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Summary 

The design and delivery of employment programmes are critical to the success of welfare 
reform and fundamental to the Government’s aspiration of an 80% employment rate.  The 
new Flexible New Deal (FND) programme will be part of the revised JSA regime and will 
be delivered by large prime contractors who will work with subcontractors at a sub-
regional level.  Prime contractors will be given longer contracts and have greater autonomy 
to design individualised support for customers who have been unemployed for more than 
12 months. The Committee welcomes the move towards longer contracts and endorses the 
principles of the FND programme.  Furthermore, we were impressed by the work that 
Jobcentre Plus staff are undertaking to prepare for the introduction of the new regime.  

The Committee welcomes the use of outcome-based contracts for FND that will reward 
providers for getting people into jobs without prescribing the best way of doing this and we 
received considerable evidence which supported this approach.  However, this was 
accompanied by significant concerns that fundamental flaws exist in the design of FND 
and the assumptions on which it is based.  In light of the economic recession, the 
Department for Work and Pensions (DWP) has accepted that on-flows onto FND could be 
300% higher than first indicated and has asked providers to submit an additional bid to 
reflect these changes.  The Committee notes DWP’s response to the economic downturn 
but is concerned that FND delivery might now be delayed in some areas, which would 
impact negatively on the support available for claimants in these areas. 

The overall budget for the FND had previously been set at £236.59million.  DWP had 
specified an indicative budget for each area with projected numbers of clients to be served 
over the contract period and a performance expectation that 55% of clients referred would 
sustain a job for 13 weeks and 50% for 26 weeks. Providers were concerned that with 
unemployment increasing, if the number of clients referred to them was greater than the 
contract indicated, they would have fewer resources per client.   We urge DWP to confirm 
that changes will be made to the budget to reflect the massive increase in predicted on-
flows to FND.    

Changes to the benefits system will mean that more lone parents and disabled people will 
be claiming Jobseeker’s Allowance than previously and wider macroeconomic change is 
likely to further increase the numbers coming on to the FND programme.  We are very 
concerned that the FND budget will not stretch to accommodate the additional customers 
an economic downturn could generate and that it will not be possible for providers to meet 
the targets on which contractor payments are principally based.  We received evidence to 
suggest that the financial model for FND is flawed and its targets unrealistic.  We need 
reassurance from DWP that the evidence base for its financial modelling and its targets is 
robust and that its performance expectations are realistic.   

DWP’s decision to extend the use of contractors to deliver its employment programmes is 
supported by some international evidence, which has shown that contracting out 
employment services can improve the efficiency and effectiveness of services but there is 
less evidence from the UK to substantiate this approach. DWP needs to build its evidence 
base over the course of the first phase of FND.  DWP hopes that the prime contractor 
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model will simplify its contracted provision and create a financially strong core at the top 
of its delivery supply chain.  We support this approach but believe  it is crucial that small, 
specialist providers are not squeezed out of the delivery landscape.   

We are not convinced that the current design of FND will discourage the creaming and 
parking of customers on the programme.  It is important that providers are encouraged to 
work with all individuals referred to them and we believe the payment structure is the most 
appropriate way of achieving this.  We urge DWP to introduce payment differentials 
during the second phase of FND within current spending plans. 

We heard from a number of third sector organisations concerned that prime contractors 
would transfer risk down the supply chain to smaller providers and they were not 
confident that DWP’s stewardship would mitigate this.  In order to ensure that the supply 
chain of delivery operates effectively, DWP should consider appointing an independent 
Ombudsman with sole responsibility for monitoring and reviewing the services provided. 

The move towards greater customer responsibility should be balanced with a commitment 
to ensuring customers’ rights are communicated and reflected in the programme.  We urge 
DWP to establish a customer charter that outlines the expectations of providers and 
customers alike. 

Successful delivery at the sub-regional level will require providers to engage with existing 
local provision. The involvement of City Strategies, local authorities and other local 
partners should be encouraged and we heard evidence that, thus far, this has not been the 
case.  It is crucial that DWP and other departments ensure that collaborative working is 
facilitated at all levels if joint commissioning is to become a reality.  
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1 Introduction 
1. The Government’s programme of welfare reform has recently brought about a  number 
of significant changes to the obligations of claimants and the types of employment support 
that they are able to access.  In autumn last year, Employment and Support Allowance 
replaced Incapacity Benefit for sick and disabled claimants, and changes to the rules for 
Income Support have required more lone parents to engage in work related activity.  The 
Government has also developed a new Commissioning Strategy and is currently tendering 
for a new employment programme, the Flexible New Deal, which, along with a more 
conditional Jobseeker’s Allowance (JSA) regime, aims to tackle long term unemployment 
and provide greater support for those that find themselves out of work for over 12 months.   

2. The Flexible New Deal (FND) model was conceived in a labour market characterised by 
a period of uninterrupted steady and significant growth since the early 1990s, where 
complaints of labour shortages and recruitment difficulties grew over time.  However, the 
last 12 months have seen dramatic changes to the economy with a rising claimant count, 
rising numbers of redundancies and a falling employment rate. The impact that this will 
have on FND programme design and delivery will be key for DWP, its providers, and JSA 
claimants. 

3.    As the labour market contracts the development of a successful approach to welfare 
reform will become even more important.  From an economic perspective, reducing the 
numbers claiming DWP benefits will continue to be crucial as a means of decreasing the 
demands on public expenditure and maintaining the supply of labour to the economy.  It is 
fundamental that DWP’s approach to commissioning and the assumptions on which FND 
is based are able to respond to economic change and support more people into sustained 
work.  This report considers the details of the Government’s new approach to 
commissioning employment programmes, particularly as it applies to the Flexible New 
Deal.   

4. The Committee invited witnesses to submit written evidence on 25 June 2008.  We 
received memoranda from 26 organisations: Leonard Cheshire; Highland Employment 
Network (HEN); DWP; Scottish Union of Supported Employment (SUSE); British 
Humanist Association (BHA); Child Poverty Action Group (CPAG); Social Market 
Foundation (SMF); Reed in Partnership; Yes Minister Ltd; Association of Colleges (AoC); 
Action 4 Employment (A4e); Trade Union Congress (TUC); Public and Commercial 
Services Union (PCS); Association of Learning Providers (ALP); One Parent 
Families/Gingerbread; Remploy; British Association for Supported Employment (BASE); 
National Autistic Society, Work Directions;  Association of Chief Executives of Voluntary 
Organisations (ACEVO); SERCO; The Wise Group; Employment Related Services 
Association (ERSA); Local Government Association (LGA); and The Shaw Trust .  

5. On 22 October 2008, the Committee held its first evidence session with Lawrence Kay 
from Policy Exchange, Ian Mulheirn from the Social Market Foundation, Stephen Bubb 
from ACEVO and Chris Melvin from ERSA. The second evidence session took place on 29 
October 2008 with Richard Johnson from Serco, Rob Murdoch from A4E, Austin Hardie 
from The Wise Group, Dave Simmonds from the Centre for Economic and Social 
Inclusion and David Coyne from Glasgow City Strategy (Glasgow Works) and this was 
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followed by the final session with the Minister for Welfare Reform and Employment, Rt 
Hon Tony McNulty MP on 10 December 2008.  

6.  As part of the inquiry, the Committee also undertook a visit to the Netherlands,  visited 
a Jobcentre Plus in Kennington and a Remploy office in North London.  Reports on each 
of these visits are contained in the Annex to this report. We are extremely grateful to the 
British Consulate for arranging our visit to the Netherlands, and for all the assistance they 
provided while we were there. We are also very grateful to Patrick Hughes, Jobcentre Plus 
Director, London and to Dan Murphy from Remploy, for facilitating our visits, and to all 
those who took time to meet us.  

7. We would also like to thank Dan Finn, Professor of Social Inclusion at the University of 
Portsmouth, and Professor Alan McGregor, Director of the Training & Employment 
Research Unit at the University of Glasgow for assisting us as Specialist Advisors during 
the inquiry.1 We very much appreciate the contribution they made to our work. 

 
1 Relevant interests of the Specialist Advisers were made available to the Committee before the decision to appoint them 

on 25 June 2008. The Committee formally noted their interests in the Formal Minutes of 29 October 2008, available 
at http://www.parliament.uk/parliamentary_committees/work_and_pensions_committee/wapfmhomepage.cfm 
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2 Flexible New Deal: the model 

Enhanced Jobseeker’s Allowance Regime  

8. In December 2007, the Government announced its intention to introduce changes to the 
existing JSA regime and to reform employment programme provision for JSA claimants.2  
The new regime will be introduced in April 2009 and will involve a four-stage process 
(with the possibility of a further “Work for Your Benefit” stage).  Jobcentre Plus will deliver 
stages one to three during the first 12 months of a customer’s claim. In the first three 
months, customers will receive light-touch support, undertaking a skills screen and 
attending a mandatory back to work group session.3   After three months, customers will 
be expected to widen their job search and attend weekly meetings for six weeks with 
Jobcentre Plus advisers.  On the basis of pre-recession experience the Government 
calculated that after six months, eight out of ten customers leave JSA.4  Under the new 
regime those who have not left at this stage will enter a single Gateway, where they will 
undergo an assessment of their needs, develop an action plan, and receive more intensive 
adviser support.     

