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Foreword

Social services play a vital role in the wellbeing of New Zealanders. The Commission was pleased — and
somewhat daunted — to be asked to carry out this inquiry. It was clear from the outset that success would
depend on the support of the many people and organisations, both outside and within government, with
deep knowledge and experience in the design and delivery of social services. | am very happy to report that
we received that support.

The Commission received 246 submissions and held more than 200 meetings with participants. People were
very generous with their time and expertise, contributing enormously to our understanding of the issues and
to our recommendations. | would like thank all those who made these valuable contributions, and sincerely
hope this report does them justice.

Our initial impressions included the hard work, perceptive thinking and commitment of those who help
deliver social services to those in need. But many reported deep dissatisfaction with the system in which they
worked — it was bureaucratic, inflexible, wasteful and unable to learn from experience. Contracting,
frequently the interface between government agencies and non-government providers, was a particular pain
point. But of more concern was the message that despite this hard work and commitment, and the public
resources applied, social services were often failing to improve the lives of New Zealanders in need.

The inquiry's draft report looked at social services as a system. Its draft recommendations aimed to improve
performance across the system through, for example, improved information, clearer responsibilities, and
assigning decisions to those best placed to make them. In particular, we proposed that social services
clients, where capable, should have more control over the services they receive.

Feedback suggested that our analysis was incomplete. Clearly the system worked satisfactorily for many —
perhaps most — New Zealanders. We re-examined where the system was failing most - for those people with
multiple, complex needs and little capacity to access services. We asked whether our draft
recommendations would provide a sufficient lift in performance to achieve better outcomes for those
people. We concluded that it was not enough to just make the current system work better. A new approach
is required to make a real difference for the most disadvantaged New Zealanders. This approach will require
a major shift in thinking and structures. It is both achievable and realistic, but implementation will take time
and persistence.

Our final inquiry report has two key messages. First, system-wide improvement can be achieved and should
be pursued. Second, New Zealand needs better ways to join up services for those with multiple, complex
needs. Capable clients should be empowered with more control over the services they receive. Those less
capable need close support and a response tailored to their needs, without arbitrary distinctions between

services and funds divided into “health”, “education”, etc. These are significant, but extremely worthwhile,
changes for New Zealand.

Professor Sally Davenport, Dr Graham Scott and | oversaw the preparation of this report. We acknowledge
the work and commitment of the inquiry team: Geoff Lewis (inquiry director), Dave Heatley, James Soligo,
Ron Crawford, Dennis MacManus, Paul Miller, Lynne Dovey, Marti Eller and Richard Clarke, and the other
Commission staff and contractors who made important contributions.

Aher—""

MURRAY SHERWIN
Chair
August 2015



More effective social services

NEW ZEALAND PRODUCTIVITY COMMISSION INQUIRY INTO ENHANCING
PRODUCTIVITY AND VALUE IN PUBLIC SERVICES

Issued by the Minister of Finance, the Minister of State Services (the “referring Ministers”).

Pursuant to sections 9 and 11 of the New Zealand Productivity Commission Act 2010, we hereby request that
the New Zealand Productivity Commission (“the Commission”) undertake an inquiry into enhancing

productivity and value in the state sector (focusing on the purchasing of social sector services).

Context

1.

The Government is trying to bring greater clarity about results from public services (such as the 10 Better
Public Services results), and develop smarter strategies and deeper capability to achieve desirable
outcomes. Government agencies need to know what actually drives poor outcomes and what concrete
actions can prevent or alleviate harm. They need to become more intelligent and effective purchasers
that can identify who their most exposed clients are, and better understand what goes on at the
frontline. The agencies can then start making decisions to improve services and, thereby, outcomes for
people and their communities.

There are significant gains to be made by challenging and improving the way in which social sector
agencies identify need and purchase services. In particular, this will involve a more intelligent system that
understands what impacts it is having and incentivises and enables innovation.

The Government has already taken some important steps — its world-first Welfare Investment Approach
is a shift towards a smarter system. The new governance structures and ways of purchasing services in
the Social Sector Trials and Whanau Ora are examples of innovations in commissioning services.

There is growing international awareness that difficult social problems are no longer just the domain of
governments and that tackling them in new and innovative ways to get better results will involve
combining the expertise of public, social and private sectors.

Internationally, governments are demonstrating a much stronger focus on understanding outcomes and
measuring value for money from social-service investment. New Zealand can benefit from the
experiences of countries such as the UK — for example in implementing payment-by-results contracts in
social services.

Purpose and Scope

6. Having regard to the context outlined above, the referring Ministers request the Commission to carry out

an investigation into improving outcomes for New Zealanders as a result of services resourced by the
New Zealand state sector. In keeping with Better Public Services, the investigation will focus on the
performance and potential improvement of social-sector purchasing/commissioning of services
(including services currently delivered by the state sector). The focus should be on the institutional
arrangements and contracting mechanisms that can assist improved outcomes, rather than commenting
on specific policies (such as benefit settings or early childhood education subsidies).

Two broad questions should guide the investigation. These focus on the way that state sector agencies
select and organise their functions, and the tools they employ to achieve results:

What institutional arrangements would support smarter purchasing/commissioning?

The Inquiry should provide an overview of emerging new commissioning arrangements both
internationally and within New Zealand, focusing on one or two representative agencies. How are
population analytics, policy, purchasing, evaluation, different forms of relationships and other



Terms of reference

relevant functions organised and incentivised? How effective are these arrangements at targeting
services at particular clients, combining efforts with other agencies and achieving desired outcomes
across the social sector?

What lessons are there from the Government's initiatives to date (e.g. BPS results and the welfare
investment model) and from other national or international innovations for bringing a greater
performance focus to purchasing? What organisational features (e.g. internal purchase centres,
external challenge) are most effective? How can agencies build and maintain better commissioning
capability (skills and systems)?

What market arrangements, new technologies and contracting or commissioning tools would help
achieve results?

Provide an overview and assessment of the range of contracting mechanisms, purchase vehicles and
new technologies that have been employed in New Zealand or internationally to enable innovation
and better results. Examples include outcome-based contracts, joint ventures, local devolution and
the use of ICT to facilitate greater client focus and participation. What are the key themes of the
innovations? What have been the general features of successful and unsuccessful approaches? What
is the role of the community in innovation and/or ensuring that the new purchase arrangements
work? How important is contestability or other performance mechanisms for ongoing improvement
of outcomes?

Looking at two to three specific outcome or service areas, what lessons are there for applying new
purchase mechanisms in New Zealand? How can any risks be managed? What are the barriers to
adoption?

Consideration should be given to the characteristics of the New Zealand provider market, and how it
differs from regular commercial markets and how the role of the community impacts on it. In
particular, the inquiry should examine the openness, capacity and capability of current providers to
manage new purchase models (e.g. financially-linked, results-based contracts), and how the Crown
could influence the shape and long-term sustainability of the market in the future.

Analysis and Recommendations

8. The inquiry should explore academic research and international experience related to both questions.
However, the focus should be on practical applications relevant to New Zealand circumstances.

9. The Commission should work with a couple of departments and/or Crown entities, reviewing current
approaches and ongoing changes to draw lessons and identify opportunities for change. It is expected
that analysis and recommendations will provide useful guidance to Ministers and State Sector Chief
Executives about how to improve the way services are commissioned.

Consultation

The Commission will also consult with non-government organisations and other providers, academics and
international agencies as required.

Timeframes

The Commission must publish a draft report and/or discussion document, for public comment, followed by a
final report that must be presented to referring Ministers by 30 June 2015.2

Referring Ministers

Hon Bill English, Minister of Finance

Hon Dr Jonathan Coleman, Minister of State Service

2 The inquiry timeframe was subsequently extended to 31 August 2015.
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Commonly used terms

Commonly used terms

Term Description

actuarial Relating to the compilation and analysis of statistics usually to calculate insurance
risks and premiums.

allocative efficiency Maximum allocative efficiency requires the production, from a given amount of
resources, of a set of goods and services that people most value.

central agency One of three agencies: the Treasury, State Services Commission or the
Department of Prime Minister and Cabinet. All three have a system-wide
perspective and between them have responsibility for the Government's Budget,
strategy and chief executive performance.

the centre Central government. Often used as shorthand for Wellington-based government
agencies and their activities.

clients A generic term the Commission adopts in this inquiry for all users of social services
regardless of the context. For example, clients include patients, students,
beneficiaries and people required by a court to undergo anger-management or
drug counselling. Sometimes the client can be a group such as a family or whanau.
It is intended to be a neutral term and not to convey any particular approach or

attitude to social services or users of social services.

client-directed budget A service model where government allocates clients a “service budget” and
permits them to choose the services they receive up to the value of the budget.
Government funding follows the choices made by providers.

client-directed service models The client-directed budget and voucher service models.

commissioning A set of inter-related tasks that need to be undertaken to turn policy objectives
into effective social services. Effective commissioning is fundamental to well-
functioning social services. Commissioning organisations need to make informed,
deliberate choices about which service model is the best match for the defined
population or client group. They should consider objectives, needs, cost
effectiveness, funding, pricing, risk management, quality, eligibility, performance
measurement, information flows, provider-market sustainability and interactions
with other services.

community of interest People with a shared interest and identity that can be wider than living in the same
place.
competition for the market An approach to contracting in which providers compete for contracts through a

tendering process, and their service volume or market share is fixed for the
duration of the contract.

competition in the market An approach to contracting in which providers compete alongside each other to
attract clients.

contestability The characteristic of situations where providers, whether public or private, face a
real prospect that alternative providers will replace them if their performance is
persistently unsatisfactory.

contracting for outcomes Contacts that specify desired outcomes, and there is a risk of losing the contract if
those outcomes are not achieved.

contracting for outputs Contacts that specify the outputs, and there is a risk of losing the contract if those
outputs are not delivered.
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Term Description

contracting out

A service model where a funder (typically a government agency) contracts a third
party to provide specific social services.

Crown entity

A Crown entity is a body established by law in which the Government has a
controlling interest — for example, by owning a majority of the voting shares or
through having the power to appoint and replace a majority of the governing
members — but which is legally separate from the Crown.

CYF

Child, Youth and Family — a business unit of the Ministry of Social Development
with responsibility for carrying out the statutory duties set down in the Children,
Young Persons, and Their Families Act 1989.

demand-side

Market activity, influences or conditions related to consumers of goods and

services.
devolution The transfer of substantial decision-making power and responsibility to
autonomous or semi-autonomous organisations with separate governance.
diffusion The process by which a new idea, technology or product is adopted across a

society or economy.

economic profit

The difference between revenue and costs, where all inputs (including capital) are
valued at their opportunity cost (ie, what they could earn in their next most valued
use).

economies of scale

Reduction of cost per unit as the volume of production increases, due to large
upfront or fixed costs being spread across more units.

economies of scope

Economies of scope exist when combining two or more activities into a single
organisation is less costly (or produces better outcomes for the same cost) than
specialised organisations producing them separately. For example, economies of
scope arise when there are learning spillovers (ie, learning in relation to one task
helps to better deliver on another).

family services

A collective term used to refer to family counselling services, parent education
services, family planning services and budgeting services. In this report, family
services do not include crisis counselling or child protection services.

for profit (FP)

An organisation that earns profits for its owners.

government agency

A government department, ministry or Crown entity.

incumbent

In economics, an incumbent firm is an established business with a strong position
in the market.

information and

communications technology

(ICT)

Telecommunications, broadcast media and information technology (IT). /CTis a
more encompassing term than /7, and stresses the innovative role of unified
communications and integrated digital networks in economic activity.

innovation

The process of translating an idea or an invention into a good or service that has
value.

intervention

Services that intervene in a situation to alter the likely course of future events.

managed market

A “market” with more than one provider, where market share and prices are
determined administratively.




Commonly used terms

Term Description

A marketis a setting in which parties voluntarily undertake exchanges. In the

market for social services

context of this inquiry, the market for social services refers to the provision of

social services in exchange for payment. Funding could come from a government

agency or another organisation (eg, a philanthropic trust). In some cases, clients

partly or fully fund the service. The provision and purchase of social services meets
the economic definition of a market, yet it has complex and distinctive features
that make it different from simple markets. The term was used in the inquiry terms

of reference.

monopoly A situation where one provider is the only supplier of a service. A monopoly is
characterised by an absence of competition.

monopsony A market that has only one buyer and many would-be sellers.

navigator A suitably experienced person who works with clients and families to help identify,

prioritise and sequence a package of services and support for them. Ideally, a
navigator has the flexibility to source or purchase services from a wide variety of

suppliers.

non-government organisation
(NGO)

Any organisation other than a government agency. Many of the submissions to

this inquiry use the term in a narrower sense, typically as a synonym for “not-for-

profit social services provider”.

not for profit (NFP)

An organisation that does not earn profits for its owners. Money earned by or

donated to a NFP is used to pursue the organisation’s mission and objectives.

outcome-focused contracting

Contracting for outputs, in the context of clear intervention logic, outcome
measurement and a clear and upfront statement of the purpose of the contract.
The purpose statement should be used as a basis for discussion aimed at

improvement.

outcomes The longer-term consequences of an intervention or programme in terms of the
ends sought (eg, better health or reduced re-offending).

outputs The amount of social services provided. Examples include hours of counselling,
number of patients seen and the number of people attending training courses.

Pasifika A collective term to describe peoples from Polynesia, Melanesia and Micronesia.

In this report, Pasifika refers to those living in New Zealand.

payment for outcomes

Contracting for outcomes, plus payments that vary according to performance

measures specified in terms of outcomes achieved.

payment for outputs

Contracting for outputs, plus payments that vary according to performance

measures specified in terms of outputs delivered.

probity Parliament’s and the public's expectations of an appropriate standard of
behaviour.
procurement The act of buying goods, services or works from an external source.

productive efficiency

Maximum productive efficiency requires that goods and services are produced at

the lowest possible cost. This requires maximum output for the volume of specific

inputs used, plus optimum use of inputs given their relative prices.

purchasing

The purchasing process identifies and selects non-government providers and

agrees terms of supply through a contract. It includes calling for expressions of
interest to supply social services, evaluating proposals from potential providers,
completing due diligence, negotiating the terms of the contract and awarding the

contract.

quality shading

A situation in which cost savings are achieved by reducing the quality of a service.

Quality shading is a particular problem when it is difficult to observe or measure

the quality of services being provided.
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Term Description

result or intermediate outcome An intermediate step contributing to an outcome, generally more easily measured
in the short term than the outcome.

service model A way of conceptualising different approaches to service delivery. Chapter 6
explores seven different service models and their strengths and weaknesses.

service stewardship The ongoing monitoring of service performance, and re-visiting design choices as
necessary to improve performance.

social insurance An insurance scheme organised by the state with compulsory membership, and in
which premiums are related to the ability to pay.

Social Sector Board The Social Sector Board is a forum of the chief executives of the Ministries of
Social Development; Education; Health; Business, Innovation and Employment;
Justice; Pacific Island Affairs; and the Department of Corrections; New Zealand
Police; Te Puni Kokiri; and Statistics New Zealand. The Secretary to the Treasury
and Chief Executive of Housing New Zealand Corporation attend as required. It
has its own cross-agency work programme and reports to the Cabinet Social
Policy Committee.

social services Services dedicated to enhancing people’s economic and social wellbeing by
helping them lead more stable, healthy, self-sufficient and fulfilling lives. This
inquiry is primarily concerned with social services that government provides, funds
or otherwise supports.

social services agencies Government agencies that commission or deliver social services. Often
abbreviated to agencies in this report.

social services providers Non-government organisations that provide social services.

social services system The system of organisations, institutions and relationships through which social
services are funded, coordinated and delivered.

supply-side Market activity, influences or conditions related to producers of goods and
services.
system architecture The design of institutions that govern the operation of the social services system.

It includes the roles and responsibilities of different organisations and rules
around their interaction.

system stewardship An overarching responsibility for the monitoring, planning and management of
resources in such a way as to maintain and improve system performance. Relevant
activities include monitoring system performance, identifying barriers to and
opportunities for beneficial change, and leading the wider conversations required
to achieve that change.

thin market A market with few actual or potential suppliers.
top-down control Primary decision-making power sits with the relevant minister or department head.
transaction costs Costs incurred by the parties making an economic exchange, other than the

amount paid directly for the good or service purchased. Transaction costs can
include search costs such as the cost of tendering processes, bargaining costs
such as the legal fees associated with drawing up a contract, and enforcement
costs such as the cost of performance reporting and monitoring.

vouchers In a voucher service model, clients receive subsidised or free access to a defined
service. Clients access the service through providers approved or licensed by the
Government. Typically the Government pays the client’s chosen provider directly.




Te Reo Maori terms

Te Reo Maori terms

Te Reo Maori is one of New Zealand's three official languages — along with New Zealand English and
New Zealand Sign Language. This report uses some terms that may be unfamiliar to international readers.

Term Description

hapt Kinship group, clan, tribe, subtribe.

hui Literally a gathering or meeting. As used in this report, hui refers to a community
meeting conducted according to tikanga Maori (Maori protocol).

iwi Often translated as “tribe”. Iwi is a collection of hapu (clans) that are composed of
whanau (defined below). The link between the three groups is genealogical.

kaitiaki Trustee, minder, guard, custodian, guardian, caregiver, keeper, steward.

kaitiakitanga

Guardianship, stewardship, trusteeship, trustee.

kaumatua Adult, elder, elderly person, old man — a person of status within the whanau.

kaupapa Purpose, mission, or approach. Kaupapa Maori means an approach reflecting
Maori values and culture.

kawanatanga The features and actions of governing.

koha Gift or donation.

kohanga reo

Literally “language nests” — pre-school Maori culture and language immersion
programmes.

korero kanohi ki te kanohi

Conversing face to face.

kura kaupapa Maori

Maori-medium schools.

mana

Prestige, authority, control, power, influence, status, spiritual power, charisma.

manaaki

Support, hospitality, kindness, generosity.

manaakitanga

The process of showing respect, generosity and care for others. It has an overtone
of hospitality towards those outside a group one identifies with. In its simplest
definition (hospitality), all Maori groups or whanau will exercise manaakitanga at
some time.

mana motuhake

A political concept, emphasising autonomy and self-government.

mana whakahaere

nou

Translated variously as the “power to manage”, “governance” or “authority”.

mana whenua

The iwi or hap who are recognised as deriving mana (authority/status) from their
ancestral connection to a particular piece of land or stretch of coastline.

marae Literally “courtyard” — the open area in front of the wharenui, (meeting house)
where formal greetings and discussions take place. Often also used to include the
complex of buildings around the marae.

mataawaka Refers to the Maori population in one area that is connected to an iwi or hapa who
holds mana whenua somewhere outside that area.

mokopuna Grandchild — child or grandchild of a son, daughter, nephew, niece, etc.

pakeha New Zealander of European descent; literally English, European or foreign.

rangatira Chieftain, chieftainess, master, mistress, boss, supervisor, employer, landlord,

owner, proprietor.

rangatiratanga

A contested term in the context of Te Tiriti o Waitangi. It can refer to chieftainship
or chiefly authority and leadership. Other interpretations include “sovereignty”
and “autonomy”.
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Term Description

rohe Boundary, district, region, territory, area, border (of land).

rinanga A governing body associated with an iwi.

Te Puni Kokiri The Ministry of Maori Development.

Te Tiriti o Waitangi The Treaty of Waitangi. The treaty signed by representatives of the British Crown

and various Maori chiefs at Waitangi on 6 February 1840. The Treaty is one of
New Zealand’s founding documents. The Treaty has English and Maori versions.
The translations do not strictly align.

tangata whenua Literally “the people of the land”.

taonga That which is precious or treasured.

taura here Binding ropes, urban kinship group, domestic migrants, kinship link.

te ao Maori Literally “the Maori world”.

Te lka a Maui Literally “the fish of Maui” — the North Island of New Zealand.

Te Hiku o Te lka The part of the Far North District that is north of the Hokianga.

Te Waipounamu The South Island.

tikanga Literally “the things that are correct”. Sometimes translated as “protocol” or

“customary practice”, tikanga is the customary system of values and practices that
have developed over time and are deeply embedded in the social context.

tino rangatiratanga Self-determination, self-governance.

wahi tapu Sacred place, sacred site — a place subject to long-term ritual restrictions on
access or use (eg, a burial ground or a battle site).

wananga Publicly owned tertiary institutions that provide education in a Maori cultural
context.

whakapapa Genealogy, genealogical table, lineage, descent.

whanau Typically translated as “families”. Whanau may refer to nuclear or extended
families.

Whanau Ora A government initiative emphasising the empowerment of whanau to become

self-managing. More broadly, Whanau Ora is an approach to delivering social
services based on a Maori concept of wellbeing, which aims to have the various
needs of a whanau met holistically.

whanaungatanga A broad kinship concept that acknowledges inter-connectedness between people
and the environment, through whakapapa. It is from this inter-connectedness that
specific obligations of care arise. These duties are not just to direct kin; they can
arise also through the inter-connectedness of all people in Maori cosmology.

Source: Based on Moorfield, n.d.



Overview

Social services help New Zealanders to live healthy, safe and fulfilling lives. They provide access to health
services and education opportunities, and protect and support the most vulnerable. The quality of these
services and their accessibility for those in need are crucial to the ongoing wellbeing of New Zealanders.

Some New Zealanders are particularly disadvantaged. The Commission has come to the view in this inquiry
that the current system is not working at all well for these people. The Commission believes that a different
approach is needed to support them to improve their lives. To not change could condemn them and their
children to a continuing poor quality of life, and continue to inflict large costs on the rest of society through
both negative impacts on others and the high costs of government services that “pick up the pieces”.

Social services cater for people in different circumstances

Denise is a mother of two children, aged four and six.® She has a violent partner who mishandles alcohol and
other drugs. Denise and her children turn up late one night at Auckland City Mission in a distressed state,
she with bruises and a black eye and no access to funds, the younger child clearly ill with a bad chest
infection. The Mission provides the three with emergency shelter for the night. In the morning, the difficult
struggle begins to help Denise sort out her life and her children’s lives.

Denise faces a daunting challenge to enlist the help of a disparate set of bureaucracies for her multiple
needs: safe, warm and dry housing; immediate income to buy food; medical treatment for herself and her
younger child; continuity of schooling for her older child; protection from the violent partner she has fled; or
a reconciliation based on his addressing his drug and alcohol problems.

No one agency or provider has the mandate or the resources to arrange the package of help that Denise

needs right now. She will have to trail around telling her story and supplying her details many times over.

The help she does qualify for will probably not be coordinated and prioritised into an integrated plan that
gives her hope of a better future for her and her children.

For people like Denise and her family, the Commission believes that a different approach is possible — one
that will provide the right mix of services required to meet their complex needs. A significant part of this
report is about where and why the system is failing the Denises of New Zealand. It describes the direction of
change that is needed, and offers concrete steps for making them happen.

Other New Zealanders also have complex needs and rely a great deal on social services for their quality of
life. Examples are those with physical and mental disabilities, and older New Zealanders with high health
needs.

The Commission also finds significant scope to improve services for these people. Organising services in
different ways to achieve better integration across them, and making use of the increasing opportunities to
innovate with new technologies, can offer better outcomes without greater cost.

Charlie is an intelligent, educated 43-year old in a wheelchair due to muscular dystrophy. He uses
Individualised Funding to tailor some services to meet his needs. For other services, Charlie relies on
providers contracted by government to deliver services in his area. He often finds these services don't really
match his needs or they are not available at the time he wants them. As a result, he seldom uses all the hours
of support allocated to him. Charlie is often frustrated that he doesn’t have a greater say in the services he
gets. After all, who understands his requirements better than he does? He finds dealing with multiple
government agencies a chore and can't see why his funding isn't pooled into one budget that he controls —
this would give him more freedom to live the way he wants.

3 The cases in this section are fictional. The Commission has constructed the cases to illustrate the different circumstances of social services clients. Denise's
case is loosely based on Auckland City Mission’s research project documenting the real experiences of people needing social services. See Auckland City
Mission (2014).
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Aroha is an older person. While her health is generally good, she was recently diagnosed with a heart
problem. Her failing eyesight means she has had to give up her driver’s licence. As a result, she is finding it
hard to get into town to do her shopping, visit her GP and pick up her medication. This has left Aroha feeling
isolated from her community.

Aroha’s children do what they can for her but, with children of their own, they don’t get to see her as often
as they used to. Her oldest son has talked about Aroha moving into a retirement home but Aroha loves her
house and garden and wants to stay put. Although she has access to some home support services through
her local DHB, she finds the services are not well integrated with each other, and with her heart specialist
and GP.

This report also covers people such as Bernard who belong to what might be called the mainstream.
Bernard’s main interaction with the system is through the local school and childcare centre that his children
attend. On occasions, they may need to visit their local GP or perhaps a hospital if the issue is more serious.
Bernard’s needs are not overwhelming and intertwined like Denise’s needs, and are less complex than those
of Charlie or Denise. The Commission finds much that is positive in New Zealand’s mainstream social
services that serve everyone at different points in their lives. Yet there are still significant opportunities to
improve services, such as better information online to help Bernard make more informed decisions about
services and providers.

A very important point is that services for the mainstream are mostly provided satisfactorily through the
familiar service “silos”— the government agencies such as health, education, police and justice. Mainstream
clients approach these agencies, or non-government organisations contracted by them, to receive whatever
service they need at the time.*

The situation is quite different for clients with complex needs — particularly when these needs are
inter-dependent so that treating some needs but not others is likely to be ineffective. A significant degree of
coordination across the services is required for good outcomes. Unfortunately, the provision of services
separately through government silos rarely achieves adequate coordination. New approaches are needed.
Charlie's Individualised Funding is one approach, but it is not suitable for many people. Denise needs a
"navigator” to help her get her life back on track. Her navigator needs the authority and funding to take
effective action and to be held accountable for what is achieved.

Aroha needs her DHB to better integrate her health and social services. This would help Aroha stay safely in
her own home, reducing the demand for hospital beds and residential places from Aroha and others like her.
Less demand would be financially beneficial for the DHB and the taxpayer, which could mean more elective
surgery and shorter waiting lists for other patients.

Figure 0.1 is a quadrant diagram that the Commission has found useful to segment the four typical client
types described above. Denise is in quadrant D of high complexity of need and low capacity to coordinate
services by herself. Charlie (quadrant C) also has multiple and complex needs, but he is in a good position to
choose and direct a package of services to meet them. Aroha’s needs may be clear, but she will probably
require, or want, help to make the best choices (so she is in quadrant A). Bernard will generally be in
quadrant B (when he is competent to self-refer to a service for a particular need) and sometimes in quadrant
A (when he requires help to make the best choice such as when a GP refers him to a specialist).

*The Commission uses “client” as a generic term for service users across the social services. In specific contexts this could mean patient, prisoner, student
etc.
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Figure 0.1  Characteristics of clients of the social services system
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To maximise their effectiveness, social services should be arranged differently to match the needs of people
in different quadrants. The Commission sees the most potential for improvement in social services and
outcomes for users in quadrants C and, especially, quadrant D. Current outcomes for the disadvantaged
New Zealanders who fall in quadrant D are not good — and in turn these poor outcomes have large negative
impacts across society.

New Zealand also suffers high rates of:

e domestic and sexual violence;

e children in need of protective care;

® inequality in achievement across schools;
® re-imprisonment; and

® damp, inadequate housing.

Data made available to the Commission suggests that outcomes such as these tend to occur together for a
relatively small number of the most disadvantaged individuals and families. Further, a large proportion of the
costs to government of healthcare and social care, income support, corrections services and police services
are linked to these disadvantaged individuals and families. The 10 000 highest-cost clients of the social
services system are each expected to generate lifetime budgetary costs of $500 000 or more, involving a
total cost of $6.5 billion. This is one indication of the prospective gains to improving outcomes for the most
disadvantaged New Zealanders. More important, but harder to quantify, are the prospective gains in safety,
health and wellbeing for these people.

A change of approach can make a real difference, and New Zealand could reap a large reward.

The Commission’s approach

The inquiry’s purpose is not to critique the performance of government agencies and service providers, but
rather to make recommendations that will improve the system that all parties work within. Getting the system
to function more effectively will free up time, energy and resources, which can be used to further improve
outcomes.
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The inquiry drew on evidence from many sources including:
e academic research, commissioned research, government reports and data;

e 246 submissions from organisations and individuals including government agencies, not-for-profit (NFP)
providers, for-profit (FP) providers, and clients and their advocates;

® more than 200 face-to-face meetings with a wide cross-section of interested parties; and
® engagement with government agencies to draw lessons from existing programmes.

At a time when the Government is strongly focused on more effective social services, the Commission
believes this report makes a significant contribution to understanding the causes of system
under-performance and to achieving better results.

Social services in New Zealand

Social services cover a wide variety of activities. The Government funds them with the aim of improving a set
of outcomes that people value, such as better health, less crime, and more and better jobs.

Social services are only one influence among many that determine people’s outcomes. The relationships
between influences and outcomes are complex and often not fully understood. Other important influences
include family, friends and community, work and colleagues, and early physical and social experiences.

This complex set of influences, compounded across the social services system, makes it impossible for
central government to understand all the processes and interactions that influence system outcomes. The
Government has neither the information nor the levers to steer the system in a precise way to a pre-
determined destination. It should treat social services as a complex, adaptive system.

Figure 0.2  Elements of the social services system
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Overview

Central government spends about $34 billion a year on health, education and other social services. Most of
this spending goes to universities, hospitals, schools and frontline departments, with the rest used to
contract out services. For example, the Ministry of Social Development (MSD) planned to spend 20% of its
total expenditure on social services in 2014/15 to pay for services that are contracted out.®

Social services are delivered by a mix of government, NFP and FP providers (Figure 0.2). History, population
mix and geography have all influenced the landscape of service providers and the funding arrangements
under which they operate.

