific to their needs or is innovative in the market place. Therefore it is 
difficult for the buyer to specify the cost side of a business case even though they may have some idea of the 
likely benefits.  
 
As the public sector faces 25% plus cuts in operating budgets, there is a real need for innovation in its 
business processes. Yet most business processes are supported by ICT systems many of which are delivered 
through outsourced contracts with large suppliers. Changes in business processes will necessitate changes to 
ICT systems that support these processes either as changes to existing legacy systems to support the 
changed processes, or, retirement of legacy systems and replacing by new ICT systems.  
 
The EU procurement processes are a constraint and not a barrier to innovation and if Government is to use 
the processes creatively, it must be possible to achieve the policy objective stated in this paper and to achieve 
effective and efficient solutions for all stakeholders while satisfying the legal requirements embodied in the EU 
procurement directives. The core driver when the EU Procurement Policy was initially set up was to provide 
the ‘most economically advantageous’ contracts to Government.  
 
The following ideas would be helpful in enabling SMEs to bid profitably for public sector contracts.  
 
Performance Bonds  
One of the key barriers is the perception that SMEs represent a greater supplier risk than larger companies. 
They may go out of business or, due to financial pressures be unable to continue to fund a project team 
undertaking a public sector contract. In many instances, a firm may go out of business yet the team is in place 
and could continue delivering the contract and achieve successful completion. This is the situation covered by 
a performance bond.  
 
It is basically an extension of an insurance guarantee. The supplying SME would take out a performance bond 
for the contract with an established organisation that will underwrite the delivery of the contract. The bond 
guarantor, for a fee to supplier, will guarantee that the contract will be delivered either by the existing team 
(ideally) or provide other experienced resources to deliver the contract.  
 
The performance bond does not entirely eliminate all supplier risk but provides the buyer with a guarantor who 
would complete the contract in the event the original supplier fails financially.  
Clearly, this suggestion can be implemented fairly quickly and is entirely compliant with EU procurement. The 
key issue is creating organisations that would be bond guarantors who have the knowledge and capability to 
step into technical contracts as well as the skills to assess the commercial risk of SMEs. The creation of such 
enterprises may well interest Venture Capitalists in both the ICT and Insurance field. If Government were to 
declare its intent, it may be possible to create performance bond guarantor companies within months rather 
than years.  
 
• How? – Work with British Venture Capital Association (BVCA) and appropriate commercial insurance 

organisations to develop a framework for an SME performance bond product.  
• Timescale – Complete by November 2010  

Crowd Sourcing  
Another suggestion is to use Crowd Sourcing as a means of attracting innovative solutions. Many 
organisations have used open competitions to develop innovative solutions to real world problems. 



 

 
 

Organisations ranging from motor manufacturers to governments have used a variation of crowd sourcing. 
Enterprises like www.innocentive.com or www.topcoder.com assist in designing and optimising open 
competitions.  
 
One way this could work in the public sector is to publicise a specific problem area requiring a solution to and 
offer a prize for the ‘best’ solution. For example, a public sector organisation may wish to cut the cost of 
external communications and sponsor a competition with a small prize for the best demonstrable solution.  
 
The best use of competition based crowd sourcing is to identify a range of possible solutions at the idea 
conception stage. Once the ideas are captured and proto-types built, this could form the basis for a business 
case for a wider implementation. Small prizes well within the range of EU Procurement limits could be offered. 
This form of initial engagement would favour SMEs.  
 
• How? – Create working group to review Government Procurement Guidelines for IT procurement and 

identify where changes need to be made to enable the use of crowd sourcing & umbrella organisations – 
make recommendations for change to the Cabinet Office and appropriate departments  

• Timescale - Complete by November 2010  

Open Book and Supply Chain Improvements  
Open book agreements are where the supplier exposes its costs of doing business and its margins to the 
buyer. Traditionally large suppliers have rigorously resisted open-book agreements with customers, arguing 
that this information is commercially sensitive. When Nissan established its supply chain in the UK, it insisted 
its entire supplier population enter into open book agreements. Furthermore, it required each supplier to drive 
down unit costs annually, but crucially, also demanded evidence of ability to continue to make sustainable 
margins. It helped its suppliers achieve improving efficiencies through implementing total quality practices.  
 
Having Open Book agreements is not sufficient in itself. Knowing the man day costs does not equate with the 
value of the resources applied. So, the supplier can quote 10 man days in an Open Book agreement for a 
specific change but there is no guarantee that the 10 days are the best ways of achieving the change. 
Therefore we recommend that Open Book Agreements should be coupled with targets for continual year on 
year efficiencies in outcomes. Given the size of public sector spending as a proportion of the total ICT market, 
Government could require its entire supply base to enter into open book contracts with targeted annual 
improvements in unit costs in a similar way to what Nissan required of its suppliers.  
 
The larger suppliers often argue that their offerings will benefit from the economies of scale. Yet every 
introductory economic text links economies of scale with the law of decreasing returns. By insisting on Open 
Book agreements with continual improvement targets SMEs will benefit through visibility of costs and enable 
them to identify opportunities within the supply chain.  
 