9. The diagram below illustrates the process through which a new JSA claimant will go: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
2 DWP, Ready for work: full employment in our generation, Cm 7290, December 2007 

3 Ibid, Page 52 

4 Ibid, Page 52 
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10. It will be possible for some customers to be fast-tracked to stage three from the start of 
a claim, including those individuals with a history of claiming benefit (22 of the last 24 
months on JSA). 5  Eighteen year olds who have been continuously out of employment, 
education or training for six months prior to making a claim (or subsequently) will also be 
fast-tracked to supported job search along with people in vulnerable groups who will be 
able to volunteer for early entry to supported job search (subject to capacity).6   

11. The Committee visited  Kennington Jobcentre Plus on 12 November 2008 and spoke to 
national and district managers  about the preparation that is being made in advance of the 
new regime.  We heard that Jobcentre Plus had been testing its role in the process in four 
sites over the last six months (Wandsworth, Edinburgh, Wrexham and the Marches 
district).  We were told that staff liked the personalised approach to customers under FND 
and believed that customers had responded favourably to the group back to work sessions.  
We were told that personal advisers had undertaken training on effective employer 
engagement and on working with Local Employment Partnerships.  Further training on 
specific aspects of the new JSA regime and IT systems was scheduled to begin in January 
2009. 

12. We welcome the significant role that Jobcentre Plus will play in delivering the new 
enhanced Jobseeker’s Allowance regime.  Given the high level of knowledge and 
expertise amongst its staff, we agree that Jobcentre Plus is best placed to deliver 
employment support during the first 12 months of a person’s claim.  

13. The Committee visited Jobcentre Plus and were impressed by the preparation that 
managers and staff were undertaking in advance of the introduction of the new JSA 
regime in April 2009.  We will continue to monitor the progress towards 
implementation; in particular, we will examine the capacity of Jobcentre Plus to 
manage the introduction of the new regime.   

Flexible New Deal (FND) 

14.  In March 2007, David Freud’s report for DWP proposed greater use of the private and 
voluntary sectors in delivering employment programmes.7  This was followed by the Green 
Paper, In work, better off in July 2007, which outlined plans to introduce more 
“personalised, responsive support for job seekers”.8  The Flexible New Deal (FND) will 
replace the existing New Deal 18 – 24, New Deal 25 plus and the Employment Zones and 
subsume New Deal 50 plus, the New Deal for Musicians and self employment provision.    

 
5 DWP, Flexible New Deal – Phase One Invitation to Tender, Provision Specification and Supporting Information, 30 July 

2008, Page 67, Para. 2.4 

6 Ibid.  Vulnerable groups will include customers who have completed a custodial sentence; refugees and other customers 
granted leave to stay in the country; homeless customers (including rough sleepers); customers affected by drug 
addiction (including alcoholism); customers who have been in residential care; ex-HM Armed Forces customers; 
customers with language, literacy or numeracy problems; customers who have failed Employment Support 
Allowance Work Capability Assessments or Incapacity Benefit Personal Capability Assessments; and customers at 
adviser discretion (in exceptional circumstances) 

7 DWP, Reducing dependency, increasing opportunity: options for the future of welfare to work, David Freud, March 
2007    

8 DWP, In work, better off: next steps to full employment, July 2007 
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15. FND will be the first programme to be delivered according to the principles of the 
DWP’s revised Commissioning Strategy, which was published on 28 February 2008.  It 
aims to create a strong market structure in which 80% of DWP’s business is conducted 
with a “stable core of reliable providers” led by prime contractors at regional and sub-
regional level.9  DWP expects smaller providers to remain important but they will be 
subcontracted by a consistent base of top tier prime contractors who must adhere to a 
Code of Conduct (which outlines best practice in the treatment of sub-contractors 
throughout DWP’s supply chain). Performance will be measured on the basis of both short 
and sustained job outcomes, with an initial measure of sustainability of six months but 
looking to build in incentives for up to 18 months.  Provision will be externally assessed 
using existing arrangements with Ofsted (England) and Estyn (Wales) whilst quality 
assurance arrangements in Scotland will be reviewed.  Contracts will be longer and larger 
than they have been in the past “to enable long term planning and investment”. 10  

16. FND delivery will begin on 5 October 2009 in 14 contract areas, in ten of which, two 
prime contractors will deliver programmes in competition, and the other four will be led 
by single prime contractors.  Phase 2 will begin in October 2010, thereby extending the 
programme across Great Britain.11   

17. The individualised support package will include several standard components 
including “a minimum of fortnightly contact with the customer; an initial, in-depth 
assessment of employment-related needs; and the production of a challenging action 
plan”.12  Customers will also be required to undertake a minimum period of at least four 
weeks full-time work related activity and, should they not find employment during the 12-
months with a provider, most customers will return to Jobcentre Plus but rather than 
beginning at the first stage of the JSA regime, they will be fast-tracked to the “gateway” 
stage (see chart at paragraph 9).13 

18.   The recent DWP White Paper, Raising expectations and increasing support gave 
further details of the “Work for Your Benefit” pilots, first proposed in the Green Paper No-
one written  off, which will begin in 2010.  The Department will test whether those people 
who have not entered sustained work after 12 months on the Flexible New Deal should 
participate in work experience in order “to learn or regain work habits and routines”.14   A 
proportion of job seekers in the pilot areas will be required to participate in either full-time 

 
9 DWP, Commissioning Strategy, February 2008, Page 10 

10 DWP, Commissioning Strategy, Annex 1, Page 32 

11 Phase 1 areas are: Birmingham and Solihull; North and East Yorkshire and Humber, Tees Valley; South Yorkshire, 
Derbyshire; Surrey and Sussex, Kent; Leicestershire and Northamptonshire, Nottinghamshire; Central London, Lambeth, 
Southwark and Wandsworth; Devon and Cornwall; South Wales Valleys, South East Wales; South West Wales, North and 
Mid Wales; Cheshire, Halton and Warrington; Black Country; Greater Manchester Central,Greater Manchester East and 
West; Coventry, and Warwickshire, The Marches, Staffordshire; Lanarkshire and East Dunbartonshire, Edinburgh, Lothian 
and the Borders, Ayrshire, Dumfries, Galloway and Inverclyde; Cambridgeshire and Suffolk, Norfolk, Lincolnshire and 
Rutland. 

Phase 2 areas are: Merseyside; Forth Valley, Fife and Tayside; Glasgow; West London; City and East London; North and 
East London; Essex; Bedfordshire and Hertfordshire; Berkshire, Buckinghamshire and Oxfordshire; Cumbria and 
Lancashire; South London; Dorset and Somerset; West of England; Gloucestershire, Wiltshire and Swindon; Hampshire 
and the Isle of Wight; Highland, Islands, Clyde Coast and Grampian; West Yorkshire; Northumbria; South Tyne and Wear 
Valley  

12 DWP, In work, better off: next steps to full employment, July 7 2007, Annex A: A Flexible New Deal, July 2007, Page 83  

13 Ibid, Annex A, Page 83 

14 DWP, Raising expectations and increasing support: reforming welfare for the future, December 2008, Page 111 
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work experience for up to six months or an alternative Jobcentre Plus-led programme that 
involves more intensive interaction with Jobcentre Plus.  However, it is not yet clear how 
the recession will impact upon both the extent and quality of available work experience 
opportunities.   

19. Part I of the Welfare Reform Bill (2009), which was published in January 2009 outlined 
details of the “Work for Your Benefit” scheme.15  DWP has stressed that this measure is 
aimed at supporting people back into work as opposed to punishing people for not finding 
employment and advisers will have the discretion to identify customers they do not believe 
would benefit from the approach being piloted.16  Furthermore, FND customers who have 
made progress but have not managed to find work, may be given the opportunity to 
remain with the FND provider voluntarily for a further six months.  

20. At this stage, it is not clear how providers, who continue to work with customers for six 
months beyond the contracted period, will be paid.  We ask DWP to clarify further 
details of how the extended, voluntary element of FND will work, particularly in terms 
of the payment structure it will operate.  