Numerous government reviews over the past 20 years have identified remarkably consistent lists of issues,
and proposed rather similar solutions. In light of this, the Commission has made a particular effort to identify
the causes of problems rather than make proposals that tackle symptoms.

The sheer size and complexity of the social services system make generalisations difficult. Even so, the
Commission’s broad observations are that the social services system has positive attributes. Some of these
are:

e the system delivers quality services to millions of New Zealanders — contributing to New Zealand's
above-average ranking on the Organisation for Economic Co-operation and Development (OECD)’s
Better Life Index in areas such as health status, personal security, housing and subjective measures of
wellbeing;

® government agencies are willing to launch trials and experiments;

® social services workers, including a significant number of volunteers, are highly committed to improving
the lives of clients;

® pockets of successful innovation exist in several areas, such as the use of data management and
analytics; and

® governments have committed, and continue to commit, strongly to improving public services.
The Commission has also observed weaknesses in the social services system, such as:

® the existing system is not well suited to deal with the multiple and inter-dependent problems
experienced by many of New Zealand’s most disadvantaged individuals and families (Denise's case);

e government agencies generally know too little about which services (or interventions) work well, which
do not, and why;

® evaluation of many social services is currently absent or of poor quality, or not given enough weight in
subsequent decision making;

e providers face weak incentives to experiment, and to share and adopt innovations;
e clients often perceive government processes as confusing, overly directive, and unhelpful;

® providers often perceive government processes as wasteful and disconnected from the real-world
problems they struggle with;

* services delivered by government agencies are often poorly coordinated;
e opportunities are missed for early intervention to avoid the escalation of problems;

® government agencies often tightly prescribe the activities of providers, making it difficult for providers to
innovate or tailor services to the individual needs of clients; and

® This excludes income support and benefit payments.
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® the system often disempowers clients by casting them as passive recipients of services rather than active
participants in decisions.

The Commission observed a large “stock” of existing social services that continue to be funded and run in
much the same way over decades, with little evaluation of their impact or cost-effectiveness. At the same
time, a flow of new initiatives attracts much attention but has little effect on the existing stock or on the
performance of the system as a whole. This is consistent with an important inquiry finding that the current
system is not good at evaluating programmes, or at expanding programmes that are effective and
amending or phasing out programmes that are not.

Diagnosing the causes of system weaknesses and finding ways to overcome them is crucial in view of
pressures on the system such as population ageing, the persistence of disadvantage, rising social
expectations and the rising costs of delivering some services such as treatment in hospital. Disadvantage
and deprivation have very high personal, social and economic costs in addition to their direct fiscal costs.
New Zealand is not the only country facing these pressures. Governments around the world are grappling
with ways of improving the outcomes from their large expenditures on social services. Much can be learnt
from innovative approaches to social services being applied in New Zealand and elsewhere.

New ideas in New Zealand and elsewhere

New approaches in New Zealand and elsewhere have sought to improve social services. They are instructive
because they tackle some of the issues and problems described above.

Some schemes use data in sophisticated ways to test the effectiveness of different services for different
types of clients. This can lead to large gains in effectiveness. MSD's Investment Approach is a good
example.

Other schemes seek to empower clients and give them greater choice over which bundle of services best
meets their needs, and who provides them. The new Australian National Disability Insurance Scheme (NDIS),
currently in the middle of a multi-year roll-out, allows people with disabilities to choose a range of support to
achieve their goals, within budgets determined by their level of need.

NDIS has demonstrated how giving clients like Charlie a budget and a choice over how to spend it prompts
providers to be responsive and innovative. Yet such programmes also create pressures to expand
entitlements, increasing programme costs. Programme designers need to carefully consider how to control
cost pressures in such initiatives.

The Whanau Ora programme aims to empower families (whanau) to determine their own goals and choose a
set of services and support to help achieve them. Navigators assist whanau to find the services and support
they need. The family-centred, rather than service-centred, design of Whanau Ora gives it the potential for
integrated care and support when multiple obstacles stand in the way of whanau development. Yet the
programme has been hampered by unclear responsibilities and fragmented funding and accountabilities.

Other new approaches aim to sharpen incentives and stimulate innovation through some form of payment
by results. Examples include social impact bonds and “contracting for outcomes”. A key feature of both
these approaches is that they leave the means of achieving the results up to the provider.

Other broad lessons for successful implementation of substantial, new social services programmes are the
need for a well-articulated vision of the destination, careful staging and trials, meaningful engagement with
affected parties, and independent evaluation to guide future design and build support.

Poor system performance and its causes

Focusing on the social services system (rather than specific services, programmes or providers) allows a
broader understanding of the institutions and processes that shape the outcomes achieved from
government-funded services.
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As noted, the system'’s performance has positive aspects; yet weaknesses persist. Diagnosing the causes of
these weaknesses is an important and necessary step towards improving the system.

The Commission considers a well-functioning social services system would:
® target public funds towards areas with the highest net benefits to society;
® match the services provided to the needs of clients;

e deal effectively with the multiple and inter-dependent problems experienced by many of New Zealand's
most disadvantaged individuals and families;

e ensure decision makers (at all levels) have adequate information to make choices;

® respect clients’ wishes and needs, and respond to changes to those wishes and needs and to the
external environment;

* meet public expectations of fairness and equity;
® respond to the aspirations and needs of Maori and Pasifika; and
e foster continuous experimentation, learning and improvement.

While many individual services succeed on one or more of these criteria, the system as a whole is
under-performing.

Many parts of government are involved in social services and, collectively, they have a huge influence on the
system. In the Commission’s view, certain features of how government performs its roles in social services
are not well suited to tackling complex social needs and circumstances.

Government agencies often fail to work effectively with each other and with others such as family, friends,
providers and community groups who each have a potentially important influence on outcomes. This is
partly due to the structure of government and the arrangements in place to promote the judicious use of
public funds. Other factors are political debate and point scoring, and close media scrutiny. Together, these
factors act to the detriment of effective service delivery by driving operational issues to the top of the
system, and by promoting risk aversion and micro-management.

The government part of the system, in which siloed agencies directly provide social services, or purchase
them from others, sometimes works well; but quite often does not. A single agency will often not recognise
or respond effectively to the inter-connections between the outcomes it is seeking and those sought by
other agencies. This fragmentation means there is no-one with visibility of the system as a whole and of its
performance.

The strong vertical lines of accountability in government silos run all the way from ministers to the frontline of
services delivery. The need for accountability and political risk management favours the use of prescriptive
contracts, short contract periods and onerous reporting requirements. These factors work against the
development and spread of innovation, and discourage productive and trusting relationships between
government agencies and non-government providers.

Despite its shortcomings, most New Zealanders (those in quadrants A and B) are able to navigate the system
to access the social services that they require reasonably well. However, the system badly lets down those in
society with complex needs that span across the silos, and who lack the capacity to extract what they need
for support and to help turn their lives around (particularly those in quadrant D).

For these people (and for some of those in quadrant C), accessing the services they need, in the form that
they want, and when they want, can be extremely difficult and frustrating. Too often needs go unmet,
opportunities for early intervention are missed and disadvantage perpetuated. For taxpayers it often means
the fiscal cost of the system escalates as people re-enter the system at a later date at more costly
intervention points — such as emergency units and prisons. The human costs are extremely high for these
clients, their children and wider society.
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Over the years many in government have recognised the problems of silos and made many attempts to
strengthen the horizontal “glue” across agencies. These efforts have tended to focus on “joining up” from
the top — often through ministerial or chief executive working groups — with the hope that the connections
between silos will filter down to critical points closer to the frontline. However, what such initiatives can
achieve within the existing structures of government appears to have a natural limit. Changes are needed,
particularly if the cycles of disadvantage that affect far too many New Zealanders are to be broken.

While the failure to treat deep disadvantage is the main weakness of the current system, other weaknesses
spring from similar and other causes.

* Many agencies and providers lack clarity about the objectives of the system and their part in it.

* Too little effort is made to capture and analyse information on the impact and cost-effectiveness of
services, and to draw and spread lessons from existing services and new initiatives.

* Those with decision rights often lack the required information, incentive and capability to make decisions
consistent with efficient and effective social services.

® Heavy reliance on letting contracts to a single successful provider (competition “for the market” as
opposed to several providers competing to attract clients “in the market”) disempowers clients by not
giving them a choice of provider.

e Government agencies quite often pay less than full cost when contracting providers to deliver the
Government's goals and commitments. Such underpayment is unreasonable.

e Purchasing and contracting social services appear to be slowly improving from a baseline well below
best practice. But there are limits to gains that government can achieve by improving the contracting-out
model.

® As the dominant purchaser of social services, government has neglected its responsibility and ability to
shape and manage the supply side of the market for social services. Consequently, the market is not
performing as well as it could.

e The services that government agencies provide in-house face too little testing of whether they achieve
high standards and value for money.

e The organisational cultures of providers and government agencies are often resistant to change.

e Political pressures (real or anticipated) make it difficult for agencies to re-allocate funding away from
under-performing programmes.

An understanding of these causes is essential to improve the effectiveness of social services. The challenge
is to design a well-performing system that takes them into account. Two design areas of great importance
are the system architecture and how to lift the game on commissioning social services.

Armed with insight and understanding about the main causes of under-performance in the social services
system, it is possible to start developing constructive solutions that neutralise or mitigate the effects of
system weaknesses. The areas where the Commission sees the most scope for beneficial change include:

® purposeful stewardship by the Government of the overall system within which social services are
delivered (Chapter 5);

® amore sophisticated and systematic approach to commissioning social services (Chapter 6);

® increased visibility of the full range of benefits and costs of different services for different client types
(Chapters 6, 8 and 9);

® encouraging a system that learns and innovates (Chapter 7);

e greater use of data and analytics (Chapter 8);
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e devolving budgets and decision making to entities tasked specifically with improving outcomes for
people with multiple, complex problems who need help in navigating services (Chapter 10);

e greater use of client-directed and other devolved approaches (Chapters 5, 6 and 11);
® improved contracting and purchasing, including contracting for outcomes (Chapter 12); and
® openness to partnering with Maori groups to meet their aspirations and needs (Chapter 13).

Dealing with individuals and families with multiple, complex needs is a particular challenge and is where the
current system markedly under-performs. This challenge is not unique to New Zealand, and defies simple
solutions. What is clear is that well-intentioned people are attempting to solve complex problems in
somewhat of a vacuum of information about what works, why it works, how well it works, who it works for and
how much it costs. And fragmented budgets and decision rights frustrate these people.

It is also clear that exhortation — calls to “do better”, “collaborate more” or “innovate” — is insufficient to
drive behavioural or system change. Change initiatives need to be properly grounded in an understanding
of people, the organisations in which people work and the incentives that they face — in short, a
whole-of-system approach.

Designing the system architecture

Social services form a complex system, the overall effectiveness of which is a function of the actions of all
participants, the formal and informal rules that influence those actions, and the relationships between those
participants. Those rules and relationships define the structure or architecture of the system.

Government's unique role as the major funder of social services, with statutory and regulatory powers
unavailable to other participants means that its decisions, more than those of any other party, have the
potential to affect the system’s architecture, and therefore its effectiveness. However, government control in
modern democracies is far from complete, and substantial change will require broad support from
participants.

Two broad architectural designs are applicable to social services.

®  Top-down contro/ means that decision-making power primarily sits with the relevant minister or chief
executive of the agency.

®  Devolution transfers substantial decision-making powers and responsibilities to autonomous or
semi-autonomous organisations with separate governance.

The crucial consideration in choosing between these two broad architectures is under which architecture
decision makers have authority, information, capability and incentives to make and implement decisions that
maximise social returns.

Top-down control is common in New Zealand in some social services areas. To control risks, hold others
accountable and maximise options to respond, governments often favour prescriptive service specifications
and close, top-down control.

e This approach is a good match to some services, particularly when standardisation and scale efficiencies
are important (generally services for clients in quadrants A and B). But top-down control is a poor match
where clients have multiple, complex service needs (quadrants C and D).

® Top-down control tends to dampen innovation, reduce coordination between agencies and limit flexible
adaptation to client needs and local circumstances.

® Insome cases, top-down control will be the appropriate option. Where it remains the best option, the
implementation of top-down control could be improved.

Governments have recognised situations — both inside and outside social services — where top-down control
leads to poor societal outcomes and so devolved decision making to organisations with varying levels of
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independence. Four examples in social services are DHBs, Pharmac, Whanau Ora and the Te Hiku Social
Accord. Reasons why devolution can improve on top-down control include:

e decision makers close to the community or culture of clients will have greater ability to tailor services
based on local knowledge;

* well-designed organisations at arm’s length from ministers should face less intense political pressure
towards risk aversion and micro-management;

® pushing decisions down can mobilise and empower local resources; and

e devolution produces diverse approaches across locations, which can enable valuable comparison and
learning.

Devolution is not a panacea. For example, devolution, if not well thought through, can dilute accountability
and dampen the spread of innovation. For devolution to be most effective, it needs to be complemented
with other measures. Some of these (such as national standards, regulation, and data collection) may involve
some centralisation. Ideally, subsidiary organisations should face strong incentives to intervene early to
reduce future costs, and so deliver better long-term outcomes for clients.

The Commission sees much potential to improve the social services system by greater and smarter use of
devolution, particularly for clients in the segments represented by Charlie (quadrant C) and Denise
(quadrant D).

A "one-size-fits-all” architecture across social services is not a sensible approach. Meeting the widely varying
circumstances and needs of clients requires a system made up of several different architectures. A one-size-
fits-all approach has been ineffective in improving the lives of New Zealanders who suffer serious
disadvantage from having multiple and complex problems. Top-down control is particularly inappropriate.
Those families and individuals need a tailored response, in many cases drawing on services from across
traditional social services silos. More use should be made of the abilities, knowledge and capabilities of the
many providers and community organisations that know and work with such people.

System stewardship and the enabling environment

Taking responsibility for system architecture is part of what the Commission calls system stewardship. The
responsibilities of system stewardship include:

e conscious oversight of the system as a whole;

e clearly defining desired outcomes;

® monitoring overall system performance;

® prompting change when the system under-performs;

e identifying barriers to and opportunities for beneficial change, and leading the wider conversations
required to achieve that change;

® setting standards and regulations;

e ensuring that data is collected, shared and used in ways that enhance system performance;
® improving capability;

® promoting an effective learning system; and

® active management of the system architecture and enabling environment.

The role of system steward falls to the Government. This is because of its unique role as the major funder of
social services, and its statutory and regulatory powers unavailable to other participants. Stewardship
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responsibilities can be spread over several bodies or agencies — for example, responsibility for monitoring
performance could be assigned to a separate, independent, government entity.

As part of stewardship, the Government has responsibility for the “enabling environment” for the social
services system. Two particularly relevant enablers are budgeting for and funding social services, and
ensuring a comprehensive data network that can boost the capabilities and effectiveness of all participants.

The Commission finds current arrangements fall somewhat short of what is required for good system
stewardship. The Government should explicitly assign system stewardship responsibilities to organisations
well-placed to discharge those responsibilities.

Better commissioning of services

Commissioning is a set of inter-related tasks that need to be undertaken to turn policy objectives into
effective social services. This report emphasises that a wider range of skills and capabilities are required for
commissioning than suggested by the more commonly used term procurement. Further, commissioning
organisations should consider a wider range of options for delivering services than the two most common —
contracting out and in-house delivery.

Examples of organisations that commission social services are government departments such as MSD and
the Ministry of Health, Crown entities such as DHBs, and non-government bodies such as the Whanau Ora
commissioning agencies.

Effective commissioning is fundamental to well-functioning social services. Commissioning organisations
need to make informed, deliberate choices about diverse issues including objectives, needs, cost-
effectiveness, funding, pricing, risk management, quality, eligibility, performance measurement, information
flows, provider-market sustainability and interactions with other services.

The commissioning of social services is a challenging task. It is not generally undertaken in New Zealand in a
structured, consistent and effective way. Commissioning organisations should actively build the required
skills, capability and knowledge base and use them to substantially lift the quality of commissioning.

The Government should appoint a lead agency to promote better commissioning of social services. This
agency should produce guidance and facilitate training for commissioning organisations.

A key commissioning task is choosing an appropriate service mode/. The model should be chosen to match
policy objectives, and the characteristics of the service, and its intended clients. Considering a wide range of
models increases the likelihood of a better match, and better service outcomes as a consequence.

Seven service models for delivering social services

This report explores seven conceptual service models. Each has strengths and weaknesses, and some
models may only apply to relatively limited circumstances.

® /n-house provision by a government agency permits close political control and accountability. It is useful
when statutory powers are required, or the service is most efficiently bundled with services that require
statutory powers. A key challenge with in-house provision is creating pressure on providers to deliver
good performance, especially when the agency is also the service commissioner. Benchmarking is one
way of providing such pressure. Work and Income’s benefit and employment services are examples of
in-house provision.

e Contracting outis useful when providers offer specialised skills or capabilities, including access to
difficult-to-reach clients. Problems that can arise include high transaction costs, clients having little or no
choice of provider, and prescriptiveness that hampers innovation. Strengthening Families is one example
of contracting out.

*  Managed markets allow multiple providers to compete for market share. They can encourage investment
and innovation, which are difficult to achieve in non-contestable systems. Yet managed markets are
complex; requiring careful design and regulation, and the acceptance of high transaction and
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monitoring costs. Other challenges include working with thin provider markets, establishing prices, and
ensuring service quality. Australian employment services are a successful example.

e Trust models capitalise on the intrinsic motivation of provider employees and organisations. They require
careful design to ensure quality is adequately monitored through peer monitoring or regulatory
oversight, as sometimes the freedom that trust gives providers can be misused to the detriment of
funders and clients. General medical practice is an example of a trust model.

®  Shared-goals models appeal to the intrinsic motivation of players to work collaboratively to achieve
mutually agreed goals. The model is inclusive of all parties, and encourages constructive and integrated
problem solving and creative solutions. Shared goals models rely on good leadership and a supportive
culture, and can be challenging to replicate. The Canterbury Clinical Network is an example of a shared
goals model.

e (Client-directed-budget models offer much when the client (or their representative) is well placed to
choose the services that best suit their circumstances. These models motivate providers to offer good
value to clients, encourage innovation and empower service clients. Client-directed budgets (CDBs) are
not suitable where the client does not possess the capacity to make choices for themselves.
Individualised Funding is an example of a CDB.

*  Vouchermodels work by clients choosing among providers offering a similar service. Government
funding flows to providers according to those choices. Early childhood education and tertiary education
are examples. Challenges of voucher models include ensuring service quality and fair access for clients
with more complex and costly needs.

Many of these models require a mental shift for commissioning organisations, from being in direct control to
overseeing a set of services and enabling them to function well. This oversight includes ongoing monitoring
of service performance, and re-visiting commissioning choices as necessary to improve performance.

The Commission sees significant opportunities for better outcomes through better choices of service
models, particularly for clients in quadrants C and D. Denise needs the help of many different services and to
be involved in the development of a plan that will work for her. This may point to a shared-goals approach.
By contrast, the CDB model is well suited to clients like Charlie.

Funding practices

The Commission encountered a lot of dissatisfaction with the funding of social services contracts.
Government needs to clarify its objectives in funding services, and match the type of funding to those
objectives. Legitimate options for funding include full funding, contributory funding, tied and untied grants,
and no funding.

Government should always be explicit about the type of funding, the level of control that government
expects with its funding, and the likely consequences of its funding decisions. Government should fully fund
those services that deliver on the Government’s goals and commitments.

Government appears to underfund some contracts with non-government providers for the delivery of fully
specified social services. Long-term underfunding has undesirable consequences. Payments should be set at
a level that allows an efficient provider to make a sustainable return on resources deployed. Payment at this
level would encourage investment and adequate staff training by existing providers and entry by new
providers.

Creating a system that learns and innovates

Social services deal with many problems that are complex and are not susceptible to one-off, all-time
solutions. The complexity and uncertainty about solutions place a premium on a system that learns, that
finds solutions to problems and finds new ways to improve the return on investment in social services.
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Lifting the effectiveness of social services in New Zealand will require a system that learns over time about
what works, then selects the successful approaches and amends or winds down the approaches that fail to
achieve good results (Figure 0.3).

Figure 0.3 A system that learns
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An effective learning system results in innovation — the introduction of new or significantly improved services
or business processes, for the purposes of getting better outcomes from available resources.

A system that learns needs to have:
e clear goals to achieve better outcomes cost-effectively from social services;
® strong incentives to find, and the flexibility to try, new ways of doing things;

* information flows that provide ongoing feedback to clients, providers and commissioning organisations
and citizens about what is working;

* awillingness to tolerate trials that fail (while dealing with failure quickly);
® the ability to structure trials and experiments in a way that can be scaled up if successful; and
® the flexibility to take up and spread successful innovations.

Choosing system architectures and service models that incorporate these features will increase learning and
innovation in the social services system.

Different system architectures and service models have different strengths and weaknesses in promoting
learning and innovation. A centralised top-down architecture tends to generate fixed decisions about what
works with too little tailoring to particular circumstances, and not enough bottom-up experimentation. A
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totally devolved approach permits a lot of local experiments. But, if information on what works best is not
shared and successful approaches are not rewarded, then innovation does not spread. New Zealand social
services have examples of both problems.

System stewardship importantly includes responsibility for ensuring that the social services system is an
effective learning system. Government agencies are more likely to meet this challenge if they step back from
being providers and procurers of services and focus on system-stewardship tasks. These include clearly
defining desired outcomes; and promoting diverse approaches, monitoring them, and encouraging the
spread of successful ones.

Devolved service models (such as managed markets, shared goals, CDBs and voucher models) foster
diversity, innovation and learning in the social services system. If well designed, devolved service models
promote the expansion of effective services and the curtailing of less effective services.

Social services providers, with some exceptions, have been little affected by the disruptive innovation that
has transformed many market services. Modern information and communications technology (ICT) often
plays an essential role in such models.

Innovation in social services is often small-scale, local, dependent on a few committed individuals and
incremental; but systematic and cumulative innovation has significantly changed prevailing business models
in some areas. One example is the Canterbury DHB's HealthPathways model, which was adopted by several
other healthcare systems in New Zealand and Australia.

Risk aversion in government agencies and in many NFPs, overly prescriptive contracts, capital constraints
and "bare-bones” funding partly explain low levels of innovation in the social services.

Improved commissioning and contracting have the potential to reduce some of the current barriers to
innovation. Organisations commissioning social services should shift more contracting towards contracting
for outcomes and make greater use of devolved service models. Doing both would give providers increased
flexibility and incentives to innovate.

The current evidence base for system-wide learning is weak and needs strengthening. Conventional
evaluation of many social services is absent, of poor quality or not given enough weight in subsequent
decision making. Effort should focus on making available timely, shared evidence on what is working, for
whom and through which service providers.

Initiatives under way should improve the quality of evaluation (eg, through Superu) and of collection and
analysis of data. These are to be welcomed, but new approaches are needed alongside to enable cost-
effective monitoring and evaluation in real time across the system, using a wider range of information than is
typically used in evaluations currently. Commissioning organisations should ensure that each programme
they fund is monitored and evaluated in a way commensurate with the programme’s scale and design.

Leveraging data to improve social services

In an era of ICT and “big data”, exciting opportunities exist to use data and data analytics to create a
learning system that increases the effectiveness of social services. A wide-access, client-centred data network
and data analytics could support a range of devolved service models and provide better information to
support decisions made by commissioning organisations and the users and providers of social services.

Developments in data technology and analytics have transformed many service industries such as banking,
music and publishing. The same developments have the potential to support new business models in social
services that will bring substantial improvements in effectiveness.

A system that learns needs timely client-centred data and analytics to be available to decision makers at all
points in the system. Cost-effectively collecting, sharing and analysing data across the social services system
will greatly increase the capacity to design and commission effective services, and to target resources to
where they have the strongest effect on improving outcomes.
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The Social Sector Board (SSB) (the chief executives of the main government departments responsible for
social services) has begun a project to integrate social sector data, including setting common standards. This
work should include the development in time of a comprehensive, wide-access, client-centred data network
accessible to commissioning organisations, providers, users and researchers of social services. Better use of
linked, cross-agency data could increase the scope, power and accuracy of the Government's investment
approach to targeting social services, as well as supporting better-integrated and tailored services for
clients.

This better linking of data would be especially beneficial for clients such as Denise whose needs span a
number of government and provider silos. Without linking and without a trusted navigator with access to the
linked data, those trying to help her will see only fragments of the total picture, and Denise will need to tell
her story many times over.

The New Zealand Data Futures Forum (NZDFF) has recommended a way to realise the potential benefits
and mitigate the risks of sharing, linking and using data.

The NZDFF recommended that getting value from sharing, linking and using data should follow the
principles of inclusion, trust and control. /nclusion is raising public awareness and capability in finding, using
and understanding data and the data environment. 7rustis focused on building trust in the sharing of data.
Controlis giving individuals more control over the use of their personal data. The Government has endorsed
these principles.

The Government, and social services providers and users, should use the NZDFF recommendations to
underpin their efforts to explore innovative approaches to social problems.

Government agencies should require the providers they contract with to capture information on their own
services in a consistent way. This will allow the patterns of individuals’ use of services to be tracked across
time, and for service outcomes and provider performance to be identified. Commissioning organisations,
purchasers and providers of social services should use this information to continuously improve their
decisions.

Sharing government-held data with third-party providers would facilitate the discovery of innovative services
to solve social problems. Statistics New Zealand currently allows researchers access to de-identified personal
data in its Integrated Data Infrastructure. This is desirable, but should be taken further. Subject to individual
consent, government agencies should provide access to identifiable personal data to trusted third parties.

Social investment and insurance

“Prepare rather than repair.” This simple and catchy idea is that well designed and targeted early
interventions can reduce or eliminate adverse consequences at a later date. Ideally, individuals, their families
and the social services system should act whenever they expect the resulting future benefits to exceed costs.
But that will only happen if the relevant parties have the information and resources required, and face the
right incentives.

Having the information and the required resources is just what most disadvantaged New Zealanders with
multiple, inter-dependent problems lack. Yet they are often the people for whom timely intervention will
yield the highest returns on investment — to them and wider society.

MSD's Investment Approach is an attempt to increase the effectiveness of social services through better
investment and targeting of investment. It is also about providing information and incentives to support early
intervention, rather than waiting for a crisis. This approach adopts investment and insurance tools to
prioritise clients and services and selects interventions based on expected reduction in future welfare liability
(FWL). This is a measure of net fiscal benefit to the Government when it takes a long-term perspective. It
differs from a full measure of social and economic costs and benefits, yet it is a legitimate measure for
governments to focus on. Further, the reduction in future fiscal liability can often be taken as a (somewhat
conservative) proxy measure for future social benefits. This is because when a person moves off income
support into work:
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® the reduced support payments are a crude proxy for additional production in the economy (even though
reduced payments are themselves simply transfers from beneficiaries to taxpayers); and

® any consequential savings in future health, crime, protective care, justice and prison costs are savings in
real economic resources.

While the proxy of reduced future fiscal liability is imperfect, an investment approach is a significant
improvement on traditional approaches.

FWL identifies the people for whom the gains might be greatest, but provides no guidance on effective
interventions. Reliable information on interventions, including their cost and effectiveness, is also essential
when applying an investment approach.

There is scope to improve on MSD's Investment Approach and to apply it more widely within and across
different government-funded social services areas. Currently the Investment Approach is applied
operationally only in the part of MSD that administers working-age benefits, employment services and youth
services.

Other service areas such as education and justice are beginning to apply it. The SSB with the Treasury has
initiated work to apply an investment approach across agencies and to appraise budget proposals for social
services. This work is at an early stage. The Commission recommends pursuing it towards recording and
crediting savings and other benefits across the whole range of areas affected by an intervention initiated by
just one provider (such as treating mental health, or early treatment of conduct disorder in a child).

A further extension would be to assign the financial risks associated with poor social outcomes to
organisations that are better placed than government to manage and reduce those risks, including by
making timely investments. Such an “insurance approach” might offer strong incentives for timely and
value-adding interventions.

Social insurance is an insurance scheme organised by the state, with compulsory membership and in which
premiums are usually related to both risk and the ability to pay. The interests of social insurers such as the
Accident Compensation Corporation (ACC) can align better with the long-term wellbeing of individual

New Zealanders than traditionally structured social services agencies. Social insurers have incentives to make
timely and value-adding investments. For example, ACC invests in falls-prevention programmes to reduce
the number of injuries and claims due to falls.

Social insurance is attractive in theory, yet challenging in practice. It takes a long time to design and
establish a social insurance system, and transitioning to a new system would likely be difficult.

The Commission is not recommending the wide extension of social insurance in New Zealand.

A more promising model is a combination of a fuller (cross-agency, cross-time) version of the investment
approach, a devolved architecture and client enrolment. Data analytics and a data network that collects the
right data on services, on the clients who use services and on the outcomes that eventuate for these clients
hold the key to coupling the power of the investment approach to the benefits of a devolved system.
Properly set up, this approach could support new models to help disadvantaged New Zealanders with
multiple and complex needs.

Integrating services for better outcomes

Specialisation in social services and the organisations that deliver them make it difficult and costly for clients
to get the mix and sequencing of services that best meet their needs. It also makes it difficult to improve the
efficiency and effectiveness of services by linking and coordinating across administrative and professional
boundaries. Initiatives to promote better integration of services take many different forms

Integration has costs and benefits and these need to be weighed in deciding how much integration to
pursue and by what means. Integration initiatives should focus particularly on areas where the net benefits of
integration are strong.
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Social services systems with complex, inter-connected service pathways offer opportunities for big gains in
efficiency and effectiveness through integration. A good example is healthcare — think of the challenge of
getting the right balance between primary and secondary care and the often rigid demarcations between
different health professions. Yet if community, primary and secondary care are organised optimally, they will
not only give clients better services but keep them out of hospital through preventive programmes and
making treatments available at home and in the community. The Canterbury Clinical Network, using a
shared-goals service model, is an example of the savings and better client experiences that are possible.