• How? – The Government as the customer can establish the commercial terms upon which it wishes to do 

business.  
• Timescale – within 3 months  

Wider Umbrella Organisations for SMEs – Framework A greements  
Framework agreements have been used by the public sector to minimise the costs and time scales for 
procuring goods and services. The recommendation here is to foster the establishment of a framework 
specifically for SMEs in the ICT market.  
 
The initial agreement of the framework agreement has to be conducted under EU Procurement rules but once 
that is established, public sector organisations can call-off contracts from framework suppliers. To enable this, 
Government may request a tender for a framework umbrella organisation to be created with set rules for 
SMEs to join and be removed from the framework agreement.  
This overall OJEU tender could be started immediately requesting the marketplace to create such Umbrella 
Frameworks.  
 
• How? – Develop a ‘straw-man’ definition of an Umbrella Framework by consulting with SMEs and 

interested parties from industry.  
• Timescale – Complete to at least ‘straw-man’ stage by March 2011. 



 

 
 

G-Cloud  
The Cabinet office is currently looking to establish Cloud infrastructure and mechanisms for suppliers to 
provide services to Government based on a pay-for-use model. This initiative could have significant 
implications for SMEs as the proposed Applications and Services Store may be a key vehicle for introducing 
SMEs to public sector organisations.  
 
Since the Cabinet Office is developing plans for the G-Cloud, we note that this is an opportunity to provide a 
platform for wider access to public sector contracts. This infrastructure, combined with the suggestions in this 
paper, could well help in achieving the policy objective.  
 
• How? – Publish the API’s and SDKs necessary for SME’s to develop for the G-Cloud, identify and publish 

functionality that is core foundational business capability that will remain within the Government domain 
and the additional added-value functionality for which G-Cloud providers will be invited to bid  

• Timescale – not sure – how real is the G-Cloud in terms of being opened up to the wider audience?  

Inclusion of SME Component as Condition of Contract   
Already, suppliers to the public sector have to demonstrate compliance with Equal Opportunity and Health 
and Safety requirements. It is possible that all public sector tenders would also require the successful bidder 
to include SMEs and to demonstrate that they receive at least 25% of the profits of the contract. Provisions to 
specific sectors have been used in public research contracts and also in defence procurement. So this is not a 
new concept and has precedence.  
 
Whether Government would wish to adopt such an arrangement is a policy issue but such an arrangement, 
perhaps with the additional guarantee of 25% percent of the gross profits from a contract, would certainly help 
SMEs.  

Outcome Based Procurement  
As stated previously, larger suppliers would prefer to defray their risks through focusing on technical 
specifications for product or servers rather than guaranteeing business outcomes. We would recommend that 
contracts to suppliers should also include the target business benefits (e.g. cost per transaction, staff saving 
guarantees etc.) as terms and conditions of the contract. By focusing on business outcomes that are at the 
heart of the business case for investment, the public sector can enforce a closer link between the project 
investment and business outcomes.  
 
Such a focus will favour efficient SMEs with their lower cost base against the larger SI organisations.  

The Role of the NAO in Monitoring  
If Government was to take up any of the above suggestions, implementation will need to be monitored and the 
dissemination and uptake of the initiatives needs to be measured. This would be a role for the NAO to review 
and report on the success of each initiative. However it is critical to ensure that NAO oversight does not lead 
to excessive focus on process compliance leading to “gold plating” of regulation. The focus on should be on 
good definition of required and actual outcomes and in turn should imply a more pragmatic approach to 
process. Audit should be about ensuring the proper management of risk for both buyer and supplier. 

Challenges and Conclusion 
We hope to have shown that the Coalition’s policy objective of placing at least 25% of external Government 
spending to SME’s is feasible in the ICT marketplace and does not necessarily require changes to EU 
Procurement legislation. It can be done if the public sector takes a creative approach using the legislative 
requirements as a constraint rather than a driver for procurement. The key challenges for Government are: 
 
• How to make it happen; and  
• What is the target time scale for implementing some if not all of the suggestions?  

With the need to drive down public sector costs, the Government has a once in a generation opportunity to 
transform they way public services are delivered. There are significant opportunities to radically change the 



 

 
 

costs of service provision through redesigning the business processes as well as identifying new means of 
delivering services. The authors welcome the Government’s focus on cutting operational ICT costs and 
support its initiative in obtaining greater value-for-money for the taxpayer.  
 
However, ICT is ubiquitous across Government. Many business processes rely upon the ICT systems that 
support these processes. If Government is to achieve radical reform of business processes then inevitably, 
the legacy systems have to be changed or replaced. This means that investment in ICT expenditure may 
need to rise to support more efficient processes whilst it maintains it drive to cut ICT operational expenditure.  
 
This paper has outlined several approaches to external procurement that will be compliant with legislation and 
can be both effective and efficient for stakeholders; civil servants, small suppliers and larger suppliers that can 
be implemented to meet the policy objectives. There will be those within Government who would like to 
maintain the status quo and will say that major efficiencies are not achievable. However, with the need to 
meet the structural financial deficit, there is an opportunity and a driver for the UK public sector to transform its 
ICT supply chain. Let is not waste this crisis! 
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