21. In August 2008, DWP published research into the impact of “workfare” policies in the 
US, Canada and Australia. It described workfare schemes as those that “mandate 
participation in unpaid work activities as a condition of receiving social assistance”.17  The 
research found that although there was limited evidence available on the impact of the 
“workfare” approach, such schemes can have a deterrent effect and encourage people to 
leave welfare before the workfare phase.18   

22. Moreover, the research also found that this approach was least effective for individuals 
with multiple barriers to work and these individuals often found it difficult to meet 
requirements to take part in unpaid work. This led to sanctions and, in the most extreme 
cases, the complete withdrawal of benefits. Furthermore, the research concluded that this 
approach was least effective in getting people into work in weak labour markets where 
unemployment is high.19 

23. Some US states have modified their programmes, moving away from large-scale, 
universal workfare programmes in preference for ‘softer’ and more flexible models that 
offer greater support to those with the most barriers to work. This includes a greater 
reliance on subsidised jobs that pay wages, rather than benefits, to participants.20  Although 
the “Work for Your Benefit” pilots have some similarities to the workfare approach, the 
Secretary of State for Work and Pensions has emphasised the differences between the two 
systems.  He has argued that DWP’s pilots will focus on providing full-time activity and 
back to work support, as opposed to the workfare approach where “people are punished 

 
15 Welfare Reform Bill (2009) , Part I – Social security, “Work for your benefit” schemes etc, 1. Schemes for assisting 

people to obtain employment: “work for your benefit” schemes etc, 17A (5) 
16 DWP, Raising expectations and increasing support: reforming welfare for the future, December 2008, Page 79  

17 Ibid, page 1 

18 DWP Research Report No 533, A comparative review of workfare programmes in the United States, Canada and 
Australia, 2008 

19 Ibid 

20 Ibid. 
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and distanced from the labour market by removing their entitlement to work search and by 
their being stigmatised.”21 

24.  DWP’s own research has found that the “workfare” approach is least effective at 
getting people into work in weak labour markets and that it is not appropriate for those 
with the most barriers to finding work. We welcome the Secretary of State’s emphasis 
on the difference between “workfare” and the “Work For Your Benefit” pilots proposed 
in the Welfare Reform Bill and we urge the Government to ensure that the piloted 
approach does not negatively impact upon the employment opportunities of those on 
the programme.  We ask the Government to publish a full evaluation of the pilot and 
we  recommend that it only proceeds with the programme if this appraisal 
demonstrates convincing proof of success.  

25. An integral part of FND will be a focus on outputs.  Representing a departure from 
previous employment programmes, which assessed the processes through which providers 
achieved their outcomes, payment under FND will be predominantly based on job 
outcomes, with an emphasis on sustainability.  Contractors’ fees will be split into three 
components.  Until January 2009, the intention had been for payments to be split as 
follows: 20% of the total contract fee to be paid through an upfront service fee, 50% for the 
job sustained for 13 weeks and 30% for a job sustained for 26 weeks out of the first 30. 
DWP contract specifications assumed that providers will place 55% of their caseloads into 
jobs sustained at 13 weeks and 50% into sustained 26-week job outcomes. Providers will be 
awarded five-year contracts with the possibility of two year extensions. 

26. In February 2009, DWP wrote to bidders to inform them of revisions to the original 
FND model.  In light of wider economic circumstances, the Department indicated that the 
payment split in the first 18 months of the contract would change to accommodate a 
higher service fee element.  Discussions will take place with bidders over what the most 
appropriate payment split would be but DWP has suggested amending the payment 
structure to 60% for outcomes and 40% as a service fee for the first 18 months of the 
programme.  Bidders will submit a revised additional bid that will account for this change 
and be considered alongside their original tender submission. 22   

27. The Committee welcomes the establishment of personalised support as proposed in 
the Flexible New Deal.  We support the use of longer contracts which should encourage 
providers to invest in staff and processes.  We note DWP’s response to the wider 
economic change and the impact this will have on the FND programme, further  details 
of which we discuss later in this report.  

Evidence base for extending contracting out  

28.  DWP has argued that there are a number of reasons for extending the role of private 
and voluntary sector providers in employment programme delivery.  The Green Paper, In 
work, better off: next steps to full employment noted that “they can bring a distinctive 
approach to service delivery based on their specialist knowledge, experience and skills.  

 
21 Welfare Reform Bill, Second Reading, Hansard, 29 Jan 2009, Column 192 

22 DWP Lettter to Bidders: ‘Phase 1 Flexible New Deal – Important Information’ from David Smith and Alan Cave, 11 
February 2009 



12     

 

 

They also offer scope to be more innovative, developing new and creative ways of working 
with customers.”23   

29. In its written evidence to the Committee, DWP highlighted the “proven track records” 
of the two sectors in delivering the personalised support required under the FND 
programme, particularly for those individuals who are considered to be furthest away from 
the labour market.24  The commissioning approach will be based on a number of principles 
including the notion that incentivising contracts for sustainable job entries should mean 
that more of their resource and effort will go into securing longer term outcomes, and that 
awarding contractors five year contracts should mean that they are more likely to invest in 
building up their business infrastructures and the staff’s expertise. 

International evidence 

30. Research has been undertaken into international experiences of contracting out 
employability programmes and this has produced some evidence to demonstrate that 
contracting out can improve efficiency and cost effectiveness.  The Policy Exchange 
published a report in April 2008, which acknowledged the difficulty in quantifying the 
success of contracting out, but suggested that international examples indicated the 
potential for considerable benefits.  Highlighting the experiences of Wisconsin, which saw 
claimant on-flows fall by 80% over three years, and Australia, which reduced the costs of 
job placements by half, the Policy Exchange concluded that:  

“If the UK were a quarter as successful over the long run we could hope to see 
savings in the annual budget for Incapacity Benefit of over £1 billion and of the order 
of £300 million on lone parents with children over seven […] If DWP’s placement 
costs are proportionate to those in Australia and savings were a quarter of those in 
Australia the British taxpayer could save around £¼ billion annually on operating 
costs alone”.25  

31. More recent research by Professor Dan Finn for the Joseph Rowntree Foundation 
examined systems in Australia and the Netherlands and found that national evaluations 
had reported improvements in the short-term job prospects of customers of between five 
and 10%.   Further benefits were evident in the cost-efficiency gains achieved in both 
countries following marketisation – although the research concluded that “relatively little is 
known about how far these gains have been offset by reduced services and high transaction 
costs for the purchaser, providers and service users”.26   

The Netherlands 

32. The Committee visited the Netherlands as part of its inquiry and met with policy 
makers and programme providers to discuss the development of the “Reintegration 

 
23 DWP, In work, better off: next steps to full employment, July 2007, Chapter 5, Page 59 

24 Ev 62, Paras 2.2 – 2.4 

25 Paying for Success: How to make contracting out work in employment services, 14 April 2008,  Page 8 

26 Finn, D (2008) Lessons from contracting out welfare to work programmes in Australia and the Netherlands, Joseph 
Rowntree Foundation, November 2008 
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Market”, which delivers the country’s mixed economy of employment programmes.  We 
were told by the Ministry of Social Affairs and Employment, which stewards the market at 
a national level, that the annual reintegration budget is currently €1.8 bn, about 50% of 
which is used to fund private delivery of programmes.  We also met with Boaborea, a 
membership organisation that represents 150 of the largest Dutch reintegration companies.  
Its Chairman, Kick van der Pol, told us that the advantages of the system were that it set 
clear targets and that contracts were based on a “no cure, no pay” or “no cure, less pay” 
basis, so private companies only profited if they reached their targets. Competition had also 
driven down costs and there was evidence that the system had stimulated specialisation.  

UK evidence: effectiveness of Jobcentre Plus versus external contractors 

33. We noted the claim that there was some international evidence of increased cost 
effectiveness flowing from marketisation; we could not however substantiate this with 
conclusive evidence from the UK.  Leonard Cheshire, Highland Employment Network, 
Child Poverty Action Group, the Trades Union Congress (TUC) and Public and 
Commercial Services Union (PCS) suggested that evidence from the UK did not support a 
move towards greater contracting out of employment provision.  The TUC and PCS in 
particular claimed that Jobcentre Plus (JCP) had an excellent record in delivering 
employment programmes and they did not support the escalation of private and voluntary 
sector involvement.  This view was supported by recent research on the contracting out of 
employment provision undertaken by Cardiff University, which concluded that: 

“It is simply not true that either the private or the third sector has a consistently 
better record in the provision of employment services than in-house staff.  Whenever 
Jobcentre Plus has been allowed the same flexibilities and funding as private sector 
companies or charitable organisations it has been able to match, if not surpass, the 
performance of contractors.”27   

34. Professor Paul Gregg’s recent report on conditionality in the benefits system 
acknowledged that Jobcentre Plus was not given the same flexibilities that were afforded  
private and voluntary sector contractors and concluded that this makes it difficult to 
compare the value and success of public-led versus contracted out provision.  The report 
suggested that following the evaluation of the current Jobcentre Plus adviser flexibility 
pilots (which started in September 2008 and are piloting increased discretion for Personal 
Advisers within the current fixed budgets), DWP should start to build an evidence base to 
determine the value of its delivery model.28 

35. On 10 December 2008, the Committee took oral evidence from the Minister for 
Welfare Reform and Employment, Rt Hon Tony McNulty MP, who accepted that “the 
evidence base for public provision versus private and voluntary provision is limited” and 
that comparisons between the two demonstrate very little difference between the outcomes 
achieved by the public sector to that of the private and voluntary sectors.29  However, the 

 
27 Davies, S (2008) Contracting out employment services to the third and private sectors: A critique, Page 158 

28 Gregg, P (2008) Realising Potential: A Vision for Personalised Conditionality and Support, An independent report to the 
Department for Work and Pensions 

29 Q186 



14     

 

 

Minister argued that the move towards greater contracting out would allow DWP to draw 
on the “significant expertise” of the private and voluntary sector, whilst allowing Jobcentre 
Plus to concentrate on delivering the other aspects of the Jobseeker’s regime and its other 
areas of responsibility.30   

36. There are international examples which demonstrate the value of marketisation in 
welfare to work provision but there is limited evidence from the UK.  We reiterate the 
request we made to DWP in our report on the Government’s employment strategy, that 
it assess the relative performance of the public, private and voluntary sectors.  We also 
support Professor Gregg’s recommendation that DWP use information from the 
adviser flexibility pilots to evaluate the benefits of public sector led provision compared 
to contracted out programmes.   