The fragmentation of social services to the detriment of clients with complex needs, such as Denise, is a
long-standing issue that has proved difficult to resolve, despite many attempts. Fragmented services make it
difficult to provide the best mix of services at the right time for such clients. As a result, services are often
ineffective at improving outcomes for clients. Fragmented delivery is usually a symptom of problems in the
way social services are commissioned and contracted.

The Commission had identified several conditions that need to be fulfilled to deliver an effective, integrated
package of services to the most disadvantaged New Zealanders suffering a complex of intertwined
problems. These conditions include:

e askilled, client-centred navigator who is close enough culturally and geographically to understand the
client’s circumstances and to build a relationship of trust with them (be they individual, family or
community);

e clear responsibility of the navigator for achieving outcomes for the client that are agreed by both the
client and the commissioner/funder — this will usually require the client to be “enrolled” with the
navigator;

* arealistic allocation of funds to the navigator to provide the means and flexibility for an integrated
package of services for the client to help them turn their life around,;

e information systems and a decision-making framework that allocates funds to where they have the most
effect; and

e devolved decision making that gives the navigator the freedom to provide or purchase services in the
way that will best meet the client’s needs.

The Commission has developed two models that it believes could fulfil these conditions. The Government
should seriously consider them (or variants of them) as offering distinctly better prospects to improve
outcomes for the most disadvantaged New Zealanders.

One model would set up a “Better Lives” agency with dedicated funding and a mission to improve
outcomes for people across New Zealand in the most disadvantaged group (quadrant D). It would make use
of devolved commissioning agents that are “close” to the clients. Some would be new organisations, and
some could be existing ones (such as some NFPs and Whanau Ora commissioning agencies).

The other model widens the role of DHBs into District Health and Social Boards (DHSBs). DHSBs would
become commissioners in their regions of health and social services for the most disadvantaged

New Zealanders (quadrant D). For instance, DHSBs could buy services from Primary Health Organisations
and through them, general practice.

Both models would fund local navigators who would engage with clients and have control over a budget to
buy services to best meet their needs. For instance, they could buy services from mainstream agencies or
from non-government providers.

Empowering clients and giving them more choice

Commissioning organisations need to consider carefully the service model best suited to the characteristics
of their intended clients and the services in question. In every model, choices are made about:

® whatservices to deliver;
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who will deliver the services;

when the service will be delivered;

where the service will be delivered; and

howthe service will be delivered.
Depending on the model, clients may have relatively little or relatively more control over these core choices.

The social services system will work best when people with the information, incentive, capability and
authority make these decisions. In cases where clients have the capacity and are well informed (quadrants B
and C), this will generally be the client or their representative.

There is good evidence that, for some types of social services, empowering clients to make core choices
significantly improves their wellbeing. Yet such empowerment is quite rare in New Zealand.

Figure 0.4 Empowering clients to make core choices
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Changes are needed if clients are to be empowered to make core choices and if the choices of clients are to
influence service quality and the efficiency of the system.

Shifting the power balance from the organisations that commission and deliver social services to clients
would achieve better outcomes. For this to occur, client choices need to influence the allocation of public
money to providers. Government departments must let go of the reins of central control to allow the
necessary power shift.

Yet client choice is not appropriate for some services or clients. These include services involving the coercive
power of the state and where people experiencing psychological trauma or acute physical trauma receive
services. These people would generally fall in quadrant D.

Where choice /s appropriate, government agencies need to design and implement mechanisms that will
enable choice to operate effectively. In particular, clients must be able to make informed choices, and
government agencies must give providers the flexibility to meet the diverse needs of clients.

Designing and implementing a practical and efficient choice mechanism requires understanding of design

intricacies. For example, to avoid providers picking off “easy” clients and avoiding more difficult cases, the
Government-funded entitlement for each client should reflect the complexity of their individual needs. So a
more disabled person would have a larger entitlement than a less disabled person because it is more costly
to meet their needs.

The Commission heard concerns expressed about expanding client choice models and it explored the
available evidence about these. Evidence strongly suggests that clients experience increased satisfaction
from moving to CDBs. Evidence also suggests that most clients can and do wish to avail themselves of
choice when they have the opportunity. The Commission could find no good evidence that working
conditions of carers deteriorate as a result of CDBs, or that they are necessarily more expensive for the
taxpayer.
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The Commission recommends home-based support of older people, respite services, and drug and
rehabilitation services as good prospects for applying a client-directed service model.

Shifting to a client-directed service model will require a significant change in mindset for many officials and
providers. Evidence shows it takes time (and resources) to learn how to work under new systems and to
develop structures and processes that fit new ways of working.

Better purchasing and contracting

Contracting out s the primary service model used to provide non-government social services in
New Zealand. Government agencies have several thousand service delivery contracts with many thousands
of NFP and FP providers.

Considerable effort is being applied within government to improve contracting. However, this is a work in
progress. Providers reported many problems with contracting and saw significant room for improvement.

Many of these problems may result from poor commissioning, including inappropriate selection of a
contracting-out service model. Such problems are unlikely to be ameliorated by improved contracting.

Contracting out is well suited to some services and to some client types, particularly those in quadrants A
and B. Contracting out is a poor match to situations requiring integrated responses and packages tailored to
specific clients (ie, quadrants C and D). It is important that contracting out is done well, whether selected by
a robust commissioning process or used as a result of past decisions.

Contracts involve a principal (in this case usually a government agency) and an agent who delivers an
objective on behalf of the principal. Contracts cannot cover every contingency; the principal has incomplete
information about the agent’s performance, and there are incentives to shift risk and for other opportunistic
behaviour. Because of these challenges, designing and managing contracts are not straightforward.

Current contracting regulations and guidance from the Ministry of Business, Innovation and Employment
(MBIE), the Treasury and the Office of the Auditor-General (OAG) are difficult for agencies to follow and
apply. This situation is a potential source of confusion.

To improve clarity, the Government should publish separate Rules of Sourcing for Social Services and a
single set of guidelines. These rules and guidelines should make it explicit that contracting is one model
available for the purposes of commissioning social services and needs to take account of that context. The
Government should provide for training on these guidelines to agencies and to providers.

When contracting out, social services agencies should:
® ensure that relevant information is provided to all participating suppliers in tender processes;

® meet their own tendering timelines and report yearly on their compliance with timelines and deadlines
set out in tendering documentation;

® take account of providers’ past performance when assessing bids;

® apply a standard duration of three years to social services contracts unless risk analysis indicates
otherwise;

® adopt a risk-based approach to monitoring contracts; and
® expand the use of contracting for outcomes.

Improving capability for contracting out should be developed alongside improved capability for
commissioning.

The approach to contracting will continue to evolve, particularly when and if agencies act on the
Commission’s calls to improve the commissioning of social services and the availability of data. For example,
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this evolution ought to see more focus on achieving outcomes, the spreading of contracting expertise to
more devolved commissioning agencies, and the use of contracts in CDB models.

The Maori dimension

The objectives Maori have for social services are broader than just effectiveness and efficiency — social
services have an important role to play in “Maori succeeding as Méaori”. In this context, it includes Maori
being able to exercise duties of care that arise from tikanga.

Maori are disproportionately represented in the client base of services that target and aim to help those at
risk of poor outcomes. Yet, an approach that focuses on deficits alone would ignore the strengths that exist
within Maori communities to create change for themselves. Although some other groups also have poor
outcomes, the Treaty of Waitangi dimension adds weight to empowering Maori groups.

The development aspirations of Maori, the desire to improve the outcomes of whanau, and the tikanga
around manaakitanga, whanaungatanga, and rangatiratanga mean that iwi and other Maori groups are
obvious candidates for active participation in devolved commissioning and in the delivery of social services.

Enabling greater rangatiratanga within social services inherently requires the Crown to step back from
"deciding for” and often “doing for” Maori. Yet if the Crown steps back too far, or in the wrong way, then it
risks leaving iwi to deliver the Crown’s Article Three Treaty duties and this would be inappropriate. What
matters is not so much whether any given activity is a kawanatanga or rangatiratanga responsibility, but
instead who should hold mana whakahaere over that activity (translated variously as the power to manage,
governance or authority) to achieve the objectives of both parties.

In making decisions about whether and how to devolve the commissioning and delivery of social services for
Maori, government should give Maori opportunities to exercise mana whakahaere. This should be based on
the Treaty of Waitangi principles of partnership, consultation, active protection of Maori interests and
rangatiratanga.

Whanau Ora embodies concepts important to Maori and holds much potential to improve Maori wellbeing
and mana whakahaere. It would be strengthened by a dedicated budget based on assessed needs for a
defined population; sufficient decision rights over the budget; effective resource allocation to where
resources can have the most effect; and improved accountability for results.

The question of how best to devolve responsibility to Maori is open. One process that has been used is
Treaty settlement. Yet, the Treaty settlement process is not necessarily well suited to this purpose. The
Government should let Maori propose arrangements within or outside the Treaty settlement process for
devolved commissioning, rather than co-opt Maori groups into a process, or impose a process on them.

Data analytics, indigenous knowledge and research may hold some particular promise for Maori to achieve
greater involvement in commissioning. This is because a broad investment approach opens up new
possibilities for negotiating transfers of responsibility and funding.

Implementing change

Implementing the Commission’s recommendations will require leadership from the Government. While a
number of the recommendations devolve control over relevant decisions further from central decision
makers and closer to the clients, such devolution needs to be supported by change at the centre.

The recommendations, if implemented, would constitute a significant long-term reform agenda that must be
led by ministers and senior public servants, working with social services agencies and providers.

The Commission’s recommendations should achieve a step up in performance of the social services system.
Their implementation will require leadership from the Government, through a small Ministerial Committee
for Social Services Reform. The committee should create a reform plan, oversee its implementation and
adjust it in the light of experience.
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The Government should establish a Transition Office to focus the effort of its agencies and to support the
Ministerial Committee. The Transition Office would:

® help the Ministerial Committee to develop, refine and improve the reform plan;

® help the Ministerial Committee to identify tasks and the appropriate allocation of responsibilities for
implementation;

® develop and implement a new approach to improve outcomes for the most disadvantaged
New Zealanders;

® oversee implementation of reform, and publish reports on progress;

® ensure that there is adequate capability, advice and design guidance for agencies engaged in
commissioning; and

® encourage continuous system improvement.

Developing a new approach for engaging with and delivering services for the most disadvantaged
New Zealanders should receive high priority from the Ministerial Committee in the reform plan. The
Transition Office should be tasked with leading this development.

The Government should also establish an Advisory Board to provide the Ministerial Committee with
independent expert advice from a wide range of system participants.

The SSB should retain responsibility for ongoing stewardship functions requiring coordination across social
services agencies such as data sharing, setting standards, improving commissioning and data-analytical
capability, and delivery of the Better Public Service results. The SSB should develop a memorandum of
understanding with the Transition Office, setting out their respective roles and how they will work together.

The Social Policy and Evaluation Research Unit (Superu) should have an enhanced role as an independent
body responsible for monitoring, research and evaluation of the performance of the social services system.
Key recommendations for making a difference

The Commission has made a total of 89 findings and 61 recommendations. A smaller set of them hold the
key to making a large, positive difference (Table 0.1). A good reform plan should prioritise implementation
of these recommendations.

Table 0.1 Key recommendations

Contracting out and in-house provision are common service models in New Zealand. These models give clients few
choices around the what, who, when, where and how of service delivery. Giving clients choice and control provides a
mechanism through which both providers and clients can experiment with, and learn from, trying different approaches
to delivering services. Most clients experience an increased level of satisfaction after moving to client-directed service
models.

Recommendation 11.2 The Government should investigate, and where appropriate trial, client-directed service
models for home-based support of older people, respite services, family services, and
drug and alcohol rehabilitation services.

The Government should pursue further extension of client choice in disability support,
drawing on the lessons from Enabling Good Lives.

Recommendation 11.3
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Introduce a new deal for the most disadvantaged New Zealanders

To address the needs of the most disadvantaged New Zealanders (quadrant D), the
Government should devolve authority over adequate resources to providers close to
clients. To be effective, this devolution would require:

® an adaptive, client-centred approach to service design;
® commissioning agencies to have responsibility for a defined population;

e commissioning agencies and providers to have clear accountability for improving
client outcomes;

® commissioning agencies to have a way of prioritising the use of resources; and

® aninformation system to support decision making.

To address the needs of the most disadvantaged New Zealanders (quadrant D), the
Government should assess and implement the most appropriate model of devolution.
The Government should consider the District Health and Social Boards, Better Lives
agency and alternative models.

Improve commissioning and contracting

Effective commissioning is fundamental to well-functioning social services. It is a challenging task. It is not generally
undertaken in New Zealand in a structured, consistent and effective way.

Commissioning agencies should consider a wide range of service models, and carefully
select a model that best matches client characteristics, the problem faced and the
outcomes sought.

"Fully funded” social service payments to non-government providers should be set at a
level that allows an efficient provider to make a sustainable return on resources
deployed. This funding level will support current providers to invest in training, systems
and tools. It will also encourage entry by new providers.

The Treasury should develop guidance on how commissioning agencies should assess
prices against this criterion.

Commissioning organisations should actively build the required skills, capability and
knowledge base and use them to substantially lift the quality of commissioning.

Commissioning organisations should ensure that in-house provision is treated on a
neutral basis when compared to contracting out and other service models. This requires
independence in decision-making processes. In-house provision should be subject to
the same transparency, performance monitoring and reporting requirements as would
apply to an external provider.

The Government should develop a single set of up-to-date guidelines to support the
recommended Rules of Sourcing for Social Services and should provide training on
these guidelines to social services agencies and providers.

Social services agencies and non-government providers should continue to expand the
use of contracting for outcomes, including the use of incentive payments, where
contracting out is the best service model.
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Create a system that learns and innovates and makes better use of data

A system that learns needs to have clear goals for social investments, strong incentives and flexibility to find, try out and

spread new ideas, and information to support decisions by commissioning organisations, providers and clients.

Recommendation 7.2

Recommendation 7.8

Recommendation 8.2

Recommendation 9.1

Recommendation 9.4

Recommendation 5.3

Commissioning agencies should encourage the spread of innovation in social services
by:

e using devolved service models and investment frameworks that put weight on what
is valued by clients;

e improving the quality and transparency of information on service performance; and

e rewarding providers who innovate to improve their performance.

Commissioning organisations should ensure that the performance of each social
services programme they fund is monitored and evaluated in a way that is
commensurate with its scale and design. When commissioning organisations fully fund
service providers to deliver government goals and commitments, they should only fund
programmes whose performance can be evaluated.

The Social Sector Board should initiate a project on social sector data integration that
includes the design of institutions and processes to progressively develop a
comprehensive, wide-access, client-centred data network. This network should be
accessible to commissioning organisations, providers, clients and researchers of social
services.

Future welfare liability — the currently used proxy for social return in the Ministry of Social
Development’s Investment Approach — should be further refined to better reflect the
wider costs and benefits of interventions.

The investment approach should be extended to operate at a cross-programme, cross-
agency level.

Improve system stewardship

Government has a unique role in the social services system. It is the major funder of
social services, and has statutory and regulatory powers unavailable to other
participants. Government should take responsibility for system stewardship including:

e conscious oversight of the system as a whole;

e clearly defining desired outcomes;

® monitoring overall system performance;

® prompting change when the system under-performs;

e identifying barriers to and opportunities for beneficial change, and leading the wider
conversations required to achieve that change;

® setting standards and regulations;

® ensuring that data is collected, shared and used in ways that enhance system
performance;

e improving capability;
e promoting an effective learning system; and

® active management of the system architecture and enabling environment.
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A small and cohesive Ministerial Committee for Social Services Reform, drawn from
relevant social services and central portfolios, should be responsible for leading the
Government's reform of the social services system.

Recommendation 14.1

] The Government should establish a Transition Office to:
Recommendation 14.2
e help the Ministerial Committee to develop, refine and improve a reform plan;

¢ help the Ministerial Committee identify tasks and the appropriate allocation of
responsibilities for implementation;

e develop and implement a model that would improve outcomes for the most
disadvantaged New Zealanders;

e oversee implementation of reform, and publish reports on progress;

e ensure that there is adequate capability, advice and design guidance for agencies
engaged in commissioning; and

® encourage innovation and continuous system improvement.

The size of the prize

The Commission believes that substantial benefits would result from achieving the changes in social services
described in this report. These benefits are at five levels.

Benefits to individual clients

The reforms set out in this report would improve the value that clients derive from the system by:

® providing them with pathways to help turn their lives around through well-evidenced effects on life
satisfaction, including from employment, good physical and psychological health, and more and better
social connections;

* providing them access to services that are better matched to their individual circumstances; and

® empowering them through better information on, and choice of, services and service providers.

Benefits to service providers

For service providers, moving closer to a well-functioning system would mean greater clarity and certainty
around government funding. It would mean less money spent on government processes and greater
flexibility to tailor services to meet the needs of clients. And it would mean more scope for innovation and
greater rewards from innovation.

Benefits to government

For government social services agencies, moving closer to a well-functioning system would mean a better
understanding of their role as system stewards, and greater ability to demonstrate the value that services are
creating, to know the interventions that work and those that do not. For the Government, it would mean
demonstrable achievements, reduced political risk from under-performing services, and more transparency
around the relative returns from different uses of public money.

Benefits to the economy

Effective social services will not only improve the wellbeing of clients, but also reduce the likelihood that
clients will remain on benefits for a prolonged period. This can amount to a significant fiscal saving in future
years, which is important in light of increasing expectations of service quality and availability.

Policy and operational changes associated with the Government'’s Investment Approach in the 2013/14 year
resulted in an estimated reduction of $2.2 billion in FWL. Further improvements of this magnitude in other
service areas are likely to be possible.
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Many social services have a direct impact on the accumulation of human capital. Evidence shows that
long-run human capital is an important driver of labour productivity, which in turn in is a key driver of
long-run economic growth and incomes.

Benefits to wider society

Benefits to clients commonly spill over into society. For example, studies have repeatedly shown a strong
correlation between education levels and lower crime rates and better health. Services that are effective in
reducing mental illnesses, addictions and addictive behaviour, family violence and child abuse, and
re-offending, clearly have wider benefits in the form of a safer, healthier and happier society. By reducing
New Zealand's overly high incidence of disadvantage and under-achievement, effective social services can
promote a society that is more cohesive, more connected and more prosperous.

Shared leadership is required

The reforms outlined in this report have the potential to improve the efficiency and effectiveness of

New Zealand's social services system, in turn raising the wellbeing of users of social services and of citizens
more generally. The complex nature of social services makes estimating the magnitude of these benefits
difficult. Yet, the Commission’s judgement, supported by New Zealand and international research, is that
substantial economic and social gains are possible. Achieving reform will require active commitment from
both government and non-government leaders across the social services system. Government has an
important role as a system steward; but, for reform to succeed, it needs to collaborate with and create the
conditions that unleash the potential of the many leaders across the system.
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Key points

Social services help New Zealanders to live healthy, safe and fulfilling lives. They provide access to
health services and education opportunities, and protect and support the most vulnerable. The
quality of these services and access to them are crucial to the ongoing wellbeing of

New Zealanders.

The Government funds social services with the aim of improving outcomes that people value, such
as better health, less crime, and more and better jobs.

Social services are only one influence among many that determine outcomes. Other important
influences include family, friends and community, work and colleagues, economic deprivation, and
early physical and social experiences.

This inquiry is about finding ways to improve individual and social wellbeing through more effective
social services.

The inquiry examines (among other things):

- the strengths and weaknesses of current approaches to commissioning and purchasing social
services;

- the lessons learnt from recent initiatives and new approaches, in New Zealand and overseas;

- how social services can best target and help those with high needs and at high risk of poor
outcomes;

- how to improve outcomes through better coordination of services, within and between
government agencies and service providers;

- how to take advantage of emerging opportunities offered by existing and new datasets, new
information technologies and data analytics to learn about the effectiveness of different
services for different groups, and to spread this learning; and

- the institutional arrangements that would support smarter commissioning, purchasing and
contracting of social services.

The Commission was impressed by the hard work, perceptive thinking and commitment of the
many people and organisations, outside and within government, who help deliver social services to
those in need.

The role of this inquiry is not to critique the performance of government agencies and service
providers. Rather, its role is to make recommendations that will improve the system.

In developing its findings and recommendations the Commission has drawn evidence from many
sources, including research papers and extensive consultation. It received 246 submissions on its
issues paper and draft report, and has held more than 200 face-to-face meetings.

This report makes 89 findings and 61 recommendations. The Commission believes its
recommendations can make a significant contribution to the better provision of social services, and
in doing so improve the wellbeing of many of New Zealand’s most disadvantaged citizens, and of
the wider community.



Chapter 1 | About this inquiry

1.1  What was the Commission asked to do?

The Government asked the Commission to carry out an inquiry into how to improve outcomes for

New Zealanders from social services funded or otherwise supported by government. The inquiry’s terms of
reference instruct the Commission to focus on potential improvements in the ways that government
agencies commission and purchase social services, including services delivered by the public sector (see Box
1.1 for definitions). The inquiry aims to help agencies recognise how commissioning and purchasing
influence the quality and effectiveness of social services, and to suggest measures that agencies could take
to promote better outcomes.

Box 1.1 Definitions of terms used in the inquiry’s terms of reference

The Commission has adopted the following definitions of terms used in the inquiry’s terms of
reference.

Social services

Services dedicated to enhancing people’s economic and social wellbeing by helping them lead more
stable, healthy, self-sufficient and fulfilling lives. This inquiry is primarily concerned with social services
that government provides, funds or otherwise supports.

Clients

A generic term the Commission adopts in this inquiry for all users of social services regardless of the
context. For example, clients include patients, students, beneficiaries and people required by a court to
undergo anger-management or drug counselling. Sometimes the client can be a group of people such
as a family or whanau. It is intended to be a neutral term and not to convey any particular approach or
attitude to social services or users of social services.

Commissioning

A set of inter-related tasks that need to be undertaken to turn policy objectives into effective social
services. Commissioning organisations should consider objectives, needs, cost effectiveness, funding,
pricing, risk management, quality, eligibility, performance measurement, information flows, provider-
market sustainability and interactions with other services; and choose an appropriate service model.

Contestability

The characteristic of situations where providers, whether public or private, face a real prospect that
alternative providers will replace them if their performance is persistently unsatisfactory.

Purchasing

The purchasing process identifies and selects non-government providers and agrees terms of supply
through a contract. It includes calling for expressions of interest to supply social services, evaluating

proposals from potential providers, completing due diligence, negotiating the terms of the contract
and awarding the contract.

Market for social services

A marketis a setting in which parties voluntarily undertake exchanges. In the context of this inquiry, the
market for social services refers to the provision of social services in exchange for payment. Funding
could come from a government agency or another organisation (eg, a philanthropic trust). In some
cases, clients partly or fully fund the service. The provision and purchase of social services meet the
economic definition of a market, yet they have complex and distinctive features that make the market
quite different from simple markets.

Shape of the market

Shape includes the number, size, capability and geographic distribution of providers, and the mix of
provider organisational forms (eg, commercial enterprises, not-for-profit organisations and charities).
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Long-term sustainability of the market

The continued availability of providers with the capacity and capability to supply the level and quality of
services required.

Outcome

The consequences of an intervention or programme in terms of the ends sought (eg, better health or
reduced re-offending).

Result or intermediate outcome

An intermediate step contributing to an outcome, generally more easily measured in the short term
than the outcome.

This inquiry investigates both who is best suited to make commissioning decisions and Aowto do a good job

of commissioning. The latter includes how government agencies (Crown entities and government

departments) can make good choices between contracting out social services, direct government provision
and other service models. The key question is what institutions and service models promote good outcomes
for individuals, communities and the population as a whole.

The full terms of reference are at the front of this report.

What this inquiry examines

The inquiry examines (among other things):
the strengths and weaknesses of current approaches to commissioning and purchasing social services;
the lessons learnt from recent initiatives and new approaches, in New Zealand and overseas;
how social services can best target and help those with high needs and at high risk of poor outcomes;

how to improve outcomes through better coordination of services, within and between government
agencies and service providers;

how to take advantage of the emerging opportunities offered by data and data analytics to learn about
the effectiveness of different services for different groups, and to ensure that this learning spreads and is
taken up widely by service providers; and

the institutional arrangements that would support smarter commissioning, purchasing and contracting of
social services.

What this inquiry does not examine

The scope of this inquiry is wide, but not all-encompassing. The inquiry was not:

an evaluation of specific social policies or programmes;

a review of the level of public funds allocated to specific social services or to specific service providers;
an assessment of the level at which welfare benefits are set;

a quantitative assessment of the productivity of the New Zealand public sector; or

an investigation of appropriate levels of public-sector expenditure or employment.

The Commission made no recommendations on these matters as part of this inquiry.
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1.2 What are social services?

Social services is a somewhat ambiguous term. Indeed, much government activity could be broadly termed a
social service. Social services assist New Zealanders to live healthy, safe and fulfilling lives. They provide
access to health services and education opportunities, and protect and support the most vulnerable. The
quality of these services and their accessibility for those in need are crucial to the ongoing wellbeing of

New Zealanders.

The reasons that government funds many social services in New Zealand include political preferences,
history, and economic benefits. Government funds social services to improve the wellbeing of

New Zealanders and to fulfil expectations that are deeply rooted in New Zealand society. Social services
contribute to these aims by providing:

assistance to those with current or persistent needs;
a safety net (or “insurance”) for circumstances largely beyond a person’s control;
opportunities for individual development that enable people to achieve their potential; and

protection of New Zealanders from, or at least minimising, the consequences of the anti-social behaviour
of others.

A significant quantity of social services is not funded by government, but by charities, philanthropic donors
and clients themselves. Of course, family members, friends and neighbours provide much care and support
to individuals in need. It is important to remember that government-funded social services are only one
influence among many that determine outcomes. The relationships between all these influences and
outcomes are complex and often not fully understood. Powerful influences include family and friends, work
and colleagues, early physical and social experiences, and economic deprivation.

Social services vary significantly

The Commission has taken a broad view of social services, because of the obvious inter-relationships
between health, education, social development, and indeed justice services. This places the Commission in a
relatively unique position to look across those services. However, not all submitters were comfortable with
such a broad definition that reaches well beyond the social services aimed at supporting the poor and
vulnerable (Community Networks Aotearoa, sub. 31, p. 3).

The social services within the inquiry’s scope vary widely. For example, specialised medical services differ
markedly from services that support a released prisoner and help reduce re-offending rates. Also a critical
distinction exists between services that are willingly consumed because the client wants the outcome (such
as finding a job or receiving help in the home), and services that have an element of coercion with an
unwilling subject (such as a court-ordered programme to combat an addiction).

Social services could be interpreted even more broadly to include services that benefit New Zealanders
through enhancing their participation in areas such as the arts, sport, recreation and the environment. Such
services fall outside the scope of the inquiry.

Figure 1.1 depicts the wide variety of social services in New Zealand and some high-level outcomes that they
contribute towards. Most of these services are fully or partly funded by government and fall within the
inquiry’s scope.
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Figure 1.1  The diversity of social services and the outcomes they support
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People use social services in different ways throughout their lives

People use social services differently at different stages in their lives and as their circumstances change.
Subsidies for health, education, and aged care have a component of income re-distribution. Social services,
working in conjunction with the tax and transfer system, have the effect of smoothing the effective income of
individuals over their lifetimes and re-distributing from higher-income people to lower-income people.

Access to social services is largely universal. Yet because social services are targeted to need, people facing
social and economic disadvantage will tend to use them more intensively.

1.3 What does a well-functioning social services system look like?

The goal of this inquiry is to find and recommend measures that will lead to a well-functioning social services
system. But what does such a system look like?

The resources available for social services are finite. It is not possible for a society to provide every service at
the maximum level of quality for every person who might request it. So allocating resources towards where
they will have greatest effect (and away from where they are having minimal or even negative effects)
increases effectiveness, and better promotes overall wellbeing.

Social services are funded and delivered by a complex system with many participants. A system that delivers
expanded or improved services at the same cost (or, equivalently, the same services at lower cost) will
promote wellbeing, all else being equal. The term productivity captures such efficiency improvements.
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Importantly, these improvements are about being more effective rather than working harder or accepting
lower wages.

There are different, and sometimes competing, views about social services (Box 1.2). In the interests of
attempting to build as much common ground as possible about what a well-functioning social services
system looks like, the following sections describe the salient features from the perspectives of different
participants.

New Zealanders

New Zealand individuals and their families have multiple stakes in the social services system. As taxpayers,
they want the system to deliver value from the tens of billions of dollars that the Government spends each
year.

They want social services to be available to meet their current or future needs. They want the services to
provide effective care of the most disadvantaged. Further, they want a system that protects them from, or at
least minimises, the consequences of the anti-social behaviour of others.

Lastly, most if not all New Zealanders wish to participate in a cohesive society that provides opportunities, a
sense of belonging, and protection for all its members.

Current clients of social services

Most of all, clients of social services want the services they require to be effective in dealing with their
specific circumstances, and to assist them towards healthy, safe, self-sufficient and fulfilling lives.

In general, those clients want those services to be available in the place they live. They want clear
information about the services available to them, and ideally a choice between providers of those services.
They want a stable relationship with their provider. They want minimal bureaucracy in their dealings with
providers of social services and with government agencies.

Clients with high and complex needs want providers and agencies to cooperate and to deliver services
seamlessly. Yet they also want a say in any sharing of personal information that might better enable such
cooperation. And some of these clients want to make their own choices about what services they receive,
and how and when they receive them.

Clients are often vulnerable, and want assurance that service providers are acting in their best interests.

Providers of social services

Providers of social services want to get on with the job of helping their clients. Many are driven by a desire to
assist their fellow New Zealanders, some by a profit motive, and others by a mix of both. In any case, they
want sufficient funding, and for it to be stable and predictable. They often see contestable funding as
creating financial risk for their organisation and the risk of service disruption for their clients.