Prime Contractor model 

37. As outlined above, FND will be delivered by prime contractors using longer and larger 
contracts than previously offered by DWP.  This represents a major reorganisation of 
DWP’s contracted provision with the private and voluntary sectors.  DWP told us that, as 
of April 2008, the majority of its welfare to work expenditure was made with 
approximately 30 organisations and overall it had 1419 welfare to work contracts with over 
580 contractors.31   The move towards prime contractor relationships will reduce the 
numbers of contracts that DWP directly oversees and as a consequence is expected to 
reduce administrative complexity and costs for the Department.  Prime contractors will 
operate using a “black box approach” that rewards job outcomes rather than specific 
services delivered.  DWP hopes this will give its contractors the flexibility to deliver 
innovative programmes in partnership with a supply chain of subcontractors.  However, 
there will be no obligation for prime contractors to sustain a supply chain and they will be 
free to deliver directly all or selected aspects of the Flexible New Deal programme 
themselves.  Any prime contractors that delivered an entire programme would effectively 
operate as a “sole contractor”. 

38. The Department is not entering new territory by establishing a prime contractor model 
to deliver the FND.  Both the original New Deal and Employment Zones are led by top tier 
providers across large areas who work with subcontractors to provide welfare to work 
services.  There was considerable support in the written evidence for the prime contractor 
model. Work Directions noted that larger contracts would “increase economies of scale 
and value for money”, whilst Stephen Bubb from the Association of Chief Executives of 
Voluntary Organisations (ACEVO) commented that: 

“The prime contractor model offers huge opportunities for the [voluntary] sector if it 
works well.  The conclusion of the Freud Report, which is moving from Jobcentre 
Plus, helping people in their first year of unemployment but actually using the skills 
of the third and private sector for people beyond that is the right approach”.32   

 
30 Ibid. 

31 Ev 64 para 3.8 

32 Q75 
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39. Other organisations did not share the confidence that this model would improve the 
market or enrich the support available locally to customers.  Leonard Cheshire Disability 
Supported Employment Service expected the model to lead to the “complete loss of the 
competitive market, to the detriment of small specialist existing providers, as well as the 
removal of customer choice and control.”33  

40. The Social Market Foundation’s (SMF) report, The Flexible New Deal: Making it work, 
examined the prime contractor model and concluded that this is the best approach, 
providing that the market operates transparently and fairly – if it does not, SMF conclude 
that the structure “will create pervasive market failures in the form of monopsony power of 
prime contractors, resulting from their unique position as buyers of sub-contracting 
services in each area; and asymmetric information between primes and subcontractors 
about the natures of clients being passed on.”34 The relationship between prime and 
subcontractors is explored in greater detail later in this report. 

41. In summary, the evidence we received was mixed; there was considerable support for a 
prime contractor approach, operating longer contracts with payments based on outputs, 
but this was set against concern that valuable, local specialist provision might be “squeezed 
out” of the delivery landscape.  We have previously examined this issue in our report on 
the Government’s Employment Strategy and concluded that prime contractors must not 
be allowed to become sole contractors and should be appropriately reprimanded for 
under-performance.35 

42. The move towards longer and larger contracts has the potential to create a less 
complex, more manageable employment programme for DWP.  However, the 
Committee has seen first hand on many occasions the value that local specialist 
provision can have in helping the long term unemployed back into work.  We 
recommend that in monitoring the first phase of Flexible New Deal, DWP assesses the 
impact that sub contracting arrangements have had on such specialist local provision as 
well as upon the services provided and the quality and range of available provision 
within contract areas. 

43. We welcome the Government’s stated intention in the Welfare Reform Green paper 
to see greater local input in the contracting process in future commissioning and we 
look forward to receiving further details. 

The “black box” approach 

44. DWP has committed to using a “black box” approach to commissioning its 
employment programmes in which providers are asked to deliver specific outcomes 
(usually jobs) but are able to decide themselves how best to achieve them.  Rob Wormald, 
Head of Commercial Employment Division at DWP, explained that the Department was: 

 
33 Ev 58, para 18 

34 The Social Market Foundation, The Flexible New Deal: Making it work, September 2008 

35 Work and Pensions Committee, Third Report Session 2006-07, The Government’s Employment Strategy, para 50 
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“deliberately trying not to get involved in the detail of what our suppliers do by the 
whole approach of flexible New Deal being a “black box”, so we are concerned with 
what works and we want to pay for outcomes that are achieved.”36   

45.  The Association of Learning Providers (ALP) was encouraged by DWP’s concept of a 
black box approach to FND which it believed “will foster an increased culture of 
innovation”.37 Other organisations including the Policy Exchange and the Local 
Government Association agreed that this was the right approach.38  

46. However, in evidence to the Committee, Rob Wormald from DWP, outlined some of 
the details of the contract management, which suggested a focus on process that is not in 
keeping with a black box approach: 

“The contract management teams that I manage will be working with each 
individual provider looking at their own internal management information and 
looking at how they are operating against the sets of processes and objectives they 
have assured us they are going to operate in making their bid to us, which we have 
then accepted.  We also have Ofsted and Estyn who will be undertaking independent 
assurance of the quality of what is being provided against their own inspection 
frameworks so we have got assurance that the quality of the systems that the 
providers are using are also up to the levels that are viewed as being acceptable.”39 

47. Ian Mulheirn from the SMF suggested that some prescription would be necessary in 
order for the FND programme to operate fairly and transparently:  

“One way to look at it is that if you have a pure black box approach with no 
constraints on what providers do, then there is obviously a tendency to focus all our 
resources on the marginal person, get the next person into work and park the rest of 
the hardest to help.  It depends what you think of as taxpayer value for money.”40   

48. DWP has already specified some activities which providers must make available to 
every customer on FND including an initial assessment of their barriers and needs; the 
agreement and regular review of a personalised work focused action plan; and information 
about their rights and responsibilities on the programme.  

49. We endorse the 'black box' approach, which represents a move from 'one size fits all' 
to employability services customised to the needs of the individual job seeker. Like 
DWP, we hope to see the prime contractors developing more innovative and effective 
ways of helping customers back to work.  Although the services customers receive will 
vary significantly as part of the 'black box' approach, we understand that DWP needs to 
ensure that contractors have in place good systems that sit behind these services to 
assure quality of delivery and attention to customer entitlements. At the same time, it is 
important that contract management is in keeping with the “black box” approach and 

 
36 Q207 

37 Ev 115 para 18 

38 Ev 155 

39 Q233 
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we urge DWP to ensure its system remains focused on measuring the outcomes 
providers deliver, rather than the processes by which they are achieved. 

Transitional arrangements for existing DWP contractors 

50. On 30 July 2008, DWP published Flexible New Deal - Phase One Invitation to Tender 
Provision Specification and Supporting Information.  In it, DWP highlighted that during  
the transition from the existing New Deals to the enhanced JSA regime, there will be a 
number of customers unemployed for between 6 and 18 months in April 2009 caught 
between the two regimes.  

51. In previous New Deal recontracting periods, we were told that uncertainty over 
contracting arrangements had had an impact on performance. During its second evidence 
session with providers the Committee was informed of the considerable concerns that 
existing providers had about the lack of details on the transitional arrangements.  Robert 
Murdoch, Executive Director at A4e told us that the delay was “a big issue for the 
industry”, whilst Austin Hardie, Operations Director at the Wise Group said: 

“As a current provider of services under New Deal, as a prime contractor, details 
from DWP have been virtually non-existent […]We have got staff members across 
all of our operations absolutely worried about their jobs, worried about what they are 
going to be doing after April and we have got a real problem facing us in terms of the 
dilution of existing provision to deal with customers’ needs, and if we do not get 
some certainty soon organisations are going to start making their own decisions 
about how to deliver that provision and they will not be decisions, I would suggest, 
that DWP will be massively happy with, because they cannot run services in that type 
of  uncertainty.” 41   

52. On 5 November 2008, the DWP published a statement on its website which 
acknowledged that the transition strategy “has taken longer than anticipated” but pledged 
to maintain referrals to current programmes to Friday 26 June 2009.  Alan Cave, Delivery 
Director in DWP’s Work Welfare and Equality Group, assured us that following this 
announcement, the Department has received “very positive feedback from those providers 
who previously expressed great worries” about the transitional arrangements to FND.42 

53. The Committee shares the concerns of witnesses that DWP has yet to publish its 
transition strategy for current programmes in advance of the introduction of Flexible 
New Deal.  We welcome the efforts that the Department has made since our evidence 
session to assure providers that transition will be as seamless as possible but we are 
disappointed that the strategy has still not been published.  We urge DWP to publish 
detailed arrangements as soon as possible to allow providers adequate time to prepare 
for changes and to ensure that the transitional arrangements are in place earlier for the 
second phase of contracting out FND provision. 

 
41 Q148 

42 Q189 
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3 Changing economic conditions 
54. The tender process for FND is well underway; the Invitation to Tender was published 
in July 2008 with the deadline for submissions on 12 November 2008. Originally, preferred 
bidders were going to be notified on 9 February 2009 and contracts were due to commence 
around 13 April 2009.43  However, in light of the recession, DWP has now revised the FND 
timetable.  In order to allow time for bidders to amend their bids in response to the 
significant increase in the number of people expected to be claiming JSA, there will be a 
short pause in the tender process.  As a result, preferred bidders will now be notified in 
April and contracts will be awarded by the end of May.  DWP are still optimistic that 
service delivery will commence in October but it has acknowledged that, in some areas, 
providers may need more time before they are ready to begin delivery.44  The Committee 
received a significant amount of evidence which suggested that as the UK’s economy 
continues to contract, the basic assumptions on which the FND model is based will require 
considerable revision.  

55. The Committee welcomes the fact that DWP is responding to the recession by 
revising the FND model.  However, we are concerned that in some areas providers may 
not be ready to deliver the service by October 2009, as previously envisaged.  We ask 
DWP to set out clearly what contingency plans it has in place for services in these areas.  
It is crucial that customers are not disadvantaged because of delays in the contracting 
process. 

Economic downturn and the UK labour market  

56. The most recent unemployment figures from the UK Statistics Authority illustrated the 
impact economic decline is having on the labour market and the claimant count.  The 
employment rate for people of working age was 74.1% for the three months to December 
2008, whilst the unemployment rate was 6.3% over the same period, up 0.4% over the 
previous quarter and up 1.1 over the year. 45  

57. The number of unemployed people had increased by 146,000 over the quarter and by 
369,000 over the year, to reach 1.97 million (the highest figure since the three months to 
August 1997). This was accompanied by a claimant count of 1.23 million in January 2009 
(the highest figure since July 1999), this is a rise of 73,800 over the previous month and up 
438,100 over the year.  The number of job vacancies continued to fall with 504,000 job 
vacancies in the three months to January 2009, which was down 76,000 over the previous 
quarter and down 179,000 over the year. This is the lowest figure since comparable records 
began in 2001.  The charts below were taken from National Statistics online and illustrate 
the drop in the working age employment rate and the growth in unemployment.46 

 
43 Ev 62, para 1.4 

44 DWP Lettter to Bidders: ‘Phase 1 Flexible New Deal – Important Information’ from David Smith and Alan Cave, 11 
February 2009 

45 Adapted from National Statistics online,  Labour Market Statistics First Release,11 February 2009 

46 Ibid 
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58. The charts show that there has been a significant drop in the employment rate whilst 
the unemployment count has risen considerably since March 2008, when DWP first 
published its Provision Specification and Supporting Information outlining the indicative 
budget and expected customer on-flows for FND.   

59. The Government has already responded to the impact of macroeconomic change on 
the labour market, and subsequently the claimant count, by announcing an increase of 
£1.3billion to DWP’s budget in the Pre-Budget Report (PBR).  It has yet to give the full 
details of how the additional money will be allocated but some will be spent on an increase 
of 6,000 frontline Jobcentre Plus staff. 47 This takes the total increase of full time equivalents 
in Jobcentre Plus in the year to March 2009 to 8,000.48 The PBR also announced a 
moratorium on planned Jobcentre Plus closures which the Minister told us would help to 
ensure the “capacity of the Jobcentre Plus network to cope” in a recession.49   

60. On January 12 2009, the Government announced that job seekers who find themselves 
unemployed for more than six months will be guaranteed more support, so that they can 
get back into work.  £0.5bn will be invested by DWP and DIUS over two years, to provide 
more intensive and personalised support, including: “Employers’ Golden Hellos” of up to 
£2500 to incentivise employers to recruit and train unemployed people; additional funding 

 
47 HM Treasury, Pre-Budget Report 2008: Facing global challenges: supporting people through difficult times, 24 

November 2008, Page 92 
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for training places to help unemployed people acquire new skills; work-focused 
volunteering options: opportunities to volunteer to help people back into work habits; and 
help to set up a business, such as advice on creating a business plan, plus funding for the 
first months of trading.50 

61. On 29 January 2009, the Minister for Children, Young People and Families, Rt Hon 
Beverley Hughes MP, announced that by 2010, the Government wanted to reduce the 
proportion of young people not in education, employment or training (NEET) from 7% to 
2%.  To this end, the Government will guarantee every teenager a suitable place in learning 
when they leave compulsory education at 16; it will also legislate to raise the education 
leaving age to 18 and take steps to broaden the mix of learning available to include 
diplomas and more apprenticeships.  Furthermore, the Minister said that 18 year olds who 
have been NEET for over 6 months are to be fast-tracked through the New Deal from April 
2009.51 

62. The Committee welcomes most of the Government’s efforts to reduce the number 
of young people who are not in education, employment or training (NEET).  We also 
endorse  the Pre-Budget Report announcement of an increase in DWP’s budget, extra 
frontline Jobcentre Plus staff and a moratorium on Jobcentre Plus office closures. We 
look forward to receiving further details of how this money will be spent and to what 
extent these various increases in support apply to different parts of the UK.  We will 
monitor the impact of the measures announced in the Pre-Budget Report.  

Impact on Flexible New Deal 

63. We heard concerns that the rising claimant count is likely to increase pressure on 
Jobcentre Plus resources as the new Jobseeker’s Allowance regime is introduced.  During 
the first three stages, Jobcentre Plus staff will be dealing with an increase in customers 
through its door along with managing the introduction of ways of working with JSA clients 
across the three stages of the new regime.  This, along with the recent introduction of the 
Employment and Support Allowance will require significant investment by the 
Department and its staff. The announcements made in the Pre-Budget Report should help 
to increase Jobcentre Plus’ capacity and this is an issue the Committee will return to later 
this year.  

64. It is clear that a recession will impact upon the Flexible New Deal both in terms of the 
viability of the financial model and the anticipated numbers of on-flows to the programme.  
A number of organisations suggested that unless adjustments are made to the model, its 
chances of success will diminish and the threat of market failure will become greater. 

 
50 DWP press release: 12 January 2009 – Guaranteed extra help for people unemployed for six months – New package of 

intensive support plus access to "Employers’ Golden Hellos", new training places and cash to start-up your own 
business 

51 See speech: ‘Young people not in education, employment or training’ by Beverley Hughes , 29 January 2009 , City of 
London 
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Budget  

65. The Phase One Flexible New Deal Invitation to Tender document indicated to bidders 
that the Department expected the average annual budget of FND in the fourteen areas in 
phase one to be £236.59million.  