Providers often resent the time and money spent on what they see as unnecessary bureaucracy in their
dealings with government. They want government to do a good job of coordinating its own agencies and
activities.

Many providers of social services feel that they are closer to their clients and the communities in which they
operate — that providers have a better understanding of their clients’ needs than do the funders of providers.
Providers of social services want the flexibility to adapt their services to the specific needs of their clients and
to better reflect the overall mission of their organisation.

Providers of social services often draw on volunteers driven by a desire to help their fellow New Zealanders.
Volunteers want their efforts to be valued and effective.
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Government social services agencies

Government agencies fund and directly provide many social services. Agencies recognise that in some cases
they lack the information, relationships and capability to directly deliver services, and so they arrange for
external providers to supply them.

Agencies want to understand which types of interventions are effective, and which types are less effective.
They want to use this information to improve overall outcomes from the social services for which they are
responsible.

Agencies want their commissioning and purchasing processes to be cost effective. They want to understand
the performance of their contracted providers. Over time, they want to encourage the development and
expansion of the better providers, and encourage the reform or exit of poor performers.

Agencies want to be good stewards of the resources under their control, and to be able to account for their
performance to ministers and to Parliament.

The Government

The Government is the agent of all New Zealanders collectively, and the closest thing to an institution
representing “society” or “community” at the national level. The Government is accountable through
Parliament for ensuring that public funds are used appropriately, and in an efficient and effective manner.

The Government has specific responsibilities to every citizen and seeks to fulfil those responsibilities.
Further, it seeks an efficient and effective social services system, reflecting in part other legitimate demands
on its budget (eg, conservation management and transport infrastructure).

Recognising that the needs of social services clients span the boundaries of its agencies, the Government
seeks a high degree of inter-agency cooperation.

Specific ministers, and the Government in general, are often blamed for the consequences of poor delivery
of social services. So the Government seeks a system that reduces its political risk. This aim may at times
conflict with the ability of the Government to pursue efficiency and effectiveness in the social services
system.

1.4 The Commission’s approach

The Commission’s approach strongly emphasises engagement with providers, government agencies,
researchers, clients and client advocates. In developing its findings and recommendations, the Commission
has drawn evidence from many sources including:

more than 200 meetings with individuals and organisations;

visits to seven New Zealand regions, Australia and the United Kingdom;
246 submissions received on its issues paper and draft report;
government agency reports and data;

engagement with the Ministry of Social Development (MSD); the Ministry of Health; the Treasury; the
Ministry of Business, Innovation and Employment; the Ministry of Education; Te Puni K&kiri; the Ministry
of Justice; the State Services Commission; Superu and several District Health Boards.

commissioned research and reviews;
previous inquiries into, and reviews of, social services;
relevant academic and other research; and

15 conferences on aspects of providing social services in New Zealand.
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In addition, the Commission developed four case studies (presented as Appendices B to E) to assist with the
inquiry:

employment services;

Whanau Ora;

services for people with disabilities; and
home-based support of older people.

In conducting this inquiry, the Commission was impressed with the hard work, perceptive thinking and
commitment of the many people and organisations, outside and within government, who help deliver social
services to those in need.

The role of this inquiry is not to critique the performance of individual government agencies and service
providers. Rather, the role is to make recommendations to improve the system that all parties work within.
Ultimately, everyone has the same objective of improving the wellbeing of New Zealanders.

The Commission has taken a high-level systems approach. Of necessity, this means that some terms and
concepts used in the chapters may seem remote from the frontline, daily experiences of providers and
clients. This is not to imply that frontline realities are unimportant. Rather, the high-level approach is taken so
as to stand back to gain perspective and see what could be, and needs to be, changed. Ultimately this is in
the interests of improving what happens at the frontline and, above all, improving individual client and wider
social outcomes.

The inquiry is not taking place in a vacuum — the Government is actively pursuing a range of initiatives to
improve social services in line with its Better Public Services priority. The initiative to trial social bonds, MSD's
community investment strategy and the external expert review panel for modernising Child, Youth and
Family are examples. The Commission recognises this changing landscape and that the area of social
services is of great interest. It hopes that the results of its inquiry will make a significant and worthwhile
contribution to public debate and policy thinking inside and outside of government.

The Commission has made 89 findings and 61 recommendations. The Overview identifies the most
important recommendations.

1.5 Responses to the inquiry

The Commission received many and varied responses to the inquiry. A selection of submitter responses
illustrates this range (Box 1.2).

Box 1.2 Differing views on the inquiry

[W]e welcome and endorse the generous description by the Productivity Commission of the goals
and values of social policy in New Zealand in Chapter 1 of the Issues Paper. We welcome the
acknowledgement that there is a broad consensus on what government funded social services
should be providing... (Carers NZ, sub. 71, p. 1)

We welcome the whole system view of the report and agree fundamental reform is required. (Every
Child Counts, sub. DR166, p. 1)

Generally there was dissatisfaction with the title [More effective social services]. There was an
assumption that the title inferred that most social services were not effective. It was not clear that
the efficiency mentioned was also about how Government worked in this space. There was a
feeling that the title implied inefficiency in the sector as a broad issue. (Community Networks
Aotearoa, sub. 31, p. 2)

The Social Sector Board's overarching position is that we support the goals and objectives of the
Inquiry and see them as providing good strategic direction in delivering on Government's focus
and objective for customer-centred design of services in the social sector. The Social Sector Board
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considers that the draft report takes an important first step towards more effective social services.
(Social Sector Board, sub. DR225, p. 6)

We believe that a number of the basic premises of this issues paper are flawed. Most importantly
describing the sector as a “market” exposes the ideological framework which drives the
underlying assumptions of this issues paper. We are concerned that this review is in reality another
step towards creating opportunities for making profit from vulnerable people, rather than actually
addressing the underlying causes of the problems being faced by individuals/families/whanau and
communities. (Homebuilders Family Services North Rodney Inc., sub. 38, p. 1)

Mind and Body Consultants Ltd commends the comprehensive inquiry into More Effective Social
Services. (Mind and Body, sub. DR139, p. 1)

NZ society has a long history of social democracy, irrespective of parties and power. The neoliberal
rhetoric of the Productivity Commission’s Report works directly against this. (OMEP Aotearoa,
sub. DR148, p. 8)

The 21st Century ... can be a beginning of a new epoch of improvement, because the writer
believes it to be possible as indicated in The Productivity Commissioners More effective social
services: Draft report. (Tom Adson, sub. DR239, p. 3)

Guide to this report

This report is divided into three parts:

what the Commission has observed — describes the social services landscape in New Zealand, its
performance and the drivers of that performance; and also covers some new approaches tried
internationally and within New Zealand;

what is needed for improvement — gives the Commission’s reasoning and conclusions on what needs to
change to achieve a well-functioning social services system; and

making it happen — suggests a path to implement the changes that the Commission recommends, and
discusses the types and scale of the economic and social benefits that could be realised.

Figure 1.2 summarises the individual chapters and appendices in this report.

During the inquiry the Commission came to the view that the issues for Maori were of sufficient significance
to justify a separate chapter. Chapter 13, The Maori Dimension, captures the essence of what the
Commission learnt was important to and for Maori in this context. This does not mean that other chapters
are not relevant for Maori.

Pasifika is another important group in New Zealand. While no chapter is dedicated to Pasifika issues, the

report refers to Pasifika at various points. Many recommendations are highly relevant to improving outcomes

for Pasifika people in New Zealand, particularly those who suffer significant deprivation.
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Figure 1.2  Guide to individual chapters and appendices

Part One — What the Commission has observed

Describes the social services landscape that the Commission has observed, paying
particular attention to client types, problem areas, historical influences and current
pressures and trends.

2. Social services in
New Zealand

3. New ideas in
New Zealand
and elsewhere

Overviews and illustrates emerging new approaches to social services
commissioning and delivery, both internationally and within New Zealand.

4. An assessment g i | Analyses social services as a system and the institutional arrangements that shape
of the social i7" outcomes. The chapter provides the Commission’s assessment of the underlying
services system . causes of the observed performance of the system.

Part Two — What is needed for improvement e

Sets out and explores the strengths and weaknesses of two broad architectures
h that can be used to commission and deliver social services. Makes the case for
architecture more devolution of social services and more deliberate system stewardship.

/s, System

— Explains and explores commissioning — the set of important inter-related tasks that
need to be undertaken to turn policy objectives into effective social services.

6. Commissioning
Examines funding and skills issues.

7. A system that Makes the case that improving social services requires a system that learns over

learns and time (including by trying a variety of new innovative approaches), selects what
innovates Iy works, amends or discards what does not and expands successful approaches.
. 5 Describes the opportunities increasingly offered by expanded datasets, new
8. Leveraging data " information technologies and data analytics to track the value add of services for

and analytics different types of clients, and how this can greatly improve the return on
) investment. It explores ways to expand data sharing safely to increase innovation

and effectiveness.

9. Social 47 Explains the Government'’s Investment Approach, and argues for it to be
investmentand @ @ - extended. It explains social insurance, using Australia’s National Disability
insurance Insurance Scheme and ACC as examples.

Sets out current situations that would benefit from greater service integration, and
why lack of integration is a common problem. Devolved, bottom-up approaches

) with adequate funding and decision rights offer the most promise for improving
services outcomes for the most disadvantaged New Zealanders.

10. Integration for
more effective

Makes the case that greater devolution of choice and control to individual service

1. Client choice e users will produce better outcomes for many clients. The chapter explores the

and mechanisms and models that could empower service users, increase choice and
empowerment spark innovation.

12. Better = Proposes ways to improve purchasing practices and the design and management
purchasing and |T S| 1 n of contracts between government agencies and non-government providers of
contracting S social services.

_ . Explores the inquiry’s themes and findings from a Maori perspective including
13. The Maori - : At
i ) p Maori concepts of respect and caring, Treaty obligations and what the Treaty
dimension T means for partnership and devolution in social services. Also describes several
current governance models of Maori-Crown collaboration on social services.
Part Three — Making it happen
¢ Describes a way forward to implement the significant changes that the Commission
14. Implementation is recommending in system architecture, commissioning, the use of client-directed
and other devolved approaches, an expanded investment approach, and improved
contracting.
15. The size of the S Supports the case for change by providing indications of the size of the economic

prize _ and social benefits achievable with system reform.
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Appendices T
i .
-~ ¢%; Lists the people and organisations who met with the Commission or provided
e = e submissions to the inquiry.
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»
;

. coordination groups

Le¥n e TR

Case study of New Zealand and Australian systems for delivering employment
services. The systems differ: in New Zealand a government in-house provider
delivers them; the Australian Government outsources them using a managed
market. New Zealand uses data and analytics in a sophisticated way to improve
service effectiveness.

Case study of Whanau Ora as a relatively new approach to the commissioning and
delivery of services, particularly to Maori and Pasifika families. Of interest is the
emphasis on families determining their own goals and the means to achieve them,
assisted by “navigators”. Another feature is the use of non-government
commissioning agencies.

Case study of the ways that the government commissions and delivers services for |
people with disabilities. The study examines the Enabling Good Lives trial and the
Ministry of Health's Individualised Funding initiative as examples of client-directed
budgets.

Case study of services and support for home-based care of the aged, how well
they work, the issue of service integration, and the lessons that can be drawn (eg,
how home-based services can reduce the need for hospital admissions and
residential care).

Reviews the microeconomics literature and picks out those parts that throw light on
the economics of social services. The parts include contracting under uncertainty
and how different types of incentives affect service performance. While drawing on
various perspectives and frameworks, the inquiry aims to be grounded in sound
microeconomics.

A description of government decision-making and funding arrangements, and a
table showing the major cross-agency governance and oversight groups for the
social services, as at July 2015.

Appendices B to G are available online at www.productivity.govt.nz/inquiry-content/social-services
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Part One: What the Commission has observed

Part One: What the
Commission has observed

Part One of this inquiry report documents the Commission’s observations of the social services landscape in
New Zealand and how it has been performing (Chapter 2); describes some new approaches that have been
tried internationally and within New Zealand (Chapter 3); and diagnoses the causes of the observed under-

performance (Chapter 4).
All three chapters are of interest in their own right. Yet they are also important preparation for Part Two. Part

Two develops and recommends reforms of the social services system that are soundly based on the Part
One findings about how the system currently works, and experience with new approaches.

37



38

More effective social services

Key points

Central government spends about $34 billion a year on health, education and other social services.
Most of this spending goes to universities, hospitals, schools and frontline departments, with the
rest used to purchase services from non-government organisations. For example, 20% of the
Ministry of Social Development’s (MSD) 2014/15 social services budget was for contracted services.®

A mix of government, for-profit and not-for-profit providers, delivers social services. History,
population make-up and geography have all influenced the landscape of service providers and the
arrangements under which government funds services.

Numerous government reviews over the past 20 years have identified remarkably consistent issues
and proposed similarly consistent solutions.

The Commission’s broad observations are that the social services system has a number of positive
attributes. These include a willingness in government agencies to improve the system, a highly
committed workforce, pockets of successful innovation in the use of data management and
analytics, and the wide acknowledgement within government of the need to improve agency
coordination.

Improving social outcomes will require that the following weaknesses in the system are addressed:

- government agencies and processes are not well placed to deal with complex and inter-
dependent problems encountered by many of New Zealand's most disadvantaged individuals
and families;

- government agencies have little reliable information about which services and interventions
work well, and which do not;

- transaction costs are generally higher than necessary;

- government agencies delivering social services are often poorly coordinated;

- tailoring services to the individual needs of clients is made difficult by tight central control;
- providers of social services face poor incentives to innovate; and

- opportunities are missed to intervene early to avoid the escalation of problems.

The Commission has observed that a large stock of existing social services continue to be funded
and run in much the same way as in past decades, with little evaluation of their impact or cost
effectiveness. A flow of new initiatives attracts much attention, but has little effect on the existing
stock or on outcomes.

Addressing weaknesses in the system is important in view of persistent poor social outcomes,
increasing demand for services, and the rising costs of delivering services. New Zealand is not the
only country facing these pressures, and there is much to learn from new approaches, domestically
and overseas.

This chapter provides an overview of the social services system in New Zealand. It gives a brief history of
government involvement in the provision of social services before presenting data on current levels of

¢ Excluding income support and benefit payments.
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expenditure in the area. The chapter then looks more closely at the processes and rules that shape the way
government agencies deliver and fund social services, before outlining the Commission’s observations on
the strengths and weaknesses of the system.”

2.1 Improving wellbeing through social services

Social services aim to improve the wellbeing of clients by broadening access to the things in life they value
(or by removing barriers to accessing these things). For example, a person may value having steady
employment, living independently, being part of a close family unit and being free from prejudice and
violence. Yet they experience barriers to obtaining these things. Barriers include, for example, poverty, ill
health, dysfunctional family arrangements, or poor access to education.

Some social services help people overcome (or reduce) these barriers and widen the set of possibilities open
to them. For example, training services give people the skills needed to gain steady employment. Home-
help services assist people to live independently. And family support services help parents get through
difficult times.

Other services seek to protect people from the actions of others. For example, women'’s refuges strive to
protect women from domestic violence. And child protection services aim to protect children from abuse
and neglect. When actions cause harm to others, social services tend to require a coercive component as far
as the perpetrator is concerned.

2.2 A brief history of government involvement in social services

This section provides a brief overview of the evolving role of the state in providing and funding social
services in New Zealand from the time of intense European settlement.

New Zealand was an early adopter of state-funded social services

In the 19th century, countries such as Britain relied on a lively voluntary sector and mutual-aid societies to
fund and provide key social services. New Zealand on the other hand had limited philanthropic resources to
draw on, and many settlers had no family networks to turn to for support (Easton, 2011). Church
organisations provided some assistance to the poor during the early years of settlement but, in general,
assisted migration involved an implicit undertaking from the authorities (the New Zealand Company or
government) to help migrants during periods of need. As a result, New Zealand was an early adopter of
state-funded, state-provided, social services. For example, Sanders et al. (2008) noted:

The state assumed responsibility for hospital services and for education from an early stage in the
colony’s history, with the establishment of four state hospitals for the destitute in 1846, and a national
system of free, compulsory and secular primary school education from 1877. (p. 24)

Voluntary organisations emerged in response to growing need

The privations of the economic depression in the late 19th century, the First World War, and the Great
Depression of the 1930s saw a growth in the provision of social services by not-for-profit (NFP) organisations
funded largely by charitable donations. Patriotic societies formed to support returned soldiers and their
dependants. Charitable organisations emerged to help the influx of refugees from Europe. And church
groups expanded their services to support the unemployed and destitute. Many NFPs developed strong
provincial connections, reflecting the geographic distribution of New Zealand population at the time.

Government provision of social services grew between 1935 and 1950, during which time government
policies effectively nationalised parts of the charitable sector (Fries, 2001). The passing of the Social Security
Act 1938 marked a significant point in the history of social service provision in New Zealand. The Act
introduced a free-at-the-point-of-use health system and an array of new welfare benefits. These measures
were financed by a tax surcharge of one shilling in the pound, or 5%. The Act also relaxed qualifying
conditions and created new classes of benefits such as family allowances (Ministry for Culture and Heritage,
2015).

7 This report uses the term agencies to refer to government departments, ministries and Crown entities involved in the provision of social services.
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The 1950s brought greater awareness of the opportunities to improve social outcomes for segments of the
New Zealand population. This saw the expansion of NFP service providers and the emergence of new
community organisations such as IHC and Marriage Guidance.

Government attached few conditions to NFP funding

The 1950s also saw growth in both direct government provision of social services and support for NFP
providers. This support occurred largely through grants, training, and subsidised rent and office costs.
Government attached few conditions to its support, leaving NFPs free to pursue their individual mission and
goals (O'Brien, Sanders & Tennant, 2009).

The full-employment economy of the 1950s and early 1960s gave way to a period of economic and social
stress and a greater focus on efficiency in public spending.

In 1967, government funding of social service NFPs was only around $4 million or 0.7% of total government
expenditure on social services. Services provided by NFPs were largely in addition to government-provided
services or filled niche areas of need.

Changing relationships between the state and non-government providers

The 1970s saw the strengthening of the Maori political movement and Maori seeking self-determination.
Over the next two decades, this led to a new focus on the relationship between Maori and the Crown,
processes to settle Treaty of Waitangi claims, and new forms of social services provision designed, governed
and operated by Maori — specifically in the area of health, employment and education (Chapter 13).

In the late 1980s and the 1990s, government support for NFPs shifted from being predominately grant-based
funding to contract-based funding. This shift changed the nature of the relationship between NFPs and
government. In many instances, NFPs were no longer providing services that were supplementary to those
provided by government; they were providing services on behalf of government. During this period, the use
of tendering for social services contracts became common and the sustainability of many NFPs became
closely linked to winning government contracts (Cordery & Halford, 2010).

The movement to a contractual relationship between government and NFPs was often accompanied by
tightly specified services and reporting obligations. The tight specification of contracts limited the flexibility
of NFPs to shape the services provided to align with their own vision or philosophy (Garlick, 2012).

2.3 Government expenditure on social services

Central government spends about $34 billion a year on health, education and other social services. Most of
this spending is on services provided directly by Crown entities, such as schools, universities and District
Health Boards (DHBs). Government agencies use the rest to provide services directly or to pay non-
government providers for supplying services. For example, MSD had around 3 700 social services contracts
with some 2 155 providers in the 2014/15 financial year.®

These services differ in many dimensions, such as the extent to which the service aims to benefit an
individual or the wider society, the extent to which specific outcomes can be attributable to specific
interventions and the extent to which economies of scale are important in the delivery of the service.

Diversity also exists in the organisations that deliver social services. Non-government providers vary greatly
in terms of:

whether they are for-profit (FP) or NFP organisations;
the extent they are staffed by employed staff or volunteers;

the social issue or population segment on which the organisation centres (eg, services for disabled
people, family violence, youth offenders);

& Productivity Commission estimates based on data supplied by MSD.



the geographic area that they cover;
the cultural communities they service;
the breadth of services they deliver; and

the strength of their relationship with clients.
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The Commission has found no consolidated data on government purchases of social services from
non-government providers. However, as an indication, 20% of MSD's 2014/15 social services budget was for

contracted-out services.?

DHBs received about 80% of Vote Health expenditure in 2014/15. The Ministry of Health (MoH) uses around
17% of Vote Health to contract out services. Some of these contracts are with DHBs (Figure 2.1).

Figure 2.1 Government expenditure on social services, 2014/15

$34 billion (estimated government spending on social services
in 2014/15, excluding benefits and other transfer payments)

Health Education
$14 265m $9 412m

Of the $14 265m for health:

¢ $523m is used by the Ministry of Health for
administration and provision of some infrastructure
(such as IT systems)

» $2 387m is contracted out by the Ministry of Health

(sometimes the recipients of these contracts will be
DHBs)

* $11 355m is devolved to DHBs (which spend about
half of this amount contracting services from non-
DHB providers)

Source: Budget 2014 data; Productivity Commission.

Tertiary Police
Education $1462m
$2 594m
Corrections
$1 180m
ACC
$2 083m
Justice
$196m
Social Housing
$96m
Development o
$2 389m Maori
Development
$71m

Of the $2 389m for social development:

* $1847m is used for Ministry of Social
Development services and administration (eg,
Work and Income employment services)

e $542m is contracted out

In total, Government spending on benefit payments and social services is close to the OECD average, and
similar to commonly used comparator countries such as the United Kingdom and Australia (Figure 2.2).

? Excluding income support and benefit payments.
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Figure 2.2  Total government social spending (including transfers) as a percentage of GDP, 2014
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Source: OECD Social Expenditure Database, n.d.

Notes:

1. Data for New Zealand are OECD estimates. Data represents benefits to, and financial contributions targeted at, households and
individuals in order to provide support during circumstances which adversely affect their welfare. Total spending includes both the
payment of cash benefits and the provision of services. Data covers the main social policy areas such as income and care support for
the elderly, health spending, family support, labour market programmes, unemployment benefits and housing.

Figure 2.3 presents data on government expenditure on social services as a percentage of Gross Domestic
Product (GDP) between 1980 and 2014. The Figure illustrates that, like other OECD countries, government
spending on social services in New Zealand has increased considerably over the past 35 years.
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Figure 2.3 Government spending on social services (excluding transfers) as a percentage of GDP,
1980-2014
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Source: OECD Social Expenditure Database, n.d.

Notes:

1. Data for all years available in the OECD SOCX database (five-yearly data from 1980 to 2009; yearly data from 2009 to 2014). Data
represent the spending on social services (ie, total government expenditure excluding transfer payments). Data covers the main
social policy areas including support for the elderly, health spending, family support, labour market programmes, unemployment
benefits and housing.

Government social spending is heavily influenced by the political economy of the various countries. For
example, the United States has traditionally placed a greater emphasis on private funding of education and
healthcare than most OECD countries. New Zealand, on the other hand, has more of a tradition of state-
funded provision.

Transfers such as benefit payments are outside the Commission’s terms of reference. Figure 2.4 presents
OECD data on government expenditure on social services as a percentage of GDP (ie, total government
spending less transfer payments).'® The Figure illustrates that expenditure in New Zealand, as a percentage
of GDP, was higher than the OECD average in 2013."" Public expenditure per capita was also higher than
comparator countries such as Australia and Canada, but was lower than the United Kingdom.

*The OECD uses the term "benefits in kind” to refer to services received by citizens and paid for by the government (such as health and education
services) as opposed to benefit payments in the form of cash transfers to residents.

12013 is the latest year for which data is available for all countries.
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Figure 2.4  Government spending on social services (excluding transfers) as a percentage of GDP,
2013
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Source: OECD Social Expenditure Database, n.d.

Notes:

1. Data represent the spending on social services (ie, total government expenditure excluding transfer payments). Data covers the
main social policy areas including support for the elderly, health spending, family support, labour market programmes,
unemployment benefits and housing.

Government expenditure on social services as a percentage of GDP is currently higher
in New Zealand than the OECD average. Expenditure is also higher than common
comparator countries such as Australia and Canada, but lower than the United
Kingdom.

The state sector is the largest social services employer in New Zealand, employing almost 165 000 workers in
education and health alone (SSC, 2014).

The Commission used the Charities Register to gain an insight into the magnitude of government purchases
of social services from NFPs. While not all NFPs are charities, and some NFPs have FP activities (eg, “thrift
shops”), the Register has the best available information.

The Charities Register shows government funding for charitable social services providers was about
$3.3 billion in 2013. Data from the register for 2013 is summarised in Figure 2.5.

In addition to direct funding, government indirectly supports charities by providing donors with tax credits.
In 2010, donor tax credits amounted to $195 million. About $45 million of this was for donations to charities
providing social services.
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The Charities Register also shows that, in total, charities delivering social services get about 50% of their
income from non-government sources.'? This is a mix of service trading income, donations, grants and other
sources.

Many non-profit organisations use volunteers to provide social services. Volunteers contributed more than
one million hours a week to charities delivering social services in New Zealand.® This represents an input of
more than $760 million a year if costed at the minimum wage. The importance of volunteers to the operation
of the social services system was a common theme in submissions to the inquiry (Box 2.1).

Figure 2.5  Charity service providers, 2013

1 million volunteer
hours each week

7 300 providers, 39% get
\ some funding from
Lj government
/3 2

/

$6.6bn total income a year

Charities receive 50% of
total income from
government contracts
and grants
40% of government
funding goes to 32 large
providers

Source: Charities Register.

Box 2.1 Submissions on importance of volunteers

Volunteers are hugely important in providing social services, particularly in those areas of service
delivery that focus on building strength and resilience among families and communities. This
greater resilience has been found to play a significant role in mitigating harm, and promoting
positive outcomes among those at risk. (The Maori Reference Group for Action on Violence within
Families, sub. 120, p. 6)

The majority of social services are provided by non-government organisations (NGOs) with very
limited operating budgets. Unpaid volunteers ensure these services, many of them essential to the
welfare of communities, continue year after year. (Age Concern New Zealand, sub. 100, p. 3)

We could not do what we do without the volunteers — many of whom have been clients of Delta’s
community services and who sometimes have ongoing issues and needs of their own. (Delta
Community Support Trust, sub. 13, p. 2)

Volunteers are a bridge between service users. They are embedded within communities, they do
help out of a real interest in the area and build networks and experiences in those interest areas.
They truly represent the communities we work in, and can make valuable contributions to
understanding best ways to address need — often in a way that paid professionals may not.

2 The focus of the inquiry is social services funded by government. Social services funded by non-government sources are of interest to enable
comparisons and to provide context.

¥ Based on the most recent Annual Returns filed with the Charities Services. For most charities, this will be the 2013/14 financial year.
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Volunteering promotes participation through activities and advocacy, can lead to a more dynamic
community by enhancing [the] work of social services. (Volunteering New Zealand, sub. 86, p. 5)

Lifeline works with volunteers in many of its service offerings and this aligns with the work of Dr
Brian Mishara, University of Quebec, whose research has found that volunteers can be as effective
as paid staff, due to the empathy factor. Lifeline supports moves to engage and integrate
volunteers with paid staff to provide a holistic, empathetic service that supports service users.
(Lifeline Aotearoa, sub. DR170, p. 3)

2.4 The social services system

This inquiry often focuses on the totality of social services as a system (rather than specific services,
programmes or providers). This encourages a deeper understanding of the factors that shape the outcomes
achieved from government-funded services because it offers a whole-picture view of other important
influences on outcomes.

The promoters, funders, providers and users of social services are all parts of the broader social services
system — linked together by formal and informal rules, and by various relationships. The outcomes that
emerge from the social services system are the result of interactions between the different parts of the
system. Government has a large and important influence on these interactions, but other players may
together exert an even larger influence. Other important players in the system include family/whanau,
friends, non-government providers, philanthropic organisations, volunteers, and community-based bodies
such as churches (Figure 2.6).

For example, government support for older people living at home is only one of several possible sources of
assistance. Many older people organise and fund their own support. Family members help each other
around the home. Friends and neighbours provide support and company, “checking in” to see that
everything is okay. Community organisations and volunteers provide services not funded by government.
Although government support can be important, especially for very frail older people or people with few
family and friends, it is only part of the picture.’

Barnardos highlighted that broader networks of support often play a strong role in achieving positive client
outcomes:

It may be useful to consider the following analogy. For someone to recover from heart disease they are
likely to need highly skilled and focused attention from surgeons, dieticians, physiotherapists and
pharmacists. Without this specialist care they may well die. However in order to sustain their health they
are also going to need a partner that cooks healthier food, friends that encourage them to exercise, a
local chemist that notices when they don't come in and/or are getting the wrong medications, a GP who
is accessible and has time to listen to them, relationships (to family, whanau, church, work, marae) that
give them a sense of purpose and so on. It is not the role of the surgeon or physiotherapist to make sure
that this person has supportive relationships and a sense of purpose. However, if the system of specialist
medical intervention has no acknowledgement or support for the total picture of care that is needed
then there is a high chance that this person will receive expensive medical treatment that makes little
difference to their long term health and wellbeing.

The same analogy holds true for families that are trying to deal with complex parenting problems,
chaotic lives or issues of family violence. Seeing the whole picture matters. (sub. 12, p. 6)

Plunket also noted the importance of support networks:

We note the Commission’s draft report examines the delivery of social services separately from the
context of families’ and communities’ economic and social well-being. In our experience, when families
are well-resourced, and supported by their networks to parent effectively and to undertake paid work,
social services are less frequently required, and able to be more effective when accessed. (sub. DR169,

0. 1)

' Appendix E provides a case study on home-based support for older people.
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Figure 2.6 Government social services are one influence among many
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The history of social services in New Zealand illustrates that the line between the role of the state and the
role of these broader networks of support has changed through time (section 2.2). The line has shifted in

response to external shocks (eg, wars and depressions) and changing views of where, when and how the

state should be involved in delivering social services.

This inquiry does not try to establish the “right” balance between government support and other sources of
support.

Rather, the inquiry is concerned with identifying changes in government institutions, processes and
capabilities that would improve the outcomes from publically funded social services — including those
directly supplied by government agencies. The next section provides an overview of some of these
processes.

Social services and the machinery of government

“Machinery of government” is a metaphor for the structures and administrative processes that determine
the form, functions, management, operation and governance of government agencies.

Like most government expenditure, commissioning and funding of services take place within the context of
the machinery of government. Generally speaking, the process follows six steps.

1. The public, ministers or officials identify the need for a social service.

2. Officials advise ministers on how to address the need. Ministers consider the advice of officials and
propose a programme and budget to Cabinet.

3. Cabinet approves the proposal. If an existing appropriation covers the programme, the responsible
minister instructs their support agency to implement it. If the programme cannot be funded under an
existing appropriation, it is added to the annual Appropriations Bill.

4. Parliament authorises money for the programme (if required) and ministers allocate responsibility for its
implementation to a government agency.

5. A government agency or non-government provider delivers the service.
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6. Ideally, government agencies evaluate the outcomes of the expenditure and feed the lessons learnt back
into the process.

Every step of this process is subject to legislative and operational requirements (such as Cabinet directives
and Treasury Instructions). These institutional “rules of the game” are designed to achieve effective
democratic government through placing boundaries around the power of politicians and government
officials and by establishing strict lines of budget and political accountability. Figure 2.7 summarises the
steps after the Government identifies a social need.

Strong lines of vertical accountability are codified through legislation — including the Constitution Act 1986,
the Public Finance Act 1989, the State Sector Act 1988 and the Public Audit Act 2001. Appendix G provides a
detailed description of the processes of government in the context of social services.

Figure 2.7  Government funding and commissioning process
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The Treaty of Waitangi

The Treaty of Waitangi sets an important context for the commissioning, design and delivery of social
services and wellbeing. The Treaty is an agreement signed in 1840 between the British Crown and more than
500 Maori chiefs or rangatira and is one of New Zealand's key founding documents. Treaty partners signed
two versions of the Treaty, one in Maori and one in English, and both versions are taken into consideration
for the purposes of jurisprudence. The Treaty and its principles are widely recognised both inside and
outside government as forming the basis of the enduring relationship between Maori and the Crown.

Many inquiry participants told the Commission how important the Treaty was in the context of social services
and more broadly. In their submission Ngai Tahu stated:

Te Rananga o Ngai Tahu has an expectation that the Crown will honour Te Tiriti o Waitangi (the Treaty)
and principles upon which the Treaty is founded. (sub. 162, p. 9)

Addressing Maori grievances against the Crown has been a key part of the relationship over the last
40 years. The Treaty of Waitangi Act 1975 established the Waitangi Tribunal to inquire into claims that the
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Crown has breached the principles of the Treaty, causing prejudice to Maori (s 6(2)). The Tribunal has been
pivotal in hearing the grievances of Maori and facilitating redress for historical Treaty breaches.

Chapter 13 examines the Maori dimension to social services.

2.5 Social services — a client’s perspective

Government institutions have evolved to make government more manageable and accountable. However,
several submissions noted that to clients these institutions can seem confusing, distant, overly directive,
unhelpful and intimidating:

The current system is overly confusing. Victims, perpetrators and families often find it difficult to
navigate their way through a complex maze of disconnected services and systems each with different
policies and processes. Agencies operate as silos and invariably do not know what other agencies can
offer and hence are unable to make appropriate referrals. (The Impact Collective, sub. 130, p. 9)

The Office of the Children’s Commissioner expressed similar concerns:

A report by the Auckland City Mission on its Family 100 Project focuses on the voices of people who rely
on social services in their daily lives. Many find that dealing with support services is complicated and
confusing; humiliating when having to ask for help and retell their situation constantly; and feeling that
their time isn't valued by employees in the system. (sub. 77, p. 7)

Successive governments have been aware of the confusing nature of the system for some time. For example,
a 2003 report on the Family Start Process noted:

Community stakeholder groups found the referral criteria confusing. They considered that it
complicated assessments of families’ eligibility, and some believed that there were across-sites
inconsistencies in relation to thresholds applied to specific criteria. (MSD, 2003, p. 58)

Similarly, a report on the District Truancy Service conducted for the Ministry of Education in 2009
commented:

Truancy services have established strong community networks over the years and this allows them easy
access to information to support their students and their families. However, the roles and responsibilities
of these agencies often overlap causing confusion and administrative inefficiencies which needs to be
addressed. (MartinJenkins, 2009, p. 12)

Box 2.2 provides a case study supplied by The People’s Project that illustrates the difficulties that people
who need assistance can have when trying to engage with government institutions.™

Box 2.2 Story of Chas, 30 January 2015

The People’s Project (2015) described the experience of Chas, and his difficulties accessing the services
he needed.

Chas wandered shyly through the doors of the office late Friday afternoon, lost, and dazed. He was
a young lad, fresh-faced, with a recent black eye. He stood in the middle of the doorway, coyly
looking out and up from under a too-long fringe. In his youthful innocence he looked out-of-place
with the other Homeless in the office.

“| just came from the bakery”, he said pointing next door. “They said you might help me”. He was
soft-spoken and obviously uncomfortable talking to an adult. Chas had been at the bakery asking
for a crust of bread or anything they would be able to give him. He was hungry and exhausted. He
hadn't eaten all day. The bakery had given him a left-over from the day’s trading, and sent him to
The Peoples Project. We found him a left-over apple and chocolate in the fridge which he
devoured. He wolfed down a second milo.

> Concerns of social services providers in Hamilton about people living on the streets led to the formation of the TPP. It was a community-wide response
based on the rationale that no single organisation has the ability to solve homelessness.
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He had just come from a two hour meeting at [Work and Income New Zealand] WINZ, trying to
establish his benefit as he had no money. WINZ had done the majority of the linking, but had told
Chas he needed to go to their Youth Services office in Dinsdale. Chas had been told he needed to
be sighted by a WINZ officer there and to fill out a form that only the Dinsdale office had. Chas
had absolutely no money for a bus fare, and was ravenously hungry and dazed from his two hour
meeting at WINZ. The Dinsdale office was 5 kilometres away and he had just spent the night on
the street, where he had got into a fight. Making the trip to Dinsdale was off the radar for him. It
was just too hard.

Chas said he had been staying on the streets, as well as couch surfing between friend's places and
his half-sisters. They all had their own lives, he told us. He'd outstayed his welcome. He had been
homeless he thought since October 2014. Chas told us he had aged-out of CYF's care on the day
that he turned 17. Going back to his mother’s place was out of the question. Going to his father's
was also not an option at present, for safety reasons. Chas said he had been in CYF's care from the
age of three. Going back to stay with any of his foster care-givers was also not an option for him,
he told us.

Initially, the Project team wondered how we would be able to help someone as young as Chas.
The team did not think the Night Shelter would be appropriate for someone so young. There was
a hardened crew at the Shelter and Chas was vulnerable. He was barely old enough to sign the
TPP consent form.

The Project team completed the necessary WINZ agency linking with Chas and took it down to
WINZ. We asked WINZ why the necessary forms couldn’t have been sent through from Youth
Services Dinsdale office to where Chas was. They told us it was protocol. We also let WINZ know
that Chas had absolutely no money to get him on a bus to Dinsdale. It was late Friday afternoon
and Chas had given up. In Chas’s mind, he wasn’t going to get any money from WINZ that Friday.
It was all too hard. Mentally, he had been preparing himself for a weekend at large, sleeping rough
on the streets. He was concerned the people who had hit him would be waiting for him. He had no
money, no belongings and nowhere to go.

The Project team then rang local Non-Government youth service providers, Real. Within

15 minutes, two of the Real team arrived and spoke to Chas. He was taken immediately to
Dinsdale WINZ where he completed the necessary paperwork and received access to emergency
funds in time before WINZ closed for the week.

The Real team found Chas safe temporary accommodation for the weekend. The following week,
they helped Chas make connection with more permanent lodgings. Chas was then enrolled in a
Mechanics course with a local non-government provider. He is now housed, receiving education
and on-going support from the Real team.

m From a client’s perspective, government processes for delivering social services can

seem confusing, fragmented, overly directive and unhelpful.

2.6 Government procurement of social services

Typically, government agencies use competitive tendering processes to select service providers. Unlike
tenders for private services, potential providers of social services usually do not compete on price. Rather,
agencies select the provider on the basis of the provider’s knowledge and capability and their relationship
with the targeted client group. Typically agencies either:

» allocate a proportion of the expected demand for services to a provider (eg, by contracting for a specific
number of hours of counselling services); or

» select an organisation as the sole service provider for the duration of the contract.

In both cases, providers compete for contracts, and their service volume or market share is fixed for the
duration of the contract. Such arrangements are termed “competition 7orthe market”. This approach
contrasts with “competition /n the market” where providers compete alongside each other to attract clients.
Chapter 6 and Appendix F discuss the differences between these two types of competition.
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Social services have distinctive features that mean the “theoretical (market) model is a poor description of
the social services market in New Zealand” (New Zealand Treasury, 2013, p. 12). The features arise to varying
degrees in any given social service, so any analysis of how best to provide a particular social service will
ultimately depend on its particular characteristics. Distinctive features observed by the Commission include:

The limited use of price signals: Unlike private markets where consumers make decisions based on price,
quality and other characteristics of the service, the users of social services rarely pay the full cost of the
services they use, and often pay nothing. Rather, government purchases services on their behalf and
providers compete for contracts to provide services.

The Government has market power: For many services, the Government is the sole buyer and therefore
wields significant influence over the services supplied, the quality of these services and the price that
providers receive. It is government (rather than markets) that attempt to match the services provided
with the needs of clients.

Merit goods and equity of access. Merit goods are things that people should be able to receive aside
from their ability or willingness to pay, and should be available on the basis of their need. This means
that equity of access is an important consideration in delivering social services.

Spillover effects: Social services often create socia/benefits beyond those experienced by the recipient
of the service.' For example, excessive alcohol consumption not only imposes “costs” on a person’s
health; it can also impose significant cost on that person’s family, loved ones, employers, and others. So
a service that helps a person get their drinking under control not only benefits that person, but also all
the people adversely affected by that person’s drinking.

Many providers are driven by a commitment to a mission rather than financial gain: While there are some
FP providers, a sense of civic duty and commitment to a mission motivates many non-government
providers. Motivations are important because they influence how providers react to incentives and how
they behave when the Government cannot observe their actions.

The Salvation Army made the distinction between organisations that have a duty of care and those that have
an ethic of care:

Under the duty of care sentiment ‘I care because | have a professional and perhaps legal duty to have
regard for the wellbeing of the person | am servicing’. Under the ethic of care sentiment 'l care because
| have empathy for the person | am serving and | am philosophically motivated to do the best | can for
them’. This difference, the Army believes can make a significant qualitative difference to the outcomes
achieved through the provision of social services and other social interventions. (sub. DR214, p. 24)

Social Service Providers Aotearoa (SSPA) also commented on the motivation of workers:

[OJutcomes for the people they work with constitute the usual motivational imperative for workers in the
NGO sector; therefore it is important to maintain a perspective on market models of social service
provision that are about incentivising efficiency in the sector. (sub. DR235, p. 9)

2.7 The system has several strengths but many weaknesses

The sheer size and complexity of the social services system make generalisation difficult. What may be true
for one part of the system may not be true for another (or may be less true). Even so, the Commission’s
broad observations are that the social services system has a number of strengths and weaknesses. The
strengths include:

the system delivers quality services to millions of New Zealanders — contributing to New Zealand's
above-average ranking on the OECD's Better Life Index in areas such as health status, personal security,
housing and subjective measures of wellbeing (OECD, 2015);

government agencies are willing to launch trials and experiments (Chapter 3);

' In other words, they create positive or negative externalities. Note that social benefits (costs) include private benefits (costs).
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social services workers, including a significant number of volunteers, are highly committed to improving
the lives of clients;

pockets of successful innovation exist in several areas, such as the use of data management and analytics
(Chapter 8); and

governments have committed, and continue to commit, strongly to improving public services (see Box
2.3).

The Commission has also identified a number of weaknesses in the social services system. The following
sections outline the Commission’s observations of system weaknesses.

Box 2.3 Better Public Services

The Better Public Services Advisory Group report in November 2011 recommended reforms to increase
collaboration and strengthen leadership across the public sector, and to focus the attention of
ministers and chief executives on a limited number of priority outcomes (Better Public Services Advisory
Group, 2011). It also recommended the increased use of administrative data and analytics to shape an
investment approach to public spending. The Government has broadly adopted this reform direction
with a set of legislative and organisational changes, and increased investment in data linking and
analytic capability.

As part of Better Public Services, the Government committed to 10 resu/t areas that are priorities for
driving improvement across the five years to 2017. For each of these result areas the Government has
set itself specific, measurable, dated targets. These result areas are aspirational, requiring government
agencies and providers to work together to achieve better outcomes. The Better Public Services result
areas relevant to social services are to:

reduce long-term welfare dependence;

increase participation in early childhood education;

increase infant immunisation and reduce rheumatic fever;

reduce assaults on children;

increase the proportion of 18 year olds with NCEA Level 2;

increase the proportion of 25 to 34 year olds with NZQF Level 4 or above;
reduce the rates of total crime, violent crime and youth crime;

reduce re-offending; and

ensure New Zealanders can complete their transactions with government easily in a digital
environment.

Source:  SSC, 2015.

The system struggles to cater for multiple and inter-dependent needs

Clients access the social services system in different ways and for different reasons. For some, their main
interaction with the system is through their local school or childcare centre. On occasions, they may need to
visit their local general practitioner or perhaps a hospital if the issue is more serious. For these people,
coordinating services to meet their needs is relatively straightforward, and in many cases they prefer to
coordinate their own interactions with the social services system.

Figure 2.8 segments service users according to the complexity of their needs and their capacity to extract
the services they need from the system. The client described in the previous paragraph would fall into
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quadrant B. While New Zealand's social services system has considerable room to improve, it caters for
these clients reasonably well.

Figure 2.8  Characteristics of people interacting with the social services system
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However, many clients have multiple, complex and inter-dependent needs. For these clients, addressing one
need in isolation can make little difference to the person’s situation, as the remaining needs cause the
problem to re-occur. For example, consider a person who is unemployed and has a drug addiction. Finding
the person employment without addressing their addiction is likely to make their employment unsustainable.
Similarly, addressing their addiction without helping them find employment may make them susceptible to

relapse.

Some people with complex and inter-dependent needs have the capacity to coordinate the services they
require (quadrant C) while others require a higher level of assistance (quadrant D). Some people in the
system will generally be in quadrant B but on occasions need help to make the best choice, such as when a
GP refers them to a specialist (quadrant A).

An efficient and effective system must cater for all types of clients. Yet existing service arrangements are not
well suited to deal with the complex and inter-dependent problems encountered by many of New Zealand's
most disadvantaged individuals and families. During engagement meetings, the Commission heard time
and time again of the system failing to provide effective help to clients with multiple, complex needs —
particularly those in quadrant D. Many submissions echoed this.
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Clients differ according to the complexity of their needs and their capacity to access the
services they require from the social services system. The Commission has found it
useful to notionally place clients into four groups:

People with relatively straightforward needs who require assistance to access
services (quadrant A).

People with relatively straightforward needs who have the capacity to access
services for themselves (quadrant B).

People with complex needs who have the capacity to access services for themselves
(quadrant C).

People with complex needs who require assistance to access services (quadrant D).

The Salvation Army noted that contracts do not cater well for complex needs:

We recommend that a new contracting environment or approach is needed wherein providers and
funders can work closely together during the different phases of the contracting process to ensure that
the complex needs of those receiving social supports is accurately reflected in the design of the
contracts. This new approach might also ensure that the actual service provision is more in line with the
required deliverables from agencies, and also create more room for innovative responses to key social
needs by the service providers. (sub. 104, p. 23)

Pharmacy Guild of New Zealand noted cases where the system is inadvertently restricting access to required
services:

Community pharmacy has experience with a DHB contract that in some areas has been so specific as to
restrict those patients with complex needs access to a higher level [of] pharmacy care. While
understanding the need to define the service, this needs to be done in such a way as to not accidentally
exclude patients who would benefit from the increased level of care, especially those considered as
vulnerable with complex needs. (sub. 11, p. 6)

Barnardos observed that the system is not working well for children in socially deprived areas:

For families there is often significant choice around where, when, how and the cost of early childhood
education for their children. However, Barnardos is concerned that in areas of significant social
deprivation and for children or families with high and complex needs, the system does not work as well.
(sub. 12, p. 13)

Relationships Aotearoa commented that the system fails to take a holistic approach to individual needs:

Specialised funding streams do not recognise the holistic nature of the issues that families with complex
needs face. The current process is not operationally efficient. Furthermore it tends not to be a client
centred approach but a funder centred approach. This is not the best way to support client outcomes.
(sub. 56, p. 8)

CCS Disability Action highlighted that many people with high and complex needs do not access the services
they are eligible for:

According to these Ministry estimates, around 49 per cent of people with high and complex needs and
their family/whanau do not access government support, despite being eligible and having significant
needs. (sub. 65, p. 11)

There are huge potential benefits from improving the lives of people in quadrant D — both for the individual
and for society. Recent analysis for the Social Sector Board examined the social services system’s 10 000
"highest-cost clients” using data from Work and Income, MoH, Corrections; Housing New Zealand and
Child, Youth and Family (pers. comm., 7 August 2015). Based on past and current patterns, the analysis
generated the following projections:

in total, government will spend $6.5 billion on the “top 10 000" over their lifetime;
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at least $500 000 will be spent on each of the top 10 000 clients;

there are over 900 clients that will cost the system $1 million over their lifetimes;

the largest component of per client spending will fall on Health, Corrections, and Work and Income; and
mental illness, addiction and disability are over-represented in the 10 000.

New Zealand also suffers high rates of domestic and sexual violence; children in need of protective care;
inequality in achievement within and across schools; re-imprisonment; and damp, inadequate housing (Box
2.4). These are complex issues that often defy the simple solutions put forward by the current system.

Box 2.4 Some negative social indicators highlighted in recent reports

The Salvation Army (Johnson, 2015) reported that:
17% of New Zealand children lived in benefit-dependent households in 2014.
There were 19 623 substantiated cases of child abuse or neglect in 2014.

There is a 25.5% gap between students from deciles 1-3 and 8-10 schools leaving school with
NCEA Level 2 or better (in 2013).

36.8% released prisoners are re-imprisoned within 24 months of their release
New Zealand Family Violence Clearing House (2015) reported:

In 2014, there were 101 981 family violence investigations by NZ Police. There were 62 923 family
violence investigations where at least one child aged 0-16 years was linked to these
investigations...

29% of New Zealand women and 9% of men report having experienced sexual assault in their
lifetime. 73% of these assaults against women and 54% of these assaults against men were
perpetrated by a partner, ex-partner or other family member. (p. 1)

Statistics New Zealand (2015) noted that 6.2% of the population consider their house or flat has a major
problem with dampness or mould.

The social services system struggles to effectively deal with multiple and inter-
dependent problems encountered by the most disadvantaged New Zealanders
(quadrant D). Improving services for this group offers the biggest opportunity for gains.

Little visibility around what works and what does not

Government agencies often have little visibility of the services and interventions that work well and those
that do not. Such knowledge gaps make it difficult to assess the performance of both individual services, and
of the system as a whole. Further, the absence of such information makes it unlikely that resources are being
allocated to their highest-value use.

Inquiry participants generally agreed that there are large gaps in knowledge at a system level.

Social Sector Trial leads noted that knowledge is patchy throughout the system:

The social services system is vast and there is currently no comprehensive knowledge base [in] which
learning is kept. Agencies all have knowledge and learnings as do learning institutions and service
providers but this knowledge is often vested in units and people in fragmented ways and is not
consistently applied or shared ... Information gathering varies in reliability and interpretation. In some
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cases information gathered is comprehensive and can be strongly relied on however this is not the case
across the entire sector. (sub. 126, p. 24)

The Methodist Mission noted the link between reliable data and improving the productivity of the social
services sector:

One of the long-standing barriers to improved productivity in the social services sector has been the
lack of a reliable method for generating data on client engagement and progress ... This coupled with
the fractured nature of the sector, resistance to anything other than narrative accounts, and the relatively
low-skilled nature of the sector's management and governance; has generally meant that it has not been
possible to identify what works, and even then, why it works. (sub. 4, p. 12)

Restorative Justice Aotearoa highlighted the link between high staff turnover and the level of knowledge
within government agencies:

Government agencies are also notorious for their staff turnover rates. This means that agencies do not
always have the expertise or knowledge required to develop services in a coherent or consistent way.
(sub. 28, p. 5)

Wesley Community Action noted that it is not only government agencies that have limited information on
performance:

Social Services, by their nature, are relational services. Every service will be convinced they are providing
the right service to the right people, but there is very little proof and no local research to support this.
(sub. 6, p. 2)

Superu highlighted the presence of barriers to using evaluations to improve system performance:

Although social service programmes are often subject to some form of evaluation, there are a number of
barriers which limit the ability of evaluations to improve the efficiency and effectiveness of the social
services system ... There are examples of evaluations in the social sector which are well planned and
robust. Some features of these evaluations include a system-wide approach (looking at cross-sector
issues and describing impacts which may be the result of multiple programmes), a long-term focus
(measuring outcomes), using robust measurement (for example, using randomised control trials or a
comparison group, or at least measuring change over time), and a client or family centric approach
(putting the voice of the client at the heart of the evaluation findings, rather than evaluating the funder-
provider process). (sub. 82, pp. 4-5)

m The social services system often fails to create and share information about which
services and interventions work well and those that do not. Overcoming this deficiency
in the system is important for achieving better social outcomes from expenditure on
social services.

Social services are poorly coordinated

Government agencies delivering social services are often poorly coordinated. A study by the Auckland City
Mission (2014) highlights instances of people in need having to “tell and re-tell their stories of despair to
many different agents to ‘prove’ they were poor, truly desperate and deserving of help” (p. 18). This process
can be very disempowering for those in need. The study also observed:

Most agencies specialised in one or two areas of service provision only, necessitating clients to access
multiple avenues for assistance. It was common in the stories that [agencies] referred [clients] to other
services, for instance, WINZ and food banks referred [clients] to budgeters so that clients could get help
with money management and juggling of debt. (p. 18)

The need for better coordination was a recurring theme in submissions. For example, Stand Children's
Services TG Maia Whanau noted:

There are many opportunities for better coordination, alignment, and collaboration but real service
integration across and within sectors and services to ensure that the children and families we work with
experience a seamless transition of supports during their engagement with social services requires a
systems level approach to service integration. (sub. 127, p. 4)
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Restorative Justice Aotearoa also noted the need to improve coordination between government agencies:

RJA has a strong interest in a number of cross-sector initiatives as restorative justice practices can be
applied in so many different contexts and complement many other social services. We consider that
greater attention could be given to better coordination of these services and collaboration between
government agencies and between providers. (sub. 28, p. 5)

The value of good coordination between government agencies is widely acknowledged by government
agencies.

Better alignment and coordination of services would improve client outcomes.

Services are often not tailored to the needs of clients

Clients are individuals and often respond differently to the same intervention or service. What may work well
for one person may be inappropriate or ineffective for another. Further, clients have many different
combinations of needs. This means that the system must supply many different combinations of services.

Yet the social services system tends to bundle clients into homogeneous groups — older New Zealanders,
people with disabilities, people facing domestic violence, people with drug problems, and so on. As such,
services do not tailor to the individual needs of clients. One symptom of this is the under-use of services.
That is, even when people are aware of a service and eligible for it, they choose not to use the service
because it does not meet their needs. The Commission has heard this is a particular problem in the area of
respite services for family carers:

Although support hours may be allocated by the [Needs Assessment and Service Coordination service]
NASC (carer support, agency support or individualised funding hours) it is not straightforward to translate
that allocation into actual useful support. In practice, it can look as if a person/family/whanau is well
supported because they've been allocated support hours, but they may not be able to use that time at all.
The carer support scheme is particularly troublesome. (Angela Hart, pers. comm., 27 May 2015)

Several submissions noted the need for the system to allow the tailoring of services where this would lead to
better outcomes. For example, Wesley Community Action noted:

Recognising that some services need to be provided centrally (Child Protection, Health, Housing) there
should be room for additional flexibility at a community and client level to tailor services to meet
individual needs. (sub. 6, p. 2)

Similarly, the Impact Collective also noted:

Individuals within government departments and NGO agencies hold different understandings about the
‘problem’ and different ideas about the appropriate responses. Consequently policy, planning, funding
and service delivery have become increasingly generalised and less specifically tailored to those
experiencing violence. (sub. 130, p. 3)

The system hampers innovation

Innovation involves finding improvements in the way goods and services are produced, or producing new
goods and services that better meet client needs. Innovation in social services can take many forms
including:

finding new and more-effective approaches to addressing complex social problems;
re-designing services to achieve results more efficiently and cost-effectively;

re-designing organisational processes to lower duplication and waste within the system — and so reduce
costs to both providers and clients;

identifying and providing services for new groups of clients; and
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commissioning services in a way that makes better use of information about what works, for whom, and
how much alternative approaches cost.

Innovation is important for improving the effectiveness of social services over time and for offsetting
increases in the cost of delivering services. Yet for innovation to flourish certain conditions are needed.
These conditions include:

freedom to try new things out;

the ability to raise funds to cover the costs of innovation;

the ability to bear the risk that the innovation will be unsuccessful; and
the prospect of reward for successful innovation.

Rewards for innovation could include satisfaction that client outcomes have improved as the result of the
innovation, or, in a business context, increased market share and higher profits.

At least two of the conditions for innovation are often not met within New Zealand's social services system.
For example, providers often lack the freedom to try new approaches and they often struggle to find funds
to cover the cost of innovation. Chapter 4 and Chapter 7 explore the reasons for this.

Despite these barriers, there are many examples of innovative approaches to the design and delivery of
social services in New Zealand (Chapters 3 and 7). Yet a single provider innovating in isolation has a limited
impact on the overall effectiveness of the social services system. Unlike regular markets, where innovation
spreads through successful innovators gaining market share or through imitation by other businesses,
innovation in the social services system predominantly spreads through funders identifying promising
innovations (possibly from overseas) and contracting providers to follow the new approach.

This centralised approach to spreading innovation has severe limitations. First, as discussed, the social
services system fails to create and share information about which services and interventions work well and
which do not. Second, funding agencies are cautious about trying out new approaches because of political
risks and the need to manage costs (Chapter 4). Third, once funders prescribe a new approach in contracts,
providers again have little room to continue to innovate.

The Commission has no direct measures of innovation across or within the social services, as most providers
are not in scope for Statistics New Zealand's Business Operations Survey. OECD (2014) surveys evidence
across industry sectors in OECD countries and concludes that, compared to other sectors, public
administration and educational and health services have lagged in adopting data-driven innovation.

Schiff et al. (2015) show that across seven industry sectors New Zealand lags other OECD countries in value
added from data-driven innovation. Schiff et al. (2015) estimated that, in 2014, data-driven innovation
generated $2.4 billion of value-added in the New Zealand economy. Of this, $260 million was attributable to
health, education and social services industries. The proportion of gross value-added attributable to data-
driven innovation in these industries was substantially below the proportion for some other service industries
(eg, finance and insurance; and transport and logistics) and lower than across the whole economy.

In recent decades, information and communications technology (ICT) has been a key source of productivity
growth in many service industries. ICT has enabled new business models. The new models have led to
disruptive change in the way that industries are organised. Change often involves smaller firms disappearing,
and successful firms taking advantage of the economies of scale and scope offered by ICT (NZPC, 2014a).
Social services organisations have not, in general, used ICT to effect the sort of disruptive re-organisation
observable in some other service industries (Mansell, 2015). One possible reason is that the way that the
social services system is organised makes it difficult for organisations to take advantage of the economies of
scale and scope offered by ICT. Chapter 8 considers this issue further.
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Government processes have high transaction costs

Transaction costs are an inevitable part of any tendering and contracting process. Parties must complete
documentation, negotiate contracts and monitor performance. These processes have several aims. They aim
to select the best provider for the job. They aim to establish the terms of services provision. And they aim to
allocate public funds in a transparent and accountable manner.

These aims are important, yet current approaches for achieving them are inefficient and impose higher costs
than necessary on both government agencies and providers. For example:

there is a high incidence of short-term contracts (Figure 2.9);

short-term contracts are often “renegotiated” year after year, with little change to the underlying
contract;

providers with more than one contract are audited multiple times by different government agencies;

regular changes in contract managers mean providers have to bring new managers “up to speed” with
the contract and forge new relationships; and

performance-reporting regimes meet accountability requirements, yet provide little feedback to
providers about how they can improve performance.

For providers, government processes can be a significant drain on resources.

Figure 2.9 shows data on the length of Ministry of Social Development (MSD) contracts for services in
2014/15. Little contracted expenditure is on contracts longer than 3.5 years, and 46% is on contracts of less
than 2.5 years.

Figure 2.9  Percentage of MSD contracted-out expenditure by contract duration, 2014/15
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Figure 2.10 shows data supplied by an urban provider with more than 30 contracts, attached to 27 different
programmes and 12 separate funders (9 of them government). The provider estimated that 20-25% of staff
time is spent on contract management and reporting. This situation is not unusual. A small, rural health
provider also highlighted this problem: “[we hold] over 80 Government contracts, each on the whole
defining a narrow, mostly inflexible range of service outputs and often detailed but inconsistent, reporting
requirements” (Hokianga Health Enterprise Trust, sub. 44, p. 2).
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Figure 2.10 Example: single provider — many funders, programmes and contracts
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It was clear from submissions that the administrative burden on providers is a source of frustration. For
example, the Wise Group noted:

Onerous paperwork and systems that don't talk to each other. Providers having to use vital funding for

endless bureaucracy. There is waste with multiple audits all auditing the same area. (sub. 41, p. 5)

The Otago Youth Wellness Trust expressed similar views:

The constant demand placed on organisations to compete for every $ of funding, whether from
government or the community, is a waste of precious resource and energy. Indeed the cost of

processing and administering some of the many contestable service grants must at times exceed the
amount of funding being distributed. This is particularly frustrating when much of the information being

sought is repetitive and already on record. (sub. 73, p. 10)
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New Zealand Disability Support Network noted:

...providers do not want to incur high costs in working through the contracting process, as that
effectively uses money that would otherwise be devoted to providing support. It follows that a focus on
minimising transaction costs is essential for an efficacious contracting regime. (sub. 47, p. 9)

Opportunities exist to reduce the transaction costs of contracting out social services.
From a provider's perspective, onerous government processes are wasteful in that they
draw resources away from providing services.