66. Providers will be given targets to help 55% of participants to achieve short job 
outcomes (13 weeks) and 50% to achieve sustained job outcomes (26 weeks).  However, 
DWP told us: 

“We recognise that the economic circumstances looking ahead may be different to 
those we expected when we started to procure the Flexible New Deal in Spring 2008 
and when we published the Invitation to Tender in July 2008.”52 

67. DWP has since said it accepts that its performance expectations may not be possible 
during the early stage of the contracts, or in every labour market, and it has asked potential 
providers to review their performance offers.  However, DWP will maintain the 55% and 
50% targets as their goal.53 

68. In order for the employment programme market to operate effectively, providers 
delivering FND need to be sufficiently resourced to sustain the service level required to 
achieve their targets, whilst also being able to generate a profit or a surplus.  We asked 
providers what they believed to be a reasonable margin of profit to which we received a 
range of answers from 5 to 15%.54  However, looking at the proposed budget and on flows 
for FND, which do not account for the recent increases in the JSA claimant count as a 
result of economic change, some organisations, such as Serco and the Wise Group, inferred 
that this will be very difficult to achieve.55  We asked about the Department’s own view on 
the margin of profit providers should be aiming for and Alan Cave, Director of the Work, 
Welfare and Equality Group, emphasised the importance for DWP of maintaining 
neutrality in this area: 

“We do not have a view on what the profit level should be.  What we are trying to 
create here is a more competitive market, and we are inviting bidders to give their 
best estimate of what performance they can achieve within the budget, and therefore 
that sets a price.  Some will do better than others and, by degree therefore, there will 
be competition and the level of profit will come out of that.”56   

69. Based on the indicative budget and the expected on-flows provided above, the Centre 
for Economic and Social Inclusion has calculated the average unit cost per claimant on 
FND to be £1,530, which it argued will be insufficient to deliver the performance 
expectations that DWP has set if the claimant count continues to rise.   It estimated that in 
order to achieve FND targets, an additional £1 billion could be needed in 2009/10: 

 
52 Ev 159 

53 DWP Letter to Bidders: ‘Phase 1 Flexible New Deal – Important Information’ from David Smith and Alan Cave, 11 
February 2009 
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“This is based on two main assumptions.  First, the percentage of JSA claimants 
becoming long term unemployed will increase despite efforts.  It may hit 25% of new 
claimants as it did in 1992, meaning there could be around 600,000 people becoming 
long term unemployed.  Second, the assumed unit price for FND of £1,530 per start 
is unrealistically low and should be increased to around £2,200.” 57  

70. We asked the Minister whether DWP believed £1,530 per client would be enough and 
he said:  

“That figure is in there because, not surprisingly, we think it is sufficient […] within 
that we will need to try and personalise and tailor the support for each individual, so 
it will be difficult, but we have not put a figure in just to under-resource it so that the 
whole contract falls down.  We think that is ample and it is significantly more than 
what has been afforded in the area in the past.”58 

71. DWP has since confirmed that it expects the unit costs to remain the same.  In 
February 2009, the Department wrote to providers to say it expected an average of £1,529 
per start to be maintained, despite the economic downturn.59  

72. A number of organisations have suggested that the indicative budget for Flexible 
New Deal (FND) is not enough to deliver the outcomes that DWP expects, particularly 
given the current economic climate.  The budget for FND is likely to be further 
stretched as more people enter the long term unemployment claimant count.  Under-
funding threatens the viability of FND and increases the risk of the most vulnerable 
receiving insufficient support. We call on DWP to re-examine the FND financial model 
in the light of the current rise in worklessness. 

Are the Flexible New Deal targets realistic? 

73. Notwithstanding changes to the wider economy, we heard from organisations which 
argued that the current budget for FND will not allow providers to achieve the targets the 
Department has set.  DWP has made it clear that it expects “a step-change” in performance 
compared to its previous contracts but we have been told that the challenge that has been 
set by FND, particularly in light of current economic circumstances, could be 
insurmountable.   

74. DWP provided us with the latest estimates available of the unit costs of its existing 
programmes, which are based on the 2005-06 financial year. These estimates are from 
DWP internal analysis of the costs and benefits of employment programmes of which a 
selection are detailed below:60 

 

 
57 A time for urgent measures, Working Brief, Inclusion, October 2008 
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75. The figures show a significant difference between cost per participant and cost per job 
on different programmes.  DWP has previously said that given the profile of customers and 
the flexibility that will be included in FND the most comparable existing programme 
would be the Employment Zone.  Using the figures DWP provided above we can see that 
FND providers will have more money to spend per participant than is currently spent on 
the average Employment Zone (EZ) participant.  However the FND programme will be 
mandatory over 12 months, compared to EZ on which mandatory participation only lasts 
for six months.  

76. Using DWP performance data, Serco submitted evidence which examined the 
outcomes of the different DWP programmes and concluded that most programmes 
achieved nowhere near the expectations of FND.  It explained that: 

“Employment Zones, widely acknowledged to be among the top performing welfare 
to work programmes in the world, are, at best, averaging 80% sustainability at 13 
weeks. Coupled with 50% starts to jobs this is equivalent to 40% of programme starts 
achieving 13 week outcomes.  

Flexible New Deal has a target of a ‘step-change’ in performance on employment 
programmes. ‘Step change’ on current targets implies a 37.5% increase in 
performance from the best current programmes.” 61 

 

 
61 Ev 168 

Cost effectiveness measures
 

2005-06 
Participants

 
Cost per gross
job entry 

Cost per participant

Jobseekers 
NDYP 236,200 £2,619 £866 
ND25+ 127,900 £3,532 £983 
ND50+ 61,720 £435 £133 
Lone Parents and Partners 
NDLP 212,620 £841 £365 
NDP 4,230 £2,296 £1,107 
Disability Programmes 
NDDP 65,980 £2,372 £1,136 
Pathways to Work (7 JCP 
districts) 69,369 £2,434 £492 

Employment Zones 
EZ NDYP 11,570 £4,283 £1,296 
EZ ND25+ 27,670 £4,688 £1,167 
    
EZ NDLP 10,970 £3,952 £1,265 
PSL NDYP 17,931 £3,224 £1,177 
PSL ND25+ 13,753 £4,625 £1,177 
 

Workstep 18,569 £4,813 £3,725
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77. As the bidding process for FND is so closely tied to outcomes, Serco suggested that 
there is a real risk that providers are likely to ‘overbid’ in terms of the outcomes they 
predict they will achieve. Subsequently, if providers cannot achieve their predicted 
outcomes there is a real danger that some will reduce services and some will fail.   

78. We asked the Minister whether he believed the targets were appropriate, particularly 
given the economic situation, and he confirmed that whilst the targets are challenging the 
Department believes they are set at the right level “for what should be achieved over the life 
of the contract”.62  

79. It is right that DWP should attach challenging targets to the Flexible New Deal 
(FND) programme but it is important that these are realistic.  Evidence to us suggested 
that the FND targets would require a 37.5% improvement in job outcome performance 
over what has been achieved by DWP contractors in the past and this is to be done with 
a significant reduction in funding compared to the best performing DWP programmes.  
We ask DWP to set out its evidence base for the respective 55% and 50% targets for 
short and sustained job outcomes, stating how quickly it assumes providers will reach 
those performance levels and what contingency plans it has for intervening where 
providers are not achieving their projected job outcomes. 
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  Best Current 
Provision (EZ) 

 FND Targets  % difference 

 Starts to Jobs 50% - - 
 Starts to 13 week

outcomes 40% 55% +37.5% 

 Starts to 26 week
employment 
outcomes 

- 50%
 

-
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On-flows 

80. Recent evidence from the DWP highlighted a steady decrease in on-flows until 2008, 
when numbers began to increase dramatically:  

 

 

 

 

 

 

 

 

 

 

 

 

81. Under the existing budget, a rise in on-flows could have serious implications for the 
programme.  A significant increase would stretch the capacity of providers to deliver the 
step change in service that DWP expects; staff are likely to have less time to spend with 
individual clients and less money to develop personalised packages of support. These 
concerns were raised by Reed in Partnership, Work Directions and Yes Minister Ltd in 
written evidence, who all believed that an economic downturn is likely to lead to more long 
term unemployment and therefore increased on-flows for FND.  With higher caseloads 
and less vacancies there is also a risk that providers will concentrate their efforts on those 
most likely to find work whilst “parking” the rest.  This issue is explored in more detail in 
the next chapter. 

82. Although the Minister said that “there are no projections that say a pool of longer term 
unemployed is going to grow along the same sort of trend as unemployment is at the 
moment”63, the Social Market Foundation’s Director, Ian Mulheirn told us that SMF 
expect long term unemployment and caseload numbers to “rise very substantially by three 
or four times”.64  Using basic econometric modelling techniques, SMF examined historical 
data from previous declines in the UK economy and recent projections of economic 
growth from the IMF and the Economic Intelligence Unit.  Commenting on their 
estimations of a significant rise in the long term unemployment count, Ian Mulheirn said:  
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“When you put that in the context of rules that the DWP sets to have interventions 
for every client that comes through the door, an increase in the case load will have a 
massive impact on the amount of money that prime contractors have to spend on 
each client.” 65  

83. A rise in long term unemployment is not the only threat posed by the contracting 
labour market. DWP’s Provisions Specification and Supporting Information document 
which accompanied the FND Invitation to Tender highlighted the significant impact a rise 
in short-term JSA claims would have on the programme: 

“The high volume of short claims means that even small changes in the speed that 
customers find jobs and end their Jobseeker’s Allowance claims could have a 
significant affect on the number of customers who will start the Flexible New Deal. 
For example, if the proportion of customers reaching 12 months on Jobseeker’s 
Allowance increased (decreased) by just two percentage points then the number of 
customers starting the Flexible New Deal could increase (decrease) by 45,000 
nationally.”66 

84. DWP wrote to providers on 30 January 2009 to say that it now expects the number of 
starts on FND to increase substantially.  DWP said: 

“we now believe it is possible that customer volumes in each of the contract 
packages, by the time the Phase 1 contracts go live in October 2009, could be up to 
300% higher than those published in the original ITT.  Furthermore, we anticipate 
that these higher volumes are likely to be sustained for at least the initial period of the 
contracts and we would expect fundamentally to review these at the 18 month point 
(or earlier if necessary) […] there will [therefore] be a short pause in the competition 
to enable us to jointly consider the contract.  We remain committed to beginning 
delivery of FND phase 1 in October 2009.”67 

85. DWP has now said it expects on-flows to be  up to 300% higher than it had  
originally forecast.  We call on the Department to explain, as a matter of urgency, how 
it will ensure that the contracts remain viable and that the programme goes ahead as 
planned in October 2009. 