Missed opportunities for prevention and effective early intervention

Preventing social problems, or intervening early when they do arise, can significantly improve outcomes for
individuals and the return on government expenditure. Evidence strongly suggests this. Yet, with some
exceptions, the social services system focuses predominately on “fixing” problems once they appear, rather
than preventing them in the first place. Inquiry participants referred to this as the “ambulance at the bottom
of the cliff” approach to service delivery. SSPA elaborated on this metaphor:

At SSPA we use the metaphor of the ambulance at the bottom of a cliff (e.g. statutory services such as
CYF), the fence at the top (preventative services such as Children’s Teams) and another fence further
back which acts like the safety net to reduce pressure at the cliff-edge fence (early intervention services
such as Whanau Ora)... Examples of services behind this last fence are those specialist counselling
services, parenting programmes, holistic family services, domestic violence prevention services and so
on that are anchored in strong community relationships. Without the safety net, many more client
families will present at the cliff-edge and many more will fall over the cliff-side. (sub. DR235, p. 3)

Early intervention can mean different things in different contexts. For example, in some instances early
intervention could mean mobilising family/whanau, friends and/or the broader community to help a person
heading down a self-destructive path. In other instances, it may involve formal interventions by a government
agency or a provider funded by government.

Whether early intervention is best achieved through a structured government programme or through natural
support networks will depend on the situation. The key point is that New Zealand's current social services
system undervalues the importance of early intervention — no matter who provides it.

Examples of early intervention and provision do exist. For instances, MSD’s Investment Approach has
identified that people who enter the income support system at an early age have the highest risk of long-
term dependence on welfare benefits. As a result, MSD has launched the Youth Service to address the skill
needs of teenagers not in employment, education or training (Chapter 3; Appendix B). The ACC spent $34
million on injury prevention in 2013/14 and, when accidents do happen, it intervenes quickly to improve
longer-term outcomes (Box 9.7 and Box 9.8). Immunisation programmes are another example of early
intervention to reduce the long-term burden of disease.

An obvious place for early intervention is supporting the early childhood development of children at high
risk of poor life outcomes. Heckman (2009) used evidence from a range of sources to show that early
intervention in the lives of disadvantaged children produces much higher returns on investments than
waiting until problems emerge later in childhood or adolescence:

If society intervenes early enough, it can improve cognitive and socio-emotional abilities, and the health
of disadvantaged children ... Early interventions promote schooling, reduce crime, foster workforce
productivity, and reduce teenage pregnancy ... The longer society waits to intervene in the life cycle of
a disadvantaged child, the more costly it is to remediate disadvantage. (p. 50)

The Parliamentary Health Select Committee echoed these views in its inquiry into improving child health
outcomes and preventing child abuse:

The evidence is very strong; the first few years of life from pre-conception are fundamentally important
for a broad range of child health outcomes, and for the achievements of children as adolescents and
adults. The greatest gains and cost savings will come from effective evidence-based early intervention.
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Currently most New Zealand children enjoy good health, but there are significant and alarming
differences in different parts of the country, which urgently need to be addressed. (Health Committee,
2013, p. 6)

The characteristics of effective interventions for young disadvantaged children have been known for
decades. Heckman (2009) highlighted the importance of home visits and non-cognitive skills:

Programs with home visits affect the lives of the parents and create a permanent change in the home
environment that supports the child after centre-based interventions end. Programs that build character
and motivation that do not focus exclusively on cognition appear to be the most effective. (p. 55)

Evidence suggests that programmes need to start early in a person’s life, be intensive, involve parents, and
focus on social skills, attitude and motivation as well as cognitive (learning) skills. Programmes must also be
of sufficient duration to be effective. Such programmes can be complex and difficult to implement. Providers
need to make sure they implement evidence-based programmes in ways consistent with proven designs.
Roughly following a particular programme design is not sufficient to assure success.

Special effort is required to involve more disadvantaged families targeted by programmes. Early and
ongoing evaluation of early intervention programmes is essential to provide assurance that they are working
as intended (Robertson, 2014).

Moves to adopt these kinds of evidence-based programmes early in a child’s life have been slow in
New Zealand and elsewhere. A report to the British Government in 2011 highlighted the same problem:

In spite of its merits, which have achieved increasing recognition by national and local government and
the voluntary sector, the provision of successful evidence-based Early Intervention programmes remains
persistently patchy and dogged by institutional and financial obstacles. (Allen, 2011, p. ix)

One successful regional programme in New Zealand is Early Start (Robertson, 2014). This programme is an
evidence-based, long-term and intensive home-visiting service aimed at supporting about 250 vulnerable
Christchurch families who are caring for children under the age of five.

Family Start is the largest New Zealand home-visiting programme targeted at disadvantaged families with
pre-school children. Yearly funding for Family Start and Early Start together amounts to more than

$30 million. Family Start commenced in 1998 and currently serves about 5 000 children and their families in
32 locations, selected because they have moderate-to-high levels of deprivation. The programme has the
required intensity and duration potentially to improve outcomes for vulnerable children. Yet, to date no
study has been of a design able to demonstrate “conclusively” that participation in the programme
produces benefits (Robertson, 2014).

A review by Cribb (2009) found that one in four families referred to Family Start chose not to take up the
service. A further 17% of families were lost from the service within the first year. Cribb concluded that if
programme fidelity could be improved and effectiveness established, both Family Start and Early Start
should be expanded so as to reach a greater number of disadvantaged families.

MSD has since worked on these issues and is currently evaluating Family Start (using quasi-experimental
models) in partnership with researchers from the University of Auckland, Auckland University of Technology
and George Washington University. At the time of writing, peer-reviewed results from the evaluation are not
publically available. MSD is due to release them in October 2015. The results will demonstrate what effect
Family Start is having on children’s outcomes and provide evidence on the case for further expansion of this
type of early intervention programme.

Estimates of the size of the target group of vulnerable children that could benefit from intensive home-
visiting programmes in early childhood range from 5% to 13% of the population, or between 15 000 and
39 000 children under the age of five (MSD, 2004; Fergusson, Horwood & Ridder, 2005). Given Family Start
currently serves about 5 000 children in 5 000 families (Robertson, 2014), there appears to be significant
scope to improve life outcomes by expanding interventions in early-childhood development.

New Zealand has adopted other evidence-based parenting and educational programmes, such as Incredible
Years and Triple P. These programmes tend to work better with older children who are starting to exhibit
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behavioural problems (Robertson, 2014). Adoption is patchy and home-visiting programmes are not
necessarily included in the programmes.

Opportunities exist to improve outcomes for individuals and achieve a higher impact
from government expenditure through early intervention.

A large stock of programmes face little review

Little is known about the efficiency and effectiveness of government spending on social services. As a
consequence, little transparency exists around the relative social gains from public investment in different
types of social services.

The Commission has observed that a large stock of existing social services continues to be funded and run in
much the same way as in past decades, with little evaluation of their impact or cost-effectiveness. Further,
budget processes typically place strong emphasis on the flow of new initiatives, focusing the attention of
Ministers and officials on marginal expenditure that has had little effect on the existing stock or lasting
impact on the performance of the system. Limited evaluations of new initiatives mean that the lessons learnt
do not feed back into the system — contributing to a “funding inertia” in regard to the large stock of
programmes.

The number of agencies and different domains in social services make it difficult to get clear figures on the
size of the stock of social services. A stocktake of programmes aimed at children identified 162 different
services and programmes across seven government agencies in 2012/13."7

Each year further initiatives are added to the existing stock. Figure 2.11 illustrates the flow of new initiatives
over the past 10 years. Some of these “new” initiatives are expansions of existing programmes. To the
Commission’s knowledge, all of these initiatives are still running. Some of them may be excellent, highly
effective programmes. But, as a general rule, the system fails to identify the effective or the ineffective. The
Waimakariri District Council noted the perverse incentives that are created when government agencies
become overly focused on funding “new ideas”:

A more deliberate approach to establishing initiatives that show promise would appear to be a good
way of achieving incremental improvements in the effectiveness of social services, without stifling
innovation. ... In this context, at least one of the Waimakariri District’s providers that relies extensively
on funding from organisations, such as the Community Trust, commented that they found the
preoccupation of the funder with providing grants for new services frustrating. In response they spent a
considerable amount of time developing applications that presented services that they were already
providing and were valued by the community as something new. (sub. DR240, p. 3)

"7 Unpublished working data, Social Sector Forum, June 2014.
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Figure 2.11

The flow of new initiatives: Selected examples
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Ministers and officials tend to focus on the flow of new social services initiatives, giving

relatively little attention to management of the large stock of programmes that account
for the majority of expenditure. There are likely to be significant gains from more active
management of the stock of social services programmes.
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2.8 Many reviews, few lasting solutions

The weaknesses identified by the Commission are not new. Many have been noted for decades and remain
despite attempts to address them. Numerous government reviews over the past 20 years have identified
remarkably consistent lists of issues, and proposed similarly consistent solutions (Table 2.1).

While these reviews have generally succeeded in highlighting problems, the fact the problems persist today
illustrates the limited success of these reviews in bringing about system change. Chapter 4 provides a
discussion of why success has been limited.

Table 2.1 Issues identified by selected reviews of social services

Year Report or strategy Issues identified

High Lack of Lack of Contracting Performance

transaction coordination focuson capability for, or

costs outcomes needs relationship
improving  with, Maori

1988 PUao-te-ata-tG: The report of the
ministerial advisory committee on v v
a Maori perspective for the
Department of Social Welfare

1997 Strengthening families

1998  Government funding of voluntary
services in New Zealand; the v v v
contracting issues

2001 Review of the Centre

2007 Supporting a sustainable social
services sector 7 7 7

2008  Good Intentions: an assessment of
the statement of government
intentions for an improved v v v v
community-government
relationship

2010  Report of the Taskforce on
Whanau-Centred Initiatives v v v v

2011 Better Public Services Advisory
Group report v v v v

Source: Ministerial Advisory Committee on a Maori Perspective for the Department of Social Welfare, 1988; Department of Social
Welfare, 1997; McKinlay Douglas, 1998; Advisory Group on the Review of the Centre, 2001; Office of the Minister for Social
Development and Employment, 2007; Association of Non-Governmental Organisations, 2008; Taskforce on Whanau-Centred Initiatives,
2010; Better Public Services Advisory Group, 2011.
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Over the past 20 years, numerous reports into the social services system have
highlighted a consistent set of problems and proposed a set of similar solutions. Many
of these reports have focused on symptoms of system weaknesses rather than the
underlying cause of the weaknesses. Lasting improvement can only come from
identifying and tackling these causes.

2.9 Pressures on the system

Addressing system weaknesses is crucial in view of current and forecast pressures on social services. These
include population ageing, increasing demand for services, rising expectations and the rising costs of
delivering services.

New Zealand is not the only country facing these challenges. Governments around the world are grappling
with finding ways to improve the outcomes from their large expenditures on social services. And agencies
can learn much from the innovative approaches to social services applied in New Zealand and elsewhere
(Chapter 3).

Demand-side pressures on the system

The social services system faces demand-side pressures, including those noted below.

An ageing population

The ageing population of New Zealand is the most commonly cited demand-side challenge. Most people
experience a decline in health and ability as they age. Older people commonly have more than one long-
term health condition, and a person with multiple long-term conditions is more likely to experience physical
impairment (MoH, 2014a). A further issue is that family carers will themselves require care as they age, yet
there will be fewer younger people to care for them.

Unevenness in outcomes and access across the population

Needs for social services fall unevenly across the population. For example, MSD (2014a) has noted that
Maori make up 50% of children in the custody of its chief executive, 60% of young people in a youth justice
residence, 46% of sole-parent-support recipients and 34% of job-seeker-support recipients. Similarly, the
MoH (2014a) noted that about 35% of adults living in the most deprived areas experienced one or more
types of unmet need in 2012/13, compared with 23% in the least deprived areas. MoH also highlighted that
people living in “high-deprivation areas are twice as likely to report cost as a reason for not visiting a GP or
after-hours clinic, and are more likely to report cost as a reason for not collecting a prescription” (p. 7).

Varying regional trajectories

The demand for social services is also geographically uneven. Some regions have experienced
depopulation, while other areas — notably Auckland — have experienced rapid growth as a result of national
and international migration. Superu noted the changes that the varying regional trajectories create for the
social services system:

New Zealand is displaying increasingly uneven patterns of ageing, leading to smaller and older
provincial towns, while at the same time Auckland has a concentration of young and middle age people
who are highly diverse in terms of ethnicity, language and country-of-birth (for example, 39% of
Auckland’s population are born outside of New Zealand). These changes have wide ranging implications
for social service provision (including sustainable access to services and affordable housing, and
responsiveness to diversity). How institutions respond to population change and increasing diversity is a
widely recognised research priority among New Zealand academics. (Superu, sub. DR182, pp. 3-4)

Increasing number of people with multiple and inter-dependent needs

The social services system struggles to cater for people with multiple and inter-dependent needs (Section
2.7). Evidence shows that the number of people in New Zealand with these needs is increasing. For example,
the number of people diagnosed with psychological distress, addiction issues, and multiple health problems
has increased:
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[Tlhe 2014 Health Survey has a significantly higher proportion of respondents who say they have been
diagnosed with mood or anxiety disorders compared with previous surveys (18.4% in 2014 compared
with 12.7% in 2006) (Annual Update of Key Results 2013/14: New Zealand Health Survey). This is mirrored
in statistics from the Ministry of Health which show a long term trend of increasing access to specialist
mental health and addiction services since the turn of the century (Office of the Director of Mental
Health Annual Report, 2013, Ministry of Health)... (Superu, sub. DR182, p. 4)

Increasing expectations of service quality and availability

Public expectations change through time in response to changes in technology, availability of information
and social trends. As technological progress makes other aspects of people’s lives easier, the public will look
to government processes and services to keep pace. One example is the ability to interface with government
services through the use of mobile devices such as smart phones and tablets. Increasing access to
information can also raise public expectations about the delivery of treatments and services beyond what is
currently available in New Zealand (MoH, 2014a). Similarly, governments need to manage, and where
necessary respond to, evolving standards of fairness and equity. Recent court cases on payment for family
carers are an example. The competing promises of politicians can also have an impact on public
expectations.

Supply-side pressures on the system

The social services system also faces considerable supply-side pressures.

Managing demand within fiscal limits

Government agencies need to manage demand-side pressures within realistic spending allowances.
Agencies will be under ongoing pressure to improve the efficiency and effectiveness of their systems so as to
generate the greatest value from the available expenditure. The effective use of technology will be
increasingly important to maximise the impact from available resources.

Maintaining and promoting a skilled workforce

A key challenge for the social services system is to match the skills and capabilities of providers to the
changing needs of clients — providers (government and non-government) need to ensure that the skills of
their workforce keep pace with the growing and increasingly complex needs of clients. However, it can be
difficult for providers to justify spending resources on training staff when it comes at the expense of
delivering services:

Very many organisations have to make tough choices when faced with reduced funding, either as a
result of direct cuts or from the lack of any inflation adjustment in their funding (for over a decade in
many cases) — staff training is cut before services to vulnerable clients. Community organisations look
with sadness at the expenditure by government agencies on staff training and support, when those
same government agencies refuse to include any allowance for staff training in the contracts they set for
the providers of the actual services in the community. (Hui E!, sub. DR213, p. 3)

Population mobility

The mobility of the New Zealand population is already high and is set to increase over the coming decades.
As people move from one area to another, they risk “falling through the cracks” of the system. The use of
information systems will be important for the continuity of services for people as they move from place to
place. The system will also need to cope with an increasing number of people moving away from their
established support networks:

New Zealand experiences high rates of residential mobility and this is likely to increase as the share of
people living in rental accommodation increases (Census data shows that mobility is much higher
among those who rent and home ownership rates display a downwards trend). High mobility has been
linked to service disruption, lower levels of social support, poorer health and education outcomes, and
declining social cohesion (Superu, sub. DR182, p. 3).

Pressures on the voluntary sector

Volunteers play an important role in New Zealand's social services system (section 2.4). Indeed the
recruitment and retention of volunteers is a daily concern for many NFP providers in New Zealand. Sanders
et al. (2008) noted that for many organisations demand for volunteers exceeds supply:
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[M]any interviewees in this project commented on declining availability of volunteers. While there is not
clear evidence of an overall decline in volunteer numbers, demand for volunteers appears to exceed
supply for many organisations, which report difficulties in recruiting and retaining sufficient volunteers to
meet their needs. It is certainly true that the nature of volunteering and who volunteers is changing, and
that changes in the way many non-profit organisations need to operate are making it more difficult for
some 'traditional’ volunteers to remain.... Where there are insufficient volunteers, service delivery,
governance and management are affected. It becomes difficult for non-profit organisations to sustain
and build their work, and there is greater pressure to use paid professionals to deliver services and
programmes. (Sanders et al., 2008, p. 30)

Volunteering New Zealand highlighted the impact that government processes can have on the volunteer
workforce:

In the paper Organisational Factors Affecting Volunteers, Studer and Schnurbein (2013) found empirical
evidence that bureaucracy affects volunteer retention, by negatively influencing commitment and
positively influencing burden. (sub. DR161, p. 4)

2.10 Summary - an under-performing system under pressure

The delivery of social services occurs through a complex system of organisations, rules and relationships.
Government is a large, but by no means the only, player in the system. Other important players include non-
government providers, philanthropic organisations, volunteers, family/whanau and community-based bodies
such as churches. These groups play an important role in funding, coordinating and delivering services, and
are often independent of government involvement.

Government processes place strong obligations on responsible ministers to account for public funds. These
processes have their origins in the need for responsible government — that is, government that is subject to
the scrutiny of Parliament and the wider public. Under this system, a number of different agencies provide
social services, each with their own service for which they are accountable. Several submissions noted that,
to clients, these processes can seem confusing, distant, overly directive, unhelpful and intimidating.

While New Zealand's social services system has several strengths, the Commission observed weaknesses
including:

® the system struggles to cater for people with multiple and inter-dependent needs (quadrants C and D);
e government agencies have little information on the effectiveness of programmes and interventions;

® social services are often poorly coordinated,;

® services are often not tailored to meet the needs of clients;

® the system generates too little innovation and too little learning from innovation;

® transaction costs are higher than necessary;

e opportunities for early intervention are missed; and

* the large stock of programmes face little review.

The social services system faces several pressures, including increasing demand for services, an increasingly
mobile population and a rise in the number of people with multiple and inter-dependent needs. The current
system appears poorly placed to deal with these pressures.
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Key points

This chapter sets out illustrative examples of new approaches to finding more effective social
services and draws lessons from them.

The Ministry of Social Development’s (MSD's) Investment Approach tests and targets employment
services to improve outcomes for people at risk of long-term dependence on income support.

- As part of the Investment Approach, MSD contracts with Youth Service providers to achieve
educational outcomes for young people previously not in employment, education or training.

A number of new approaches give greater choice to the users of social services:

- The Australian National Disability Insurance Scheme gives people with permanent and
significant disabilities a guaranteed level of funding, enabling them to choose what support
they need to achieve their goals;

- Whanau Ora navigators assist whanau to find the services and support they need; and

- Iwi and the Crown are investigating or implementing approaches that give iwi greater power to
determine the type and shape of social services provision in their rohe.

The Canterbury Clinical Network leads work to integrate health services across primary care,
hospitals and support in the community.

Some new approaches to commissioning social services aim to bring in fresh ideas from
non-traditional providers or from non-government investors.

- The New South Wales Newpin Social Benefit Bond funds services to return children in out-of-
home care safely to their families. Investors receive a return that is based on success.

- Te Kura Hourua o Whangarei Terenga Paraoa is a Partnership School (Kura Hourua) sponsored
by He Puna Marama Trust. The Trust draws from Maori leadership and educational traditions
and its own experience as a provider. The school provides for year 7—13 students in Whangarei.

The Australian Department of Employment has developed a “managed market” for employment
services over the last 17 years. Not-for-profit and for-profit providers receive payments and
compete for market share based on their success in helping clients find employment.

Lessons from the initiatives discussed in this chapter include:

- Social services programmes that give clients an entitlement to a level and choice of support
promote innovation and responsiveness in provision. Yet such programmes can create
pressures to expand entitlements that would increase programme costs.

- Successful implementation of substantial new social services programmes is assisted by a clear
vision of the destination, careful staging and trials, continuing community consultation and
independent evaluation to guide design and build support.

- Philanthropic organisations like to take a lead in demonstrating the success of innovative
approaches to designing and delivering social services. They look to government to pick up
and fund those approaches that prove successful.
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This chapter looks at illustrative examples of new ideas in commissioning social services that intend to make
progress on a number of the issues identified in Chapter 2. Some of the ideas are first being tried in

New Zealand or address New Zealand-specific issues. Other ideas drawn from international experience have
only recently been tried in New Zealand. Initiatives often address more than one issue simultaneously, and
some take advantage of the opportunities offered by modern information and communications technology,
data sharing and analytics. Leveraging data and analytics is discussed in Chapter 8.

The chapter briefly summarises what has been learnt from these initiatives so far and points forward to more
developed discussion of the issues in later chapters. Evidence on effectiveness is necessarily tentative as
many of the initiatives are quite recent.

The ideas have been chosen to illustrate different approaches to finding more effective social services. The
chapter describes how the initiatives address particular problems and discusses their wider applicability,
rather than evaluating their success.

New types of programmes and major changes in policies and institutions of the sort discussed in this chapter
are only one type of innovation. Incrementally finding better ways of delivering current services, applied
consistently over time, is equally if not more important for improving effectiveness across the social services
(Chapter 7). Chapter 7 also identifies barriers to innovation in social services.

3.1 More efficient investment in social services

Government and government agencies are continually faced with choices about where best to deploy social
services resources to achieve the outcomes they seek. In the past no systematic approach has been used to
measure outcomes, evaluate interventions, share information, and to use this information to make design
decisions in resourcing and programme design (Chapter 2). The Ministry of Social Development (MSD) has
begun using a model borrowed from the Accident Compensation Corporation (ACC) to guide decisions
about the design and targeting of employment services for income support clients.

The Ministry of Social Development’s Investment Approach

The Welfare Working Group (WWG) recommended, in 2011, that the Government manage the performance
of a work-focused welfare system by regularly calculating the expected lifetime cost of welfare to guide its
investments in employment services. The WWG expected that, compared to the previous system, an
"investment approach” would shift attention of services away from clients who are easy to move off a
benefit, towards “those with greatest disadvantage where investment based on managing a long-term cost
would make the greatest difference” (WWG, 2011, p. 131).

In response to the WWG recommendation, MSD adopted the Investment Approach.

The Investment Approach uses an actuarial model to evaluate the likely long-term costs (forward liability)
of paying benefits to current and recent income support clients. The valuation is based on what has
happened in the past to other people with similar backgrounds (using 30 years of data on patterns of
benefit receipt). This may be the first time in the world that an actuarial approach has been taken to
evaluating the costs of a pay-as-you-go welfare benefit system.

MSD staff analyse the details of the yearly valuation to identify the drivers of long-term costs and
opportunities for initiatives to reduce those costs.

MSD, in the initial stages of the Investment Approach, “prioritise[d] investment on ‘short-term high
intensity’ services targeted towards clients whom the Ministry expects to achieve a positive outcome in a
short period” (OAG, 2014a, p. 29). MSD recognised that more time is needed to effect lasting change for
"those people most vulnerable and at risk of long-term dependency” (MSD, 2014b, p. 6).

MSD tests new service designs through randomised controlled trials. In these trials, MSD’s evaluation
team (iIMSD) allocates clients to service designs according to an assessment of who is most amenable to
achieving positive change. iMSD randomly streams one in ten clients into a control group to identify the
effects of different service designs. To protect the integrity of the trial, clients and case managers are not
able to influence the allocation. Currently, the effectiveness of service designs is measured in terms of
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"days off benefit” of participants compared with the control group, over a given period of months or
years.

MSD uses the information generated by the actuarial model and service trials to set priorities for
investment in (and disinvestment from) services. MSD is developing a return on investment ROI
framework to make this process more systematic. It calculates the ROl by identifying the costs of
delivering services down to the level of individual clients and by incorporating both immediate fiscal
savings from reduced time on benefit and reductions in the forward liability. The framework will enable
investments with longer-term payoffs to be evaluated alongside investments with nearer-term returns.

Guided by the Investment Approach, MSD designed and contracted new services for disengaged youth.
These services have led to early improvements in disengaged youths participating and achieving success in
education (section 3.4; Appendix B). MSD has successfully directed new services to sole-parent clients to
help them find work (Taylor Fry, 2015). MSD is also looking at how to better assist clients with health
conditions and disabilities to engage appropriately in work. For example, it has trialled contracting out
employment services for clients with mental health conditions. Changes to the Public Finance Act in 2013
now make it easier for MSD to shift resources within a financial year between programmes and between
in-house delivery and contracted programmes.

The actuarially determined forward liability of the benefit system reduced from $76.5 billion to $69.0 billion in
the year to 30 June 2014. Taylor Fry (2015) attributes $2.2 billion of the $7.5 billion reduction to “better than
expected performance over the year — as a result of policy and operational changes over the year that
influenced benefit dynamics” (p. 3).

The Australian Reference Group on Welfare Reform recently recommended that the Australian Government
adopt and adapt the New Zealand Investment Approach to “improve outcomes for people at risk of
dependence on income support” (Reference Group on Welfare Reform, 2015, p. 126).

The New Zealand Government is considering how the Investment Approach could be extended further
across the social services (Minister of Finance, 2015). Investment models for the design and delivery of social
services are discussed further in Chapter 9. A data network that could provide information to support a wider
investment approach is discussed in Chapter 8.

3.2 Increasing choice and empowering service users

Clients have long been able to exercise choice in some social services. Patients can choose their general
practitioner (GP), for instance, and parents can choose which early childhood education (ECE) service to use.
Tertiary students can choose their courses and their provider. Yet client choice has been limited in other
social services, where government contracts providers to provide a near monopoly service in particular
locations or for particular types of services. Over recent decades a number of governments, Australia and
New Zealand included, have moved to expand client choice in the provision of support for people with
disabilities. The Australian National Disability Insurance Scheme (NDIS) is particularly ambitious and aims
both to expand client choice and empowerment, and to use competition to increase efficiency and
innovation in the provision of services.

The Australian National Disability Insurance Scheme

The NDIS is a new scheme that guarantees a level of financial support to eligible people with a permanent,
significant or potentially significant disability, who enter the scheme before they turn 65 years of age.
Funding is based on an assessment of the client’s level of need and is additional to income replacement for
those adults with disability who are not employed. Based on an individual plan developed with the National
Disability Insurance Agency (NDIA), clients can use their entitlement to purchase supports to achieve life
goals, including independence, involvement in the community, education, employment, and health and
wellbeing (NDIA, 2015a).

An individual may manage the funding for their plan, nominate someone to help them, or ask the NDIA to
manage all or part of the funding (NDIA, 2015a). The person with the disability, or their agent, is able to
choose where they spend their entitlement. Service providers will no longer receive block funding from the
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Government. Instead, they will compete for a client’s funds, requiring a radical re-orientation of their
business models. The NDIA told the Commission that they expect over time this will lead to new providers
entering the market, as well as a substantial re-organisation and consolidation of the current provider
market.

The NDIS has been described as a “generational reform that will deliver a national system of disability
support focused on the individual needs and choices of people with disability” (NSW Department of Family
and Community Services, 2014, p. 1). People with disabilities have been closely involved in leading the
design and implementation of the scheme. Broad bipartisan and cross-government support for reform grew
as a result of alignment between the wish of people with disabilities to have more control over their lives,
government agencies and providers realising that the previous system of support was inconsistent and
unsustainable, and the efficiency and innovation advantages offered by a market approach (APC, 2011):

Control and choice is so important because it is an essential ingredient to the well-being of people with
disability, their families and carers. It is simple. People who are in control experience much higher levels
of self-esteem than those who are not in control and do not have choices.

Choice and control is also essential if a new market for disability services is going to emerge; a market
characterised by innovation, competition and efficiency. (Bonyhady, 2013, p. 10)

NDIS legislation, passed in March 2013, established the NDIA to administer the scheme. Subsequently, the
Australian Commonwealth and State and Territory Governments have signed agreements for the scheme'’s
roll-out across Australia. When fully implemented in 2018/19, the NDIS will cover 460 000 people at an
estimated cost of A$22 billion a year (NDIA, 2015b). Commonwealth, State and Territory Government
contributions, together with an addition of 0.5% to Australia’s universal health insurance levy, fund the NDIS.

The NDIS uses an actuarial approach to evaluate, at each quarter, the projected costs of the scheme.
Ensuring the financial sustainability of the scheme is a key function of the NDIA. The scheme will need to
manage pressures that could cause costs and coverage to exceed official estimates. International experience
shows that labour shortages driving up wages, and political pressures to expand the scheme to people with
less severe disabilities, could drive up costs (Baker, 2012).

Social services programmes that give clients an entitlement to a level of support and
choice over how that entitlement is spent promote innovation and responsiveness in
provision. Yet such programmes can create pressures to expand entitlements,
increasing programme costs. Programme design needs mechanisms for keeping costs
within budget.