86. DWP’s revised projection of the number of people coming onto FND is now in line 
with those made by some witnesses to our inquiry.  We ask DWP to explain how it will 
resolve the concerns raised by some providers about the potentially negative impact 
large increases in on-flows might have on service quality.      

87. The Committee has endorsed the principles of FND in this report.  As a programme 
that provides more personalised support delivered through large-scale, longer contracts 
it has the potential to offer better support for the long term unemployed than is 
currently available.  We welcome DWP’s recognition that changes must be made to 
FND to account for the economic downturn but remain unconvinced, given the 
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massive increase in predicted on-flows, that the existing budget will be sufficient to 
deliver the programme effectively. 
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4 Tackling long term unemployment 
88. The core objective of FND will be to provide help to customers, who have been 
claiming Jobseeker’s Allowance (JSA) for more than 12 months to find employment. This 
chapter considers the likely efficacy of FND and the factors which might affect DWP 
achieving its aim of getting more long term unemployed people into work.   

Profiling the long term unemployed 

89. According to DWP, 8% of JSA claimants are still on the benefit after 12 months: 

 

 

 

 

 

 

 

 

 

 

 

 

90.   Research has been conducted to try and assess whether certain individuals are more 
likely to be unemployed for over 12 months.  In 2004, the Office of National Statistics 
undertook an analysis of the characteristics of the short and long term unemployed (as 
defined by the ILO) and found that certain groups are more likely to be long term 
unemployed than others.68  The research concluded that older men, disabled people and 
people with low qualifications are disproportionately represented in the long term 
unemployed cohort.69    

91. As the economy goes into a decline we heard evidence to suggest that those who find 
themselves out of work for longer periods are likely to receive less support.  SMF’s Ian 
Mulheirn told us that: 

 
68 ILO definition of unemployment uses the following criteria the individual is without a job; and is available to start 

work in the two weeks following their LFS interview; and either looked for work in the four weeks before interview, 
or is waiting to start a job that has already been obtained. 

69 Office of National Statistics, Characteristics of the short-term and long term unemployed, Analysis in Brief, April 2004 
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“In terms of the caseload of Flexible New Deal, the harder to help 50% are probably 
going to find themselves getting less help than under current programmes.  The 
Government is trying to do a lot of things to make providers agree to focus on these 
people, but, particularly in a downturn […] it is simply not going to happen.”70 

92. DWP has said that there will be some groups who will qualify for early entry to stage 3 
of the new regime and has identified cohorts that are more susceptible to becoming long 
term unemployed as eligible for “fast-tracking” to stage 3.71 There was considerable support 
for the fast-tracking process in the evidence to this inquiry, particularly from providers, 
such as Serco and the Wise Group.   

93. The Association of Learning Providers went further suggesting there was a case for 
bringing FND provision forward from 12 months to 6 months for all claimants. It 
questioned the decision to leave intensive support until stage 4 of the new regime saying 
that “the rationale for this amount of time is not clear, particularly given that good results 
have been achieved with a six-month hand-off under New Deal.”72 

94. Research has indicated that certain groups are more likely to become long term 
unemployed than others. We welcome DWP’s decision to include a fast-track to stage 3 
of the new Jobseeker’s Allowance regime, so that the most vulnerable are moved 
towards directed job search earlier.  However, this still means that those individuals 
must wait a further six months before they receive the intensive support available under 
the Flexible New Deal.  DWP should monitor the numbers and the profile of those 
being fast-tracked to stage 3 during phase 1 of the new programme, looking 
particularly at the proportion of those who then continue on to stage 4.  If the 
proportion is significant, we recommend that DWP extends the fast-tracking from 
stage 3 to stage 4 in the second phase of FND. DWP should also profile the 45% of 
customers who do not find work and assess the barriers to these people finding 
employment. 

Changing profile of Jobseeker’s Allowance claimants 

95.  The number of claimants in the New Deal groups in January 2009 was 93,700, up 4,600 
on the previous month.73  As part of the Government’s welfare reforms there were a 
number of significant changes to the benefits system in 2008, which will change the profile 
of the economically active claimant and subsequently we are likely to see an increase in the 
number of people who become long term unemployed.   

96. In October last year, Incapacity Benefit (IB) was replaced by the new Employment and 
Support Allowance (ESA) for new claimants.  Under the new rules, individuals will 
undertake a Work Capability Assessment (WCA) to determine their eligibility for ESA and 
it is expected that around 60,000 more people a year will fail the WCA than failed the 
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71 DWP, Flexible New Deal – Phase One Invitation to Tender, Provision Specification and Supporting Information, 30 July 
2008, Page 67, Para. 2.4 
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Personal Capability Assessment under the previous incapacity benefit regime.74 Those who 
fail will claim JSA instead and be fast-tracked to stage 3 of the new regime. From 2010, 
existing IB claimants will be reassessed and either transferred to ESA or moved onto JSA. 

97. In November 2008, new criteria were introduced reducing the amount of time lone 
parents can claim Income Support (IS).  Under the old rules, lone parents could claim IS 
until their youngest child reached 16. As a result of the changes, those lone parents whose 
children are aged 12 and over will move off IS and onto JSA. The Explanatory 
Memorandum for The Social Security (Lone Parents and Miscellaneous Amendments) 
Regulations 2008 indicated that around 135,000 lone parents would move onto JSA as a 
result of the changes. By October 2010 the new rules will apply to all lone parents whose 
youngest child is seven.75   

98. Work Directions argued that it was difficult for providers to predict the resultant 
increase in on-flows to FND following the changes to IS and the introduction of ESA and 
suggested that this could affect the quality of the service available: 

“With a capped contract value, the increased flows of clients (and the pressure on 
infrastructure) will not be compensated for, e.g. providers are being asked to take on 
the risk that they may have to work with considerably more clients than projected 
but with no additional payment. This could potentially lead to a declining quality of 
individual service as advisor caseloads get larger, offices get more crowded, and 
discretionary spending becomes squeezed.”76    

99. Ian Mulheirn from the SMF agreed and argued that DWP needs to improve the 
information it provides to contractors during the bidding process to ensure that their 
financial planning is as accurate as possible.  Without this, he suggested that DWP is 
expecting providers to “pin the tail on the donkey”, which increases the threat of contract 
insolvency and subsequently market failure.77   

100. Recent reforms in the benefits system mean that the profile of JSA claimants is 
changing.  Further amendments will be made to the rules for Income Support and 
existing Incapacity Benefit claimants will be transferred to ESA or JSA over the course 
of phase 1 FND, which is likely to increase the on-flow of customers to the programme 
and the numbers of customers with significant barriers to employment.   

101. We are concerned that some providers do not think DWP has provided adequate 
information about the impact of policy changes on on-flows.  We urge the Department 
to ensure that it provides as much information as possible on impacts of policy 
developments on the FND programme to providers and the Committee.  This will allow 
providers to incorporate these assumptions into their financial planning.  Changes to 
the profiles of JSA claimants may have significant implications for the ability of 
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contractors to achieve the higher job entry and job sustainability rates expected under 
FND – even before taking account of the deteriorating labour market situation. 

Risks of “creaming” and “parking” on the Flexible New Deal 

102. We received a significant amount of evidence to suggest that FND will fail to tackle 
long term unemployment unless the payment structure encourages providers to work with 
all customers not just those considered closer to the labour market.  

103. The tendency for providers to “cream” and “park” customers and how to prevent this 
has been considered at length by the Department, academics, think tanks and this 
Committee in the past.  “Creaming” is the practice of providers selecting those customers 
who are considered closer to the labour market so as to increase the likelihood of 
programme success and “parking” occurs when providers provide little or no assistance to 
those customers they consider to have low employment probabilities. 