Implementation will take some years, and involve evaluating trials taking place in various states to enable the
fine-tuning of delivery models. Trials will also help verify cost estimates. States are passing their own
enabling legislation. By July 2015, 16 000 participants had joined the NDIS (NDIA, 2015b). The NDIA has
closely monitored the scheme's progress. Actuarial data and surveys indicated that in April 2015, 18 months
through the initial three-year phase, the scheme was on time, on budget and participant satisfaction was
95%. More recently, however, pressures on budgets have emerged in trials in South Australia as greater
numbers than expected of children with autism spectrum disorders have entered the scheme (Morton, 2015).

The National Institute of Labour Studies at Flinders University is leading a consortium to independently
evaluate the trials over the three years from 2013. The evaluation will look at the NDIS implementation
processes, and assess what is working and what needs to improve (NILS, 2015).

Progress in implementing the NDIS shows the value of combining a vision of the destination with careful
staging and trials as a path to transformational change. Continuing community consultation and
independent evaluation to guide design and to build and maintain support for change underpins successful
implementation.
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Successful implementation of substantial new social services schemes is assisted by a
clear vision of the destination, careful staging and trials of new approaches, continuing
community consultation and independent evaluation to guide design and build
support.

Client choice in disability services in New Zealand

The Ministry of Health (MoH) has operated the /ndividualised Funding scheme since the early 2000s to
deliver home and community support services for people with disabilities. After an assessment of their
needs, clients work with a host organisation to develop a service plan and choose the services they require.
MoH contracts providers to supply the services (Appendix D). A trial of an approach encompassing a
broader range of services commenced in Canterbury in 2011 and in the Waikato in 2013, under the title
Enabling Good Lives (Appendix D; Chapter 11). Submissions generally supported the principle and practice
of client-directed budgets, but a range of factors need to be considered in working out when and how to
use them (Chapter 11).

Empowering families, whanau, communities and iwi

Arguments for the welfare-enhancing effects of control and choice at the individual level also apply to
families, whanau, communities and other social groupings with which individuals identify. Te Roopu Waiora
submitted:

It is no wonder then that disparity of Maori wellbeing persists as whanau continue to be sidelined
observers of decisions made about their lives. Ownership of goals and aspirations is fundamental to
whanau reclaiming their obligations and responsibilities and therefore must be recognised in the future
framework for more effective social services. (sub. 97, p. 4)

Whanau Ora

Empowering whanau choice is at the centre of Whanau Ora. Whanau are engaged in a planning process that
helps them set their aspirations and determine what support they want, when and where they will receive the
support, and who will deliver it (Chapter 13 and Appendix C). Yet choices are limited by the resources
available directly through Whanau Ora and the engagement of other government agencies:

Whanau ora is successful as it has allowed the collaboration of seven Maori health and social service
providers, aligning service provision and concentrating resources which means better, quicker and more
convenient services for whanau. The key drivers have been Maori Leadership on the alliance model and
the provision of a whanau centric model of service “Te Ara Whanauora”. Barriers to success include ...
lack of understanding amongst key government partners of whanau ora delivery; gate keeping and
suspicion of new ways of doing things, and lack of investment. (Palmerston North Community Services
Council, sub. 125, p. 7)

Te Hiku Social Development and Wellbeing Accord

Te Hiku social accord was signed between three Te Hiku iwi and the Crown in February 2013 as part of iwi
Treaty of Waitangi settlements in the far north of New Zealand (Te Hiku Iwi Development Trust, 2013)." The
accord is an iwi-based approach to:

...empowering whanau living in Te Hiku o Te lka and helping them to improve the quality of their lives.
The Accord is about Crown agencies working collaboratively with Te Hiku iwi on the co-design of
solutions for our whanau and community in Te Hiku....the Accord brings iwi to sit at the social
development decision-making table alongside the Crown to provide local iwi voices, focused on local
issue and local solutions to change and improve the lives of the people of the Far North. (Make It
Happen Te Hiku, 2014, p. 3)

The accord is an approach to iwi sharing the governance of social services in their rohe with the Crown
(Chapter 13). Parallel to the establishment of the Accord, the Minister of Social Development invited
organisations and individuals in the wider Far North community to identify community goals and aspirations

'8 Literally referring to “the tail” of the fish of Maui — the North Island — Te Hiku refers to the iwi based in the Far North.

73



74

More effective social services

and to develop an action plan under the banner Make it Happen Te Hiku (Make It Happen Te Hiku, 2014).
The initiative is adopting a collective impact approach (section 3.3).

Ngai Tuhoe entered into a relationship agreement with the Crown in 2011 in which the Crown
acknowledged the mana motuhake of Tihoe and its aspirations to self-govern. MSD and Ngai Tahoe are
now actively investigating options to decentralise welfare services in the Tihoe rohe as part of giving effect
to this agreement (Sapere, forthcoming). MSD proposes that arrangements will be congruent with its
Investment Approach.

3.3 Better-integrated services

Integration of social services takes a number of forms (Chapter 10). Social problems are often complex and
inter-dependent. Integration aims to get more effective and efficient use of available resources to address
such complex issues. This may involve, for instance, re-deploying resources to invest them in early
interventions, to avoid the need for more expensive services later.

Canterbury Clinical Network

The Canterbury Clinical Network (CCN) is a central part of an approach to integrated health and social care
in Canterbury. CCN is a consortium of healthcare leaders hosted at Pegasus Health (a Primary Health
Organisation), governed by a group of health and business leaders. It has only a few employees and draws
resources from across the Canterbury health system. Clinicians lead CCN's project work (Timmins & Ham,
2013; CCN, 2015).

Timmins and Ham (2013) argued that the three interlocking enablers of integration in the Canterbury health
system have been:

e first, the creation of the vision [of integration];

° second, a sustained investment in providing staff and contractors with the skills needed to
innovate, and supporting them when they do;

° and third, new forms of contracting. (p. 15)

Leaders of the Canterbury health system promoted the idea that “there is only ‘one system, one budget’
...each dollar can only be spent once” (Timmins & Ham, 2013, p. 15). This shifted the focus to the best use of
available resources to achieve health outcomes, rather than department by department looking for extra
revenue at the margins. This shift, in turn, was supported by information systems that gave all participants a
shared view of the whole system (Mansell, 2015; CCN, sub. DR198).

This vision was reinforced by a “sustained investment in building the managerial and innovation skills
needed to achieve it”, involving both employees and those who contracted with the District Health Board
(DHB) (Timmins & Ham, 2013, p. 15). Participants in the DHB'S development courses were invited to come
up with proposals for change, and some of these were carried forward. Leaders promoted the idea that
participants were part of a changing health system of which they were the architects. Process engineers
worked with clinical and other staff on business re-design projects. Clinicians experienced positive
engagement with the initiatives in terms of their participation in and ownership of key decisions.

The Canterbury DHB had, as early as 2001, moved from funding its hospital on a price/volume schedule to
budgets for hospital departments being built from the base up. The change made it easier for managers and
clinicians to look collectively for efficiencies across the hospital. Management emphasised that funding was
for capacity and that any efficiency gains would not result in losing resources. Instead, saved resources would
be channelled into further service improvements. The change also enabled a stronger focus on saving
patients’ time by reducing waiting and unnecessary or inefficient channelling of patients from one part of the
system to another. The DHB adopted the view that reduced waiting time made far better use of existing
resources. The changes in Canterbury worked by “appealing to the professionals’ pride in their work and in
their ability to achieve more” (Timmins & Ham, 2013, p. 19).

The Canterbury DHB also moved its external contracts to a form of alliance contracting “... a collective
contract with pre-agreed gains and losses dependent on the overall performance of all the parties, rather



Chapter 3 | New ideas in New Zealand and elsewhere

than with penalties solely for whoever fails within it” (Timmins & Ham, 2013, p. 19). As far as possible, the
contracts are for providing a service capacity rather than fee for service, to give referrers and providers a
joint incentive to manage the cost:

All the contractors have agreed margins and a fixed amount of money to work with. Their performance
is visible to the other partners in the alliance. Each can thus be benchmarked against the others and
'profits’ go back into the system in ways the alliance partners agree in order to improve services.
(Timmins & Ham, 2013, p. 19)

This happens in a high-trust, low-bureaucracy environment that encourages innovation in achieving the best
outcomes for patients and the system as a whole. The environment is one “in which problems are aired
rather than hidden from competitors and the funder” (Timmins & Ham, 2013, p. 20).

Major innovations from this approach include HealthPathways, created in 2008 by bringing together hospital
doctors and GPs to work out best treatment and referral practice across primary, secondary and tertiary care.
HealthPathways defines which treatments can be managed in the community, what tests GPs should carry
out before a hospital referral, and where and how GPs can access required resources. The system is
electronically based, regularly reviewed and used to provide GPs with feedback on their referrals. The
system has led to a fall in the rate of rejected referrals, and more treatments being carried out in general
practice (Timmins & Ham, 2013). HealthPathways has been adapted and used in a number of other health
systems across Australasia (HealthPathways Community, 2015).

An Acute Demand Management System provides short-term resources for interventions to avoid hospital
admissions. For instance, it might fund repeat home visits for elderly who are unwell. The Community
Rehabilitation Enablement and Support Team (CREST) aims to reduce the length of a person’s stay in
hospital, and so reduce chances of re-admission and delay admission to aged residential care. CREST works
by providing sometimes quite intensive support for patients in their homes, to help them re-build social
networks, re-build their daily functioning and help them meet their medical needs.

The combined impact of these many innovations (most of which are not unique to Canterbury) is difficult to
determine (Timmins & Ham, 2013). Yet Canterbury DHB's performance on a number of measures has
improved over the last seven years relative to other major DHBs. It has low rates of acute medical admissions
and re-admissions; its average length of stay in hospital for medical cases is low; elective surgery has been
rising as a proportion of all surgery; and waiting times have dropped. The rising trend in admissions to aged
residential care was checked (Timmins & Ham, 2013; Love, forthcoming).

The Association of Salaried Medical Specialists (ASMS) described the CCN as a distributed leadership model
that is “a proven way of applying complex solutions to complex challenges” (sub. 85, p. 34). Yet, by its very
nature, integration in a complex healthcare and social care system will take time to effect and will have
uncertain outcomes (Timmins & Ham, 2013). The ASMS noted:

[wlhat is clear from the literature, however, is that organisational ‘integration’ involves upfront costs. It is
a 'marathon’, rather than a sprint (in fact it is commonly viewed as a continuing process); and it is
challenging to implement, even when it is a ‘bottom up’ process, let alone when it is an imposed
directive. (sub. 87, p. 13)

The evidence indicates there are further gains to be made in further developing and refining
collaborative models of health service delivery. (sub. DR156, p. 11)

The CCN, nominated by the Canterbury DHB, won the Prime Minister’s Award and the Canterbury DHB won
several other awards in the Institute of Public Administration New Zealand 2015 Awards (IPANZ, 2015a). Love
(forthcoming) discusses the conditions for success and how the Canterbury DHB integration initiatives can be
generalised (Chapter 10).

Collective impact approach to dealing with complex social issues

While CCN does not use the term, the Canterbury initiative demonstrates the key features of the collective
impact approach to integration in dealing with complex social issues (Hanleybrown, Kania & Kramer, 2012).
The approach is based on the view that “large-scale social change comes from better cross-sectional
coordination rather than from the isolated interventions of individual organisations” (p. 38).
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Collective impact initiatives have five conditions that, according to Hanleybrown, Kania and Kramer (2012),
allow collaborative actors to achieve social improvements:

e Common agenda: All participants have a shared vision for change including a common
understanding of the problem and a joint approach to solving it through agreed actions.

e  Shared measurement: Collecting data and measuring results consistently across all participants
ensures efforts remain aligned and participants hold each other to account.

e Mutually reinforcing activities: Participant activities must be differentiated while still being
coordinated through a mutually reinforcing plan of action.

e  Continuous communication: Consistent and open communication is needed across many players
to build trust, assure mutual objectives, and create common motivation.

e  Backbone support: Creating and managing collective impact requires a separate organisation(s)
with staff and a specific set of skills to serve as the backbone for the entire initiative and to
coordinate participating organisations and agencies. (p. 1)

One of the Whanau Ora commissioning agencies, Te Pou Matakana, has adopted a collective impact
approach (Chapter 13; Appendix C).

3.4 Better contract design and management

The Ministry of Business, Innovation and Employment (MBIE) has, since 2013, been leading a three-year
project to streamline contracts with non-government organisations. Social services agencies, including MSD,
are involved in the project, which aims to reduce inconsistency in, and duplication of, contract management
practices across government agencies (Chapter 12). In a related initiative, the Cross Government
Accreditation Working Group (CGAWG) is working to reduce the duplication of accreditation activity for
government social sector agencies. Doing so will reduce the compliance burden on providers and make it
easier for them to transact with government agencies (CGAWG, sub. 132).

Contracting for outcomes

Contracting for outcomes is a form of contracting where payment or contract renewal depends on outcomes
achieved by providers. Contracting for outcomes can sharpen incentives to perform, while reducing the
need for prescriptive contracts and providing more room for innovative service design (Chapter 7).
Qutcomes need to be measurable in a useful timeframe and attributable to a service provider (Chapter 12).

The Australian Department of Employment pays contracted providers for employment outcomes achieved
by their clients (Appendix B). The Department and its predecessors have periodically adjusted the balance
between fee-for-service and payment for outcomes over the 18 years that contracting for employment
services has operated. This periodic re-adjustment reflects the difficulty in weighing a provider's ability to
bear financial risk against incentives to achieve employment outcomes for different types of clients.

MSD has introduced outcomes-based performance measures for some services that it contracts (Chapter 12)
and has begun to use payment for outcome in its contracts with Youth Service (YS) providers.

Payment for outcomes in the Youth Service

YS is a new approach to working with vulnerable young people (Appendix B). The YS was established in
August 2012 as part of the Investment Approach (section 3.1). Early entrants to the benefit system have a
high risk of being on a benefit for a long term. The YS aims to engage young people not in employment,
education or training (NEET); and to connect them with education and training, as well as budgeting and
parenting courses (as appropriate). The three groups of clients are:

young people, aged 16 or 17, who receive the Youth Payment (YP) from MSD because they do not
receive support from their parents (YP was previously known as the Independent Youth Benefit (IYB);

young parents, aged 16 to 18, who receive Youth Parent Payments (YPPs); and

other young people, aged 16 or 17, who do not receive income support but who are NEET.
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MSD contracts a network of non-government provider organisations to deliver the YS. MSD believed that
non-government providers would be better placed than in-house staff to engage and set up positive
relationships with disadvantaged young people. Most parts of the country have only one provider in each
community.

MSD uses the fee structure for YS to motivate providers to assist clients to achieve education, training and
employment-based training outcomes. A part payment is made upfront as an administration fee. A further
third of the total possible payment is paid for achieving milestones (such as the young person participating
in education and training). Another third is paid for achieving specified results, such as credits towards the
National Certificate of Educational Achievement (NCEA). Before implementing the YS, MSD carefully
modelled the effect of the fee structure on provider viability.

In its first year of operation the service was successful in engaging youth not previously receiving a service.
NEET client numbers rose from around 2 000 in November 2012 to almost 10 000 by the end of 2013. More
than 75% of NEET clients are now participating in full-time education or training or work-based training. Fifty
percent of NEET clients gained NCEA credits in their first year in the service and 15% obtained NCEA

Level 2.

Outcomes for YP clients (who received the YS) can be compared with recipients of the former IYB (who did
not receive the YS). While 63% of YP clients gained credits in their first year, only 24% of IYB clients had done
s0; 14% of YP clients achieved NCEA Level 2 compared with only 5% of IYB clients.

3.5 Fresh ideas from new providers and investors

Some new commissioning approaches aim to get better results for intractable social problems by using
investors and providers who are willing to take on a higher-than-usual share of the risk of innovation.

Social bonds as a new service model

A social bond is a new form of contracting between a government agency, social services providers and
investors in which the agency commits to pay for improved social outcomes. An intermediary is typically the
main contractor and brings together investors and social services providers to fund and deliver the
programme. Payment depends on the outcomes achieved that can be attributed to the programme (Figure
3.1). This means that the government agency transfers to the non-government investors some of the financial
risk of unsuccessful outcomes. At the same time, the arrangement reduces the risks for capital-constrained,
not-for-profit providers of implementing innovative new services. Investors may be commercial financial
institutions, philanthropic organisations or private investors.

MoH is leading work on developing social bonds in New Zealand (MoH, 2014b). In May 2015 the
Government announced that the first social bond in New Zealand would expand employment services to
people with mental health illness (Minister of Finance & Minister of Health, 2015). Wise Group and ANZ Bank
New Zealand are in negotiations with the MoH as potential partners (MoH, 2015).

Social bonds are being trialled in the United Kingdom, the United States and New South Wales (NSW).
Outcomes sought include reduced recidivism among prisoners (eg, New York City) and restoring children in
out-of-home care to their families (eg, NSW)."

The structure of social bonds and their focus on outcomes provide strong incentives and flexibility for
investors and providers to find more effective ways of delivering social services. Bonds require improved
data collection and evidence on effectiveness that can influence system change in other social policy areas
(Social Ventures Australia, 2013a).

17 Jeram and Wilkinson (2015) briefly survey the international experience with social bonds.
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Figure 3.1 How a social bond works
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Source: Minister of Health, 2013, p. 3.

The Newpin Social Bond

The NSW Government, after receiving proposals and considering options, announced in 2012 that it would
work with UnitingCare and Social Ventures Australia (SVA) to develop a social benefit bond. Under the
agreed arrangement, SVA raised A$7 million in funds from investors in 2013 by issuing a bond. SVA on-

loaned these funds to UnitingCare to expand the Newpin programme over the next seven years (Newpin,
2014).

Newpin is an evidence-based, intensive, therapeutic programme aimed at breaking the cycle of inter-
generational child neglect and abuse. Key programme outcomes are the safe restoration of children in care
to their families and preventing children being placed in out-of-home care. The Newpin programme is
delivered by working with parents and with children aged under five. UnitingCare previously met the cost of
the programme with only minimal government support (SVA, 2013a; 2013b).

The expanded Newpin programme is expected to generate about A$95 million over seven years in savings
for the NSW Government in the cost of out-of-home care.? The NSW Government will direct about 50% of
these savings to UnitingCare to fund the Newpin programme and provide a return to investors.

The bond is structured so that UnitingCare pays investors a return based on the rate of success in restoring
children in care to their families. Payments are calculated as a proportion of government cost savings
attributable to the programme’s success. All restorations are independently decided by the NSW Children’s
Court. In the first year, investors received a return of 7.5% for a restoration rate of 60% (NSW DPC, 2015).2" As
numbers in the programme are small and year-by-year results volatile, the cumulative restoration rate over
all previous years will be used to determine the return to investors in future years (SVA, 2014). SVA estimates

2 NSW Government spending on out-of-home care totalled A$700 million for 18 000 children in the year to 30 June 2012 (SVA, 2013c).

2 The difference between the actual restoration rate and a base rate of 55% is used to calculate the return (SVA, 2013c). The base rate reflects an historic
baseline for three years (KPMG, 2014). Returns are capped at 15% in any year.
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that, over the seven years of the bond, more than 700 families will participate in the Newpin programme and
more than 400 children will be safely returned to their parents.

The social bond approach stimulates innovation by linking payment to outcomes while leaving the players to
work out how to achieve them. If successful, social bonds can generate information on what works that can
be applied more widely (SVA, 2013a). Chapter 6 and Jeram and Wilkinson (2015) discuss the potential
advantages of social bonds and the challenges in designing and implementing them well.

A number of submissions opposed the use of social bonds, generally arguing that they involve an as yet
unproven approach in which private investors make a return from assisting vulnerable people.??

New partners in areas of traditional state provision

Governments sometimes bring in non-government partners to generate innovation in areas of social services
where direct state provision has dominated. Contracts usually give the new provider enough flexibility and
strong incentives to innovate. While internationally these approaches have been tried in some social services
since the 1980s, New Zealand examples are recent.

The UK's Home Office has been contracting private companies to construct and manage prisons since the
1980s. The new providers used more advanced technology (CCTV cameras, magnetic key cards and drug
detection machines) and focused more on constructive relationships between staff and prisoners. These
innovations then spread to the state-run prisons. The providers employed staff from outside the sector,
covered by other unions. This made it easier to introduce a change in culture (Sturgess, 2012). A third of staff
in the first contracted prison were women compared with an average in the UK prison service of about 3% at
the time. Though these innovations were possible in the state-run prisons, the entry of other providers
appears to have catalysed change.

Modern contracting-out of prison management started in the United States in the 1980s, followed by
Australia shortly after and then the United Kingdom. In 2011, the New Zealand Government contracted
Serco, a multi-national firm, to manage the Mt Eden Corrections Facility (a remand prison) for 10 years.
According to Sturgess (2012), private management of prisons has proved relatively uncontroversial, except in
the United States. In the United States the use of spot-markets to trade some correctional services, with less
monitoring, has led to problems with service quality. In New Zealand, the Department of Corrections has
recently resumed management of the Mt Eden Corrections Facility and fined Serco in response to concerns
about Serco’s performance (Gulliver, 2015).

Some governments have sought to engage non-government providers to run schools for educationally
disadvantaged students. They hope to stimulate innovation in the delivery of education and so improve
educational outcomes. The approach also emphasises leadership, school choice and spreading successful
approaches to other schools. The charter school movement in the United States is the best-known example.

Partnership Schools | Kura Hourua

Partnership Schools | Kura Hourua (PSKH) commenced operating in New Zealand in 2014.2 New Zealand
state schools already have a large degree of operational freedom compared to many other jurisdictions.
Even so, the Government offers PSKH even more flexibility in terms of:

inputs — schools are resourced entirely in cash, rather than partly in cash and partly through staffing
entitlements; and

operations — where practicable, regulations governing the operation of schools are lifted.

In return, PSKH are held accountable for specified results. They are, like state schools, subject to reviews by
the Education Review Office (ERO). They must accept all students who apply and hold a ballot if they are
over-subscribed.

2 These include the Methodist Mission Southern Response sub. DR135, Auckland District Council of Social Services sub. DR141, Association of Salaried
Medical Specialists sub. DR156 and Community Networks Wellington Inc. sub. DR159.

# Kura is the commonly used word for school in Te Reo Maori. The name Kura Hourua was derived from Waka Hourua, which is the Maori name for the
traditional sea voyaging double-hulled canoes.
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Te Kura Hourua o Whangarei Terenga Paraoa

Te Kura Hourua o Whangarei Terenga Paraoa, based in Whangarei and sponsored by He Puna Marama
Trust, was one of five PSKH that commenced operation in 2014. It is a co-educational secondary school for
students in year 7 through year 13, which aims to raise the achievement of Maori students “by reconnecting
them with an ethos of leadership and pride” (MoE, 2015a). He Puna Marama, established in 1997, has
operated bilingual ECE since 2001.

He Puna Marama looked for a new approach to address the poor outcomes of Maori boys in secondary
school in Whangarei. Only 19% of Maori boys had achieved Level 1 NCEA in 2007, compared to 46% for
Maori boys nationally, and 64% for all boys. He Puna Marama, with funding from the ASB Community Trust,
established the Leadership Academy of A Company in 2010 to support Maori boys attending secondary
school in Whangarei. The Academy provides a structured environment where “cadets” live at the Academy
five days a week, while attending regular secondary schools in the Whangarei area.

He Puna Marama draws inspiration from the leadership traditions of the Maori Battalion’s A Company, made
up of men from the north, and from the Maori boarding schools. The Trust also draws from the successful
pastoral support practices of the former Maori Trade Training Scheme through which many older Maori
achieved post-secondary school qualifications. He Puna Marama adopted three central goals to guide its
work with cadets: “Be Maori”, "Be Educated”, and "Be Rangatira”. The same philosophy underpins the
Trust's sponsorship of the new school, which it regards “as one of the critical building blocks for the
rejuvenation of Ngapuhi lwi into the new age” (He Puna Marama Trust, 2013, p. 3).

Before its inception, the new school intended to collaborate with other schools in the Whangarei area so
that its students would have access to specialist subjects. This would have maintained existing arrangements
for the Leadership Academy cadets (MoE, 2015a). In practice, the school has found that relying on its own
resources and working with tertiary providers are more feasible ways to meet the needs of its students.
Seven of the school’s eight teaching staff are registered teachers, while one part-time teacher is
unregistered, as provided for in the PSKH initiative.

The school had 52 students at the end of 2014, all Maori. A recent ERO report shows that 90% of students at
Level 1 of the NCEA and 100% at Level 2 had achieved sufficient credits. The report concludes:

Te Kura Hourua o Whangarei Terenga Paraoa has made a good start to providing education for young
Maori consistent with its sponsor’s vision. Adults and young people are working together to develop
confident, capable, resilient Maori learners. (ERO, 2015)

While it is too early to judge the ongoing success of Te Kura Hourua o Whangarei Terenga Paraoa, the
school illustrates how new approaches to commissioning can provide an opportunity for fresh ways of
dealing with difficult social issues. The venture combines credible educational experience in the local
environment, adherence to Maori values and traditions, and flexibility to do things differently. In doing so, it
has empowered a local community to design and implement a solution to a locally identified social issue.

The ASB Community Trust (now Foundation North) played a significant role in providing funding and
support for He Puna Marama to try a new way of dealing with an intractable issue.?* This gave He Puna
Marama the base to take advantage of a new government-funded opportunity to carry its vision further.

Philanthropic organisations like to take a lead in demonstrating the success of
innovative approaches to the design and delivery of social services. They look to the
Government to pick up and fund those approaches that prove successful.

While it is certainly possible for local communities to put forward new ideas and implement them within the
state education system, in practice culture, economies of scale and regulation limit the extent to which this
happens.

2 A second partnership school, a primary school operated by Rise UP Academy in South Auckland, resulted from the Foundation North initiative to improve
Maori and Pacific education. The school opened in February 2014.
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The PSKH initiative is strongly opposed by the teacher unions (New Zealand Educational Institute Te Riu
Roa, sub. 40; Post Primary Teachers’ Association, sub. 88). Concerns include potential effects on the existing
network of state schools, funding inequities, effects of school choice on increasing social segregation across
schools, the potential for fraud and the possible involvement of extremist groups in running schools. The
Post Primary Teachers' Association argues that the evaluation of the initiative is not well enough designed to
establish the effectiveness of the policy.

Small size and lack of economies of scale are a particular issue with the establishment of new PSKH (Post
Primary Teachers' Association, sub. DR216). Average funding for each student is much higher in small
schools compared to larger schools.? As students are drawn from the catchment of existing state schools,
the net result is an increase in the overall cost of schooling in an area. These extra costs need to be balanced
against potential short-term and long-term improvements in student outcomes that might be achieved
through establishing PSKH.

As a new initiative that has met strong opposition, PSKH schools are subject to close scrutiny from the
media. Innovation is hampered by a deeply critical response to anything resembling a failure or lapse.
Existing parties sometimes strongly resist innovation in favour of the status quo.

Innovation is risky (Chapter 7). The PSKH initiative is no exception, and not all of the new schools have been
as successful as Te Kura Hourua o Whangarei Terenga Paraoa. The initiative has a provision to close down
new schools early if the basic conditions for success are not being met. A willingness to eliminate failing
providers is an important aspect of a social services system that learns (Chapter 7).

3.6 Commissioning to develop an effective managed market

Conventional competitive markets are not always suited to the delivery of social services. But commissioning
agencies can design variations to suit particular circumstances. A managed market is a service model that
allows multiple providers to compete for market share, usually where there is a single purchaser. A managed
market can achieve some of the investment and innovation benefits obtained in conventional competitive
markets (Chapter 6). Yet, to achieve these benefits, such a market needs smart design to ensure a
sustainable supply of services, the right balance between competition and economies of scale, and a fee
structure that rewards providers for achieving desired outcomes for different types of service users.

A managed market for employment services in Australia

The Australian Department of Employment and its predecessors have operated a managed market for
employment services since 1997 (Appendix B). While the Department has adjusted the market design over
time, its main features are below.

The Department contracts with non-government providers (both not-for-profit and for-profit) to provide
employment services for recipients of income support.

The Department holds contract rounds (currently at 5-year intervals). Providers tender for a share of a
regional employment services market. Prices are fixed. The market share of successful providers may be
adjusted at a point within a contract period to reflect their relative success in achieving employment
outcomes for clients.

Each provider receives a star rating from the Department to reflect their success in achieving
employment outcomes given the types of clients they are serving and labour market conditions where
they operate. Star ratings are made public and also influence the Department’s decisions on market
share.

Centrelink, a separate agency, administers income support. It assesses new applicants for their likely
difficulty in finding employment and so the type and level of employment assistance they are eligible to
receive.

» The Ministry of Education funds PSKH schools at the same rate as decile 3 state schools of a similar size (MoE, 2015a).
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Clients may choose a contracted provider or, instead, Centrelink refers them to one. Referrals broadly
reflect the provider’s contracted market share, but the rate of referral may vary somewhat above or
below the contracted share (according to client choice and each provider's star rating).

Contracted providers receive set payments for an employment service and for successful employment
outcomes for clients (section 3.4). Payments reflect the assessed difficulty for particular clients in finding
employment.

Over time the market has gradually consolidated, with economies of scale favouring larger providers. In the
current round, the Department specified that it would favour a limited number of larger providers in each
employment region. Smaller more specialised providers would need to merge or put forward joint bids with
larger providers. Employment regions were made larger. Tendering organisations were asked to outline how
they would collaborate with other organisations (including other providers), with the expectation that they
would be held accountable for their plans.

The Australian model has been adopted with modifications in other jurisdictions, including the United
Kingdom and the Netherlands. The Australian experience shows that it is feasible to manage a market of
contracted providers of employment services, but that commissioning agencies need to make careful
adjustments to market design over time to avoid unintended consequences. In particular, commissioning
agencies need to trade off having a larger number of providers (to maintain competitive pressures to
stimulate innovation and good performance) against having a smaller number of larger providers (to get the
benefits of economies of scale and scope). The Department has also needed to adjust the structure of
payments over time to balance provider viability against performance-based payments (section 3.4).

The benefits of a managed market are less obvious in remote areas where there are too few people to
sustain competition among service providers. Under a separate policy and administration, a single provider
operates employment and other services in remote areas in Australia. In other rural areas with a sparse
population, the Department of Employment adjusts prices to reflect local difficulties in finding employment.

Other issues involving the probity of providers and the prescriptiveness of contracts and guidelines have
arisen from time to time in the Australian employment services market (Appendix B). These are not peculiar
to a managed market approach; they are more general contracting issues (Chapter 12).

A developing market for the supply of social housing in New Zealand

Social housing in New Zealand has traditionally been supplied through the Housing New Zealand
Corporation (HNZC), some council portfolios, and a much smaller non-profit social housing sector.

The Government used capital grants and loans through the Housing Innovation Fund (HIF) from 2003 to 2011
to promote growth in the number and size of social housing providers. In its later years the HIF had an
explicit focus on trying to leverage the maximum third-party contribution for each government dollar
contributed.

The Housing Shareholders Advisory Group reported in 2010. Its report advocated a range of reforms,
including a re-focusing of HNZCs role, and an expanded role for the community housing sector. This led to
the Social Housing Reform Programme (SHRP).

The Government established the Social Housing Unit (SHU) to “maximise the effectiveness and efficiency of
supply-side provision through increased diversity and scale” (SHU, 2011) in social housing. This is explicitly a
market-shaping role. Now attached to MBIE, SHU provides funds to grow the social housing sector. The
Community Housing Regulatory Authority has also been established to register community housing
providers (CHPs) as social landlords. CHPs require registration to be eligible to receive the income-related
rent subsidy (IRRS) on behalf of tenants — something previously only available for HNZC customers. CHPs
have been able to access the IRRS since April 2014.

By April 2015, New Zealand had 38 registered CHPs of varying size and geographic spread. There were 5 000
properties owned by CHPs. Twenty-five CHPs had contracts with MSD to access the IRRS. CHPs were
receiving IRRS in relation to 194 tenants. Government decided when it made the IRRS available to CHPs that
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it would apply only to new tenants. In comparison, Housing New Zealand provides more than 60 000
tenancies which attract the IRRS.

3.7 Broad lessons
Some broad lessons can be drawn from the new ideas discussed in this chapter.

MSD's Investment Approach has shown early promise both in increasing the rate at which some client
groups find employment and in engaging more youth in successful employment and training that will reduce
the prospects of long-term benefit receipt. The approach could be extended more widely across the social
services and also applied in devolved approaches to commissioning (Chapter 9). This will require a
significant broadening of the scope of data sharing and linking across government social services agencies
(Chapter 8).

Extending client control and choice to new social services areas can command wide support because it both
raises wellbeing in itself and better guides the use of resources to improve outcomes. Yet programme
design needs mechanisms for keeping costs within budget. Client choice can apply to areas of social
services provision where customer and wider social objectives are aligned (Chapter 11).

Whéanau Ora aims to empower families and whanau to determine their own goals and choose a set of
services and support to achieve them. lwi and the Crown have introduced or are investigating a range of
approaches under which iwi have greater power to determine the type and shape of social services provision
in their rohe. These approaches are likely to become increasingly important in a post-settlement
environment, and offer the benefits of strengthening iwi governance and self-reliance while improving
outcomes for members (Chapters 5 and 13).

The CCN has made sustained progress in integrating health services in the Canterbury region and achieved
improved performance relative to other major DHBs on a number of measures. The CCN's approach
requires clinical and management leadership to bring together a complex range of technical capabilities,
attitudinal shifts and organisational and contract design. Because of the complexity, the approach is neither
easy to replicate nor to sustain (Chapters 6 and 10).

MSD's contracts for YS include payments to providers for the educational and training success of its clients.
Payment for outcomes allows contracts to be less prescriptive and provides more scope for innovation in the
design and delivery of services. The approach could be applied more widely in government contracts with
social services providers (Chapter 12).

Social bonds can stimulate new approaches to old problems by paying investors returns on the basis of
outcomes achieved, while avoiding tight prescription of services offered. While social bonds introduce
parties able and willing to take some of the risk of innovation, they involve complex institutional and
contractual arrangements, and take time and skill to set up. They may be most useful in discovering and
demonstrating the effectiveness of new approaches to service delivery. If the approach proves successful,
funding agencies could then apply it more widely using a service model best suited to large-scale roll-out
(Chapter 6).

Governments have sometimes contracted non-government organisations to provide social services (such as
prison and education services) that the state sector traditionally provides. In some cases new providers have
introduced innovative approaches to delivering services. These approaches have then been taken up more
widely. Trying new providers and new ideas carries risks. Commissioning skills, including choosing the best
service model, are important for success (Chapter 6).
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Key points

Focusing on the social services system (rather than on specific services, programmes or providers)
allows a broader understanding of the institutions and processes that shape the outcomes from
government-funded services.

This chapter concentrates on diagnosing the causes of the under-performance in aspects of the
social services system noted in Chapter 2. Diagnosing the causes is a necessary step to improving
the system.

Reasonable consensus exists on what a well-functioning social services system should achieve. The
current system significantly under-performs relative to the criteria for a well-functioning system.

No single factor is the cause of the system weaknesses observed by the Commission. Rather, the
weaknesses are due to a combination of factors.

- Traditional delivery of public services takes place in vertical departmental silos. This causes
frustration, wasteful duplication, and fragmented diagnosis and support. Fragmented service
delivery can be particularly problematic for clients with complex needs that span the
responsibilities of multiple agencies and ministers.

- Few mechanisms exist to capture and analyse information on the impact and cost-effectiveness
of services.

- Previous attempts to reform the system failed because they did not address the underlying
causes of problems.

- Those with decision rights often lack the required information, incentive and capability to make
decisions that fulfil the objectives of the system.

- Many contracts for social services are highly prescriptive owing to traditional government
accountability and delivery arrangements, and aversion to political risk. This prescription works
against innovation and responsiveness to client needs.

- Ambiguity often exists around whether government agencies are paying for specific services
that they wish to buy, or are simply contributing to programmes originated by non-government
providers.

- There is room to improve the contracting and purchasing of social services. But there are limits
to the gains that such activities will achieve.

- Government agencies have overlooked their potential to shape and manage the market for
social services contracts. Consequently, the provider “ecosystem” is underdeveloped in some
areas.

- The organisational cultures of providers and government agencies tend to be resistant to
change and are sometimes paternalistic towards clients.

- Political pressures and institutional inertia make it difficult to re-allocate funding away from
under-performing programmes.
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Chapter 2 provided the Commission’s observations on the strengths and weaknesses of the social services
system. This chapter explores the underlying causes of the weaknesses. This diagnosis is a necessary step to
improving the system.

A system-level analysis recognises that constructive discussions about improvements to social services need
to make the clear distinction between the performance of the system and the performance of the people
who work in the system. The Commission is not commenting on the performance, intentions or capability of
any individual or organisation — government or non-government. Rather, the intent is to take a step back and
look at issues common to the delivery of many social services.

4.1 A well-functioning social services system

Chapter 1 describes what a well-functioning social services system would look like from the perspective of
New Zealand citizens, current clients, providers, social services agencies and the Government (section 1.3).
While these perspectives have differences, the reasonable consensus is that a well-functioning social services
system should:

target public funds towards areas with the highest net returns to society;

match and coordinate services to meet the needs of clients;

create incentives (at all levels) to deliver the outcomes that matter to clients;
ensure decision makers (at all levels) have adequate information to make choices;
adapt to changes in client needs and the external environment;

meet public expectations of fairness and equity;

be responsive to the aspirations and needs of Maori and Pasifika; and

foster continuous experimentation, learning and improvement.

Of course, achieving these desirable features requires funding and resources from both government and
non-government sources. The problem is that funding and resources have always been — and always will be -
scarce. The challenge is to set funding at the right level, and obtain the best possible outcomes within that
limit.

A system that delivers more or higher-quality services at the same cost (or, equivalently, the same services at
lower cost) will promote greater wellbeing, all else being equal. The term productivity captures such
improvements. Importantly, these improvements are about being more efficient and effective rather than
working harder or longer, or accepting lower wages.

The goal of this inquiry is to find and recommend measures that would lead to such improvements in the
efficiency and effectiveness of the social services system. The concept of efficiency has several dimensions,
all of which are relevant to the performance of the system as a whole.

4.2 Causes of system under-performance

Chapter 2 found a number of ways in which the social services system under-performs. This section briefly
mentions these findings and then examines the causes of the main symptoms of under-performance.

System under-performance directly and adversely affects the experiences and perspectives of clients,
providers and funders in different ways. System failure from a client perspective tends to show up in the
following ways:

being ineligible for any service, despite a client’s need;

poorly coordinated services;
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services that are not well matched to the individual needs of clients;
services that address symptoms, rather than their underlying cause;

having to provide the same (or substantially similar) information multiple times to access different
services; and

bouncing between services (or repeatedly accessing the same service) because of previous service
failures.

Providers experience symptoms of system failure on the supply side. For example, they may have to supply
the same (or substantially similar) information multiple times for tenders, performance monitoring and
financial audits to different agencies.

The system failures that funders and commissioning organisations have experienced include:
insufficient experimentation, learning and application of that learning;
missed opportunities to intervene early, leading to higher costs in the longer term;
not matching clients to the most cost-effective service; and
duplication of services that could be more efficiently provided only once.

A first step to addressing these symptoms of under-performance in the social services system is to identify
and analyse their causes. This step offers the best chance of finding effective ways to improve performance.

Eight fundamental causes of under-performance in the current system are noted below.

Government commissioning of services happens in silos, with each silo evaluating the need for services
through its own specialised lens. No agency has an understanding of (or accountability for) the holistic
needs of clients, and users of the system must navigate their way through multiple administrative
processes.

Incentives in the system drive prescriptive contracts, contracts of short duration and onerous reporting
requirements. These features work against innovation and inject unnecessary transaction costs into the
system.

A lack of agreed measures of value inhibits knowledge about the impact of services. Commissioning
agencies all too often are unable or unmotivated to redirect resources to more effective services and
providers.

Government decision makers have limited information on the combination or sequencing of services
required by clients. The effect is that service specifications are too rigid to meet the needs of clients —
particularly those with multiple and complex needs.

Weak government stewardship of the supply-side of the social services system has contributed to the
precarious financial position of some providers, an over-reliance of some agencies on particular
providers, and providers often lacking the resources to invest in staff training, innovation and evaluation.

Unsophisticated commissioning has resulted in formulaic procurement that is ill-suited to the complexity
of social-services. There is a limit to the gains agencies can achieve by improving contracting out.

Short-termism has led to missed opportunities in prevention and early intervention, escalating fiscal
costs in the future.

Funding and managerial inertia obstructs system improvements.

The following sections explain each of these fundamental causes of under-performance in more detail.
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Government commissioning of services happens in silos

While approaches to policy making have evolved and diversified over the past 20 years, many of the
frameworks and conventions for public administration have remained relatively unchanged. These
frameworks and conventions have several features that reduce the ability of the system to deal with the
multiple and inter-dependent problems that many disadvantaged clients suffer.

For example, budget appropriations are typically allocated to individual agencies along service lines
(Chapter 2; eg, Vote Health, Vote Education, Vote Justice). The key benefit of this structure is to maintain
strong vertical lines of accountability. Yet it has the effect of breaking services into highly functionalised and
specialised administrative groups. Therefore, while many clients have several inter-dependent and mutually
reinforcing problems, the system delivers assistance down discrete channels sometimes called “silos”. A
number of problems result from delivering services through separate silos.

The duplication of government processes: Clients often have to engage with multiple government agencies
to access the services they require. This typically results in clients having to provide the same information
multiple times — creating frustration and cost for the client. For providers, contracts with multiple
government agencies often result in duplication of auditing and reporting processes — pulling resources
away from higher-value uses (see Victory Community Health, sub. 5; South Waikato Social Services
Collective, sub. 7; Supporting Families in Mental Iliness, sub. 49; Wellbeing North Canterbury Community
Trust, sub. 112; Presbyterian Support New Zealand, sub. DR186; Hui E!, sub. DR213; Ministry of Social
Development, sub. DR224; Pact, sub. DR232).

Incomplete diagnosis of a client’s problems and requirements: Because each service silo evaluates a client’s
needs through its own specialised lens, no agency gets a complete picture of the client’s circumstances. This
makes it difficult for any one agency to identify the combination of services that best meets the client's
needs. The result is that silos often unwittingly create “failure demand” (Locality & Vanguard Consulting,
2014).

Failure demand occurs when clients receive services that fail to address the client’s underlying needs. When
the service does not help, the client finds their way (or is referred) to a different service provider who also has
an incomplete picture of the client’s circumstances. This increases the overall demand for services and
pushes up total costs, yet does not resolve the issues that the client faces. The client’s “actual demand” for
services has not changed.

Repeated calls for more joined-up government: Problems associated with fragmentation are well known to
government agencies and providers. Chapter 10 identifies more than 25 initiatives launched since 2000 with
the aim of improving coordination within government. Yet these attempts to integrate have failed to address
the silo architecture that created fragmentation in the first place. Consequently, calls for a more “holistic”
approach to delivering services continue (see Age Concern New Zealand, sub. 100; Social Sector Trials,

sub. 126; Community Networks Wellington, sub. DR159; Lifeline Aotearoa, sub. DR170; Tom Adson,

sub. DR239).

The observations of the UK system made by Haldenby, Harries and Olliff-Cooper (2014) are relevant to the
discussions in New Zealand:

New Labour came to power with a huge emphasis on ‘joined up government’, and left office with a
panoply of boards, partnerships, networks, integrated plans and learning hubs to prove it. This is not
proper integration. Rather it is keeping the defunct subsystem of separate institutions and budgets in
place, and asking everyone to send an ambassador to interminable meetings. (p. 25)

The observations of Locality and Vanguard Consulting (2014), again with respect to the United Kingdom, are
also relevant:

Today's public services are not designed for ‘people who need help’. In the manner of a hospital set up
to deliver a specific intervention — a replacement hip or cataract removal — they are designed to batch-
process fixes for predefined one-off issues and then close the books. In consequence they are systems
that assess rather than understand; transact rather than build relationships; refer on rather than take
responsibility; prescribe packages of activity rather than take the time to understand what improves a
life. As in any system that fails to solve the underlying problems, they amplify work, appearing
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frenetically busy while accomplishing less and less. Based on identifying needs rather than strengths,
they fail to help individuals and communities build self-sustaining support systems that increase agency

and independence, instead increasing resource consumption and dependency and accelerating decline.
(p. 20)

Non-integrated silos also risk some clients being overlooked or given a lower priority than they would be if a
whole-of-system view was used. This may occur, for example, where the costs of not addressing a client’s
needs fall on another agency. The risks attaching to such cases get “shifted”; they are not dealt with in a
timely, cost-effective manner. Mansell (2015, p. 14) made the following observations about silo structures,
and their tendency to produce fragmented and ineffective services for some clients:

This kind of services-orientated structure makes collaboration difficult to foster and sustain, particularly
for high-needs service users with multiple challenges. ...The result is that many clients ‘fall between the
gaps'. They receive inappropriate or even damaging services. What they receive is unresponsive to them
and comes without the other necessary supports.

Simply stated, in the current system there is no one with the specific mandate or incentives to focus on
serving clients whose needs cross agency boundaries. This is especially the case for clients in quadrants C
and D (Figure 2.8).

Traditional delivery of public services takes place in vertical departmental silos.
Particularly for clients with multiple and complex needs (quadrants C and D) that span
the responsibilities of several agencies and ministers, this causes frustration, wasteful
duplication, and fragmented diagnosis and support.

Mixed incentives

The actions of those working in the social services system are shaped by the incentives they face. Incentives
often flow from rules and customs that constrain and influence the conduct of ministers, government
officials, providers and clients. Rules include formal and enforceable rules (such as regulatory requirements
and contractual provisions) and informal rules built on social and cultural norms of behaviour.

The social services system will work best when the incentives created by these rules steer those in the system
towards improving the outcomes that matter — in terms of the wellbeing of clients and the wider community.
Areas of the social services system exist where there are conflicting incentives or the alignment is not as
strong as it needs to be.

Incentives from the political environment
Ministers operate in a highly contested and adversarial environment. The New Zealand Treasury (2011)

noted:

The need to win elections leads politicians and their parties to develop a very good understanding of
the factors that drive public opinion. Media exposure is “political oxygen”, mainstream media analyse
the politics and not the policy of an issue, and the media require instant reactions and ready sound
bites. Consequently, Ministers feel the pressure to:

e respond quickly and decisively to the latest risk, accident or misdeed,;

° commit to concrete action, even without evidence that the action will address the problem, or that
benefits are likely to exceed costs;

° stick to a political commitment once made; and

° deliver on the commitment as soon as possible. (p. 10)

Ministers can also have rivalries within the general envelope of collective responsibility.

In such an environment, government contracts are under persistent scrutiny by groups with an interest in
discrediting government policies. The threat of opportunistic scrutiny provides a strong incentive for
governments to use contracting approaches that minimise political risk — such as highly specific contracts
and rigid performance reporting (Moszoro, Spiller & Stolorz, 2014). The threat of opportunistic scrutiny also
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prompts government agencies to offer contracts of short duration, and works against relational
contracting.? Providers often interpret these phenomena as indicating that the agencies do not trust them.

The risk of opportunistic scrutiny and criticism of government programmes also inhibits governments from
subjecting the programmes to robust evaluations.

Chapter 2 noted the current environment in social services is not conducive to innovation both among
providers and within government agencies. One reason for this is that contracting-out models that involve
short, tightly specified contracts create little room or incentive for providers to experiment, or to share and
adopt innovations. This is particularly the case where experimenting would mean providers investing in
assets, relationships, personnel or processes that are specific to their current contracts. If the lengths of
these contracts are short, providers have limited assurance that they will be able to recover their costs should
the Government choose not to renew them.

These issues are not new. The Advisory Group on the Review of the Centre (2001) identified “Risk aversion
due to the political cost of failure” as an impediment to better frontline services (p. 15). The review noted
that “[t]here are inherent features of the State Sector that discourage innovation (eg, high political cost if
risky innovation fails)” (p. 16).

More recently, the Better Public Services Advisory Group (2011) found that

...in the New Zealand state services, innovation is being stifled by a lack of capability, an undue degree
of risk aversion on the part of chief executives, boards, and Ministers and little consideration of how to
manage risk in this context. (p. 20)

In addition to political risk, the behaviour of officials is influenced by:
accountability for allocated budgets, rather than the total costs to government and the wider public; and

incentives for officials to manage costs to their specific agency, rather than the collective value created
by all government agencies.

Accountability and delivery structures within government agencies place a high
emphasis on managing political risks and keeping expenditure within budget.
Accordingly, officials use prescriptive contracts to manage costs and risks to their
specific agency.

The highly prescriptive contracts that government agencies tend to offer providers also limit the discretion
of providers to tailor services to the individual needs of clients — even when this would be in the interests of
the client and consistent with the outcomes sought by agencies.

Birthright New Zealand noted:

Contracts between Government agencies and providers are typically tightly prescribed and do not
recognise the dynamic situations of the families we work with. The Growing Up in New Zealand
longitudinal study report which focusses on vulnerability highlights the rate at which family
circumstances may change. To ensure that services can be targeted to address need, contracts need
greater flexibility. In some instances, longer term interventions may be required for children and families
whether this is due to chronic health conditions or complexity of need. Contracts with providers should
reflect that they are best placed to assess and identify how available resources are best matched to
client need. (sub. 128, p. 4)

This view is echoed in a report by the New Zealand Treasury (2013):

[Alccountability 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

% Relational contracts, as used in the private sector, rely on informal agreements and self-enforcement based on the parties agreeing to contract variations
without formal renegotiation or litigation (Chapter 12).
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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. (p. 17)

Tightly prescribed government contracts reduce the flexibility of providers to tailor
services to meet the needs of clients. This is problematic in cases where the tailoring of
services would improve client outcomes.

Incentives from the competitive environment

As well as the effects of tightly specified and short contracts, the way that competitive tendering for social
services contracts works can adversely affect the inclination of providers to collaborate and share
information. Barnardos noted that this disincentive creates an undesirable tension:

The aim may well be to get the best of both worlds. However this is a difficult combination for
organisations to manage. There are strong incentives to build our own competitive advantage by not
sharing, by seeking to undercut others and by closely guarding our own intellectual property. At the
same time the strong message from government (and from the children, families and communities we
work with) is that they want and value genuine collaboration amongst providers. An effective system
cannot ignore this tension. (sub. 12, p. 8)

The leads of the Social Sector Trials made a similar point,

...that the contestable nature of funding means that providers often revert to the strict terms of their
contract rather than engendering co-operation or alignment with similar or complementary providers —
unless it's forced. (sub. 126, p. 15)

The Commission heard of instances where providers have invested resources in developing innovative
programmes, only to miss out on government contracts in a tender process to supply the programmes they
created, and without any form of reward for the innovation (Chapter 7, Box 7.4).

Another perverse incentive can occur when providers have been awarded a contract for a specific number of
clients or units of activity. As that point is reached and providers are near capacity, they will have an incentive
to “cream skim” easier clients and “park” the more difficult cases.

Lack of agreed measures of value inhibits knowledge about the impact of
services

As described in Chapter 3, MSD's Investment Approach is based on a single measure of value against which
the agency can assess the relative cost-effectiveness of different services for different client types. This single
focus has led to notable progress in achieving greater value (in the form of smaller expected future benefit
payments). Such an agreed measure of value and the ability to measure it is rarely present in other social
services areas. This undermines the quality and usefulness of the performance measurement that happens in
these areas. All too often the result is a fragmented and incomplete picture of service performance, of which
interventions work and which do not. This is not surprising given the siloed nature of service delivery.

In a well-functioning system, decision makers will have the information they need to make good decisions.
This can be achieved by allocating decision rights to those that hold the information or by developing
systems to capture and share information:

Changes made to contracts are more often driven by the desire to reduce spending, political ideology
and election cycles than in response to information about what is or is not working. (Workbridge,
sub. 102, p. 16)

The knowledge gaps within New Zealand’s social services system are pervasive and are a key cause of
weakness in the efficient and effective commissioning of services. Currently the system is vulnerable to
advocates who can choose specific, ad hoc measures of social outcomes to support stories of success or
woe. More clarity is required around the goals of social services, and better measurement of progress
towards those goals.
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At present, relatively little time is spent gathering evidence, evaluating it and spreading good practice. The
effect is that commissioning agencies all too often are unable or unmotivated to redirect resources to more
effective services and providers. Some aspects of the system support failure and do not reward success.
Indeed, as noted, some incentives from competitive tendering actively work against the sharing of
information.

Part of the explanation for lack of transparent measures and robust performance reporting is that this carries
less political risk than an open approach dedicated to improving outcomes. The lack of visibility of
performance occurs despite statutory obligations on departmental chief executives to advise ministers on
the efficiency and effectiveness of interventions. MSD's Investment Approach is a welcome exception to lack
of transparency, but it covers only services associated with work-related benefits. MSD initiated Investing in
Services for Outcomes in 2012 to improve programme assessment and investment decisions in community
and family support services. This included developing a strategy to guide purchasing decisions and other
operational measures (Chapter 12). MSD published the strategy as the Community Investment Strategy in
June 2015.

The lack of agreed measures of value has led to too little measurement and reporting of
the outcomes achieved from social service programmes. Aversion to political risk has
compounded this. The combined effect has often been performance reporting that,
while costly, provides few insights into the impact and worth of programmes.

Government agencies often do not subject their social service programmes to rigorous
and transparent evaluation. They frequently fail to learn from previous experience.

Decision makers often have limited information

The top-down architecture of the social services system means it is not well adapted to the fact that actors
within the system hold different types of information. For example, clients (or their family/whanau) know their
individual needs, preferences and aspirations. They know the social worker they prefer, the type of job that
would make them happy, the activities they need help with, and the locations that are most convenient for
them to receive services.

By contrast, professionals hold important technical information about the service options available and the
processes through which clients can access to services. Providers also often have deep local knowledge and
networks that they can use to help meet the needs of clients.

Government officials understand the priorities of ministers, the competing priorities outside social services
for the uses of taxpayer funds, and the best ways to collect and analyse information on the performance of
the system as a whole.

Under the current system, many important decisions — such as which services should be provided and how —
are made a long way from the people actually receiving the services. For some services this makes perfect
sense (eg, prisoner transfer services). However, the more complex client needs become, the more unlikely it
is that contracts written in government agencies will adequately reflect the diversity of client circumstances
and requirements. Put another way, the more complex the needs, the greater the level of information and
flexibility providers require to meet those needs. Much of this information sits with, or is close to, the clients.
Inclusion Aotearoa noted:

| believe there is a large gap between what commissioners believe happens on the ground and the
reality. Many believe the services they commission are supporting people to have a good life and see
little reason to change. They do not have the training or experience within services to know of the
realities, they are rarely confronted with direct feedback from disabled people who receive services ...
This is especially apparent when commissioners are based in the cities far from the services they
commission. (sub. DR140, p. 3)
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Overcoming this source of poor design and delivery decisions requires either moving relevant information to
existing decision makers, or moving decisions to those with the relevant information.

There is useful information at all “levels” of the social services system, but decision
makers frequently lack important information required to make good decisions.

Weak government stewardship of the supply-side of the social services system

In a market with a single large purchaser, that purchaser's commissioning and contracting procedures and
funding decisions will have a big influence on the size, shape and capability of the “ecosystem” of providers.
As a single, large purchaser of social services, the Government has this sort of impact. Yet, no central point
or other arrangement across government agencies consciously acknowledges this impact and accepts the
responsibility for using it to shape the supplier market. This is an important cause of weaknesses in this
market. Weaknesses include:

many providers being in a precarious financial position, only one contract away from going under;

some providers lacking the resources to invest in staff training, innovation, evaluation and adequate IT
systems;

a lack of trust and good relationships in many cases between government agencies and providers; and
government agencies becoming too dependent on particular providers for some services.

Submitters offered different perspectives on the problematic effects of government contracting on the
provider market. Examples include:

A loss of a single contract can make some providers unviable and, over time, this can lead to just one
provider in an area. Then, even if service quality is not of a high standard, government can be ‘stuck’
with funding that provider because no-one else is left to provide the service. (NGO Health and Disability
Network, sub. 70, p. 8)

An alternative way to look at this issue is to cast “mutual dependency” as the essence of partnership.
There may be risks for government agencies and service providers in monopsony/monopoly situations,
but this is an inherent feature of New Zealand being a small market. Attempting to introduce
competition among service providers where there is not sufficient capacity or capability tends to
damage the limited capacity or capability that is available, with a corresponding decrease and
disruption to the quantity or quality of the services available. There are real examples where this has
happened in the last few years. (Carers New Zealand, sub. 71, p. 7)

Clients need choice. They need to be able to choose between providers based on culture, the services
they deliver and whether it best meets their unique needs. Where and who a client receives services
from is usually decided by a government agency and client choice is not readily supported.

However funding hundreds of small non-government agencies to achieve provider diversity costs not
only in terms of contract management and auditing but is compromising the sustainability of the entire
system. (Wise Group, sub. 41, p. 25)

Reasons for government overlooking its potential to shape the ecosystem of social services providers
include:

individual parts of government each focusing on their own contracts without seeing the big picture, and
the overall impact that government purchasing behaviour is having on the character of the supply-side;

tight budget limits that lead government agencies to underfund some contracts, which can threaten the
viability of providers over time;

insufficient understanding of the ability of providers to manage risk, and inefficient allocation of risk
between the funder and the provider; and
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predominant use of “competition for the market” as opposed to “competition in the market”, and
failing to understand the difference in terms of the implications for, and other effects on, providers.

Government agencies have overlooked their potential to shape and manage the market
for social services contracts. Consequently, the provider side of the market is distorted
and underdeveloped in some areas.

Contracting models that give a service provider a geographic monopoly for the
duration of a contract deny clients a choice of services and providers, and can weaken
incentives for providers to deliver good services to clients.

Limits to contracting out

Past attempts to improve the delivery of social services are numerous (Chapter 2). The public service has
pursued “streamlined contracting” and “contracting for outcomes” for the last two decades, with limited
results in implementing them and achieving better performance.

The complaints made in submissions and in the Commission’s engagement meetings with providers indicate
that contracting is a “pain point” — the place where problems show up. Yet these problems often have
deeper causes. Full resolution is likely in most cases to require changes to the wider system rather than
fiddling with contractual details and tendering processes. This is not to say that improvements to contracting
would not be worthwhile (Chapter 12).

Contracting out and in-house provision are natural approaches for ministers and government agencies
because they enable top-down control and management of political risk. But that top-down control comes
at a considerable cost — lack of innovation, and frustrated providers who are inhibited in their ability to
provide responsive, integrated services.

So what can be achieved within top-down approaches appears to have natural limits, especially when
measures of the value-for-money of different interventions are not agreed. This makes it important to
develop measures of value and explore other approaches. Chapters 5 and 6 examine the questions of
institutional design and the commissioning of social services to help develop alternative approaches that
perform better.

Problems with contracting out are often symptoms of deeper issues such as the desire
to exert top-down control to limit political risk. Letting go of central control will require
shared measures of the value created by social services, and a willingness to explore
different institutional designs and approaches to commissioning.

Missed opportunities for early intervention

As observed in Chapter 2, the current system does not invest in early interventions to the extent warranted
by the strong evidence on the high rates of return to such investments. The underlying reasons for this
under-investment include:

a lack of measures and data that enable quantification of the value of such investments (again the
exception is MSD’s Investment Approach, which quantifies