104. In December 2007, DWP published an evidence paper for FND, which stated that 
programmes which focus on “hard outcomes” (i.e. jobs) are likely to result in parking. It 
concluded that: 

“parking represents a greater risk than creaming in the flexible New Deal model 
because providers cannot influence who joins the flexible New Deal stage, therefore 
providers do not have the freedom to take on only the job seekers most likely to find 
employment.”78 

105. The current payment structure will aim to reward outcomes.79  This should go some 
way to ensuring that providers are incentivised to support people into work.  However, 
with targets of 55 and 50% respectively for short and sustained job outcomes, some 
organisations have suggested that the FND system will mean that providers may work with 
those who have the most chance of finding work and park the rest.  Serco’s Richard 
Johnson told the Committee: 

“The way funding is currently geared, I think the programme will actually start to 
strip out specialist interventions, will start to focus on those people that are closest to 
the labour market, and the needs of people who are the hardest to help will be 
excluded.”80 

106. Stephen Bubb from ACEVO agreed and argued that, as it stands, FND will not 
encourage prime contractors to subcontract with organisations for people who require 
specialist support because it could prove too costly:  

“If you really want to make an impression on joblessness, you have to think of 
incentivising those types of organisations […] The payment system could scupper 
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79 Further details on the payment structure for FND can be found on page 13 of this report, 
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that, frankly, as people look at it and think “the cost of that is so significantly higher 
than the return we will get, we will not take part”, and that is a missed opportunity.”81  

Discouraging creaming and parking through the payment structure 

107. The Committee heard evidence which suggested that the most effective way to 
discourage creaming and parking was to operate differential payment within the FND 
programme.  DWP has acknowledged the potential of graduated payment in its 
Commissioning Strategy, which outlined its intention to trial “more sophisticated, 
differentiated models that recognise those customers who can be helped more quickly to 
find their route to a sustained job and those who will need determined action to tackle their 
particular barriers”82.  

108. The Committee sought views on two models of differential payments; a triage model 
involving increased payment for those with multiple barriers and a graduated payment 
scheme in which providers are paid more money the more people they get into work.   

109. The triage model might involve an upfront assessment of claimants by Jobcentre Plus 
in phase 1 of the new jobseeker’s regime. Based on a combination of identifiable 
characteristics, providers could receive higher outcome payments for placing individuals 
with more barriers into a job.  Jobcentre Plus already operates a classification system in-
house for its advisers, which when first introduced was praised by DWP’s Permanent 
Secretary Sir Leigh Lewis KCB as a means of skewing “the rewards system for Jobcentre 
Plus very much towards the hardest to help”.83  Advisers use a points system which counts 
towards the Job Outcome Targets and attaches higher points to different priority groups.  
For example, lone parents, NDDP customers and other groups on inactive benefits are 
classified as priority group 1 and when these individuals find work, the local Jobcentre Plus 
office will be awarded the maximum twelve job outcome points (with the opportunity for 
an additional six points if those individuals live in a disadvantaged area).  The points 
contribute towards Jobcentre Plus’ overall job outcome target.  

110. Australia currently operates a system of categorisation, which uses key variables to 
assess the intensity of employment support a person may require.  Providers are paid 
according to participants’ level of disadvantage as indicated by the “Jobseeker Classification 
Instrument” (JSCI). The JSCI was designed as a screening tool to classify job seekers into 
categories according to their relative risk of becoming long term unemployed. To 
determine their classification, job seekers are assessed through a set of standard questions 
asked by front line staff and each answer is given a certain value which results in a single 
JSCI score. The JSCI score places every job seeker somewhere along a continuum of risk of 
long term unemployment depending on the relative level of need. The hardest to help are 
eligible for intensive assistance immediately and providers receive higher payments for 
placing them in jobs. The Australian Government is currently reviewing the JSCI and a 
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number of organisations have criticised the model for not being a sufficiently sophisticated 
tool to determine funding allocation.84 

111. A similar system operated in the Netherlands and was administered by the Centre for 
Work and Income (CWI) which, like Jobcentre Plus, is the first point of contact for new 
claimants. Like the Australian JCSI, the “Kansmeter” was used to determine the level of 
support a person requires to find work.  Based on answers from a questionnaire and an 
interview, CWI advisers use a standardised decision plan to evaluate customers’ distance 
from the labour market.  The final scoring determined whether an individual was work 
ready (phase 1), required some additional support before finding a job and was at low risk 
of becoming long term unemployed (phase 2), needed considerable assistance before 
entering employment and was at high risk of becoming long term unemployed (phase 3), 
or were not in a position to consider work at present and required other forms of specialist 
assistance (e.g. those with severe mental health problems) (phase 4). Phase 1 clients were 
serviced by the CWI with those on phases 2-4 referred to case managers in either the social 
insurance agency or the municipality who assigned them to more or less intensive 
reintegration services.     

112. The ‘Kansmeter’ profiling system was abandoned following criticisms that it led to 
inappropriate referrals and parking. Initially up to 70% of phases 2-4 clients were classified 
as phase 4 and this was taken as a signal by social insurance and municipal case managers 
to provide no services. The instrument was criticised for its poor predictive powers, often 
caused by key factors not being identified at the CWI assessment, with the purchasing 
agencies and their providers often compelled to undertake their own subsequent 
assessments. Later evaluations reported that 18% of those classified as phase 4 actually 
found work unaided or with the help of an employment agency within a year. By 2007 the 
Kansmeter had been replaced by a simpler two phase system based on the capacity for 
independent job search. Those users categorised as ‘A’ were ‘immediately employable’, and 
those classified as ‘B’ were in ‘need of further preparation for work’ and referral to the 
social insurance agency or the municipality. This was designed to avoid immediate 
categorisation and give more flexibility to a CWI adviser to reassess a user if they 
encountered barriers in their search for work.85 

113. There was some scepticism among witnesses about developing this type of 
classification model in the UK.  Rob Murdoch from A4e was “not wholly convinced” about 
its value, arguing that DWP should select those bidders who commit to working with all 
customers and this would negate the need for any hierarchy in the payment structure.86  

114. Ian Mulheirn from SMF believed that it is difficult to develop a sophisticated payment 
scheme using a classification or profiling system because it will not capture variables such 
as different motivations to work and the underlying costs for two people with identical 
barriers could conceivably be very different.87  Instead, SMF have proposed a graduated 

 
84 For example see Advanced Personnel Management response to consultation: 
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system, using an “accelerator model” of payment which increases payments to providers 
the more people they get into work.  Its memorandum outlined the principles of its 
proposed approach: 

“Assuming that the job seekers with the lowest service needs find their way back to 
work the quickest, outcome payments should start at a relatively low level for the first 
ones helped into employment.  The deeper the provider gets into the caseload, the 
more support job seekers require, as a reflection of this the associated outcome 
payments rise […]If set at the right level, the marginal payment to the contractor 
rises in line with, and always exceeds, the marginal cost of helping the next client, so 
that each client carries a profit. To maximise profit, contractors need to get as far as 
possible into their client caseload. In order to do this, they have strong incentives to 
develop the capacity to help all job seekers simultaneously.”88 

115.  SMF Director, Ian Mulheirn, suggested two ways in which this could operate: 

“One is that you could have an on-going payment and then top-up payments at the 
end of the period when you can assess what happened to a cohort.  This is, after all, 
part of the justification for using very large prime contractors, that they can carry 
that risk, that they can bear that cost on the promise of more money in the future.  So 
you should be able to do things retrospectively.  That is one way.  The alternative way 
is rather more complicated.  For each month, if you have got 100 people, then you 
might expect that the provider will get ten people into work in month one and eight 
people in month two and it will go down like that until, eventually, they have got 
everybody into work.  So you might have a trajectory, if you like, of job outcomes 
expected each month and if they are above the trajectory they get a payment and if 
they are below trajectory then they get the payment taken away.”89   

116. In 2006, Work Directions examined the possibility of an “accelerator model” in its 
paper Buying quality performance: procuring effective employment services and concluded 
that this would be an effective means of tackling creaming and parking in employment 
programmes.  Evidence from Serco to this inquiry also supported the development of such 
a system.  The idea recently gained further support from Professor Paul Gregg. The  
Government has already decided to explore the model further and will introduce two 
multi-client based pilots from 2011, which will test the feasibility of this funding model.90 

117. Incentivising contractors to work with all clients is crucial to the success of the 
Flexible New Deal but as it stands we are not confident that the payment structure will 
discourage the “creaming” and “parking” of customers. We welcome DWP’s 
commitment to piloting the “accelerator model” and we recommend that it also 
considers piloting alternative models, such as the use of assessment and profiling tools 
used in the Netherlands and Australia.  We urge DWP to act quickly on the results of 
these pilots so that, if they are effective, earlier implementation might be possible. 
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118. We also urge DWP to require contractors to provide information on the 
characteristics of customers assisted, the characteristics of customers entering jobs and 
the characteristics of those sustaining employment.  This would allow the Department 
to compare the job entry rates of different groups and examine the support providers 
offer to them.  

Using future benefits savings to fund employment programmes 

119.  DWP recently announced that private and voluntary sector providers will be paid for 
supporting incapacity benefit customers with complex needs into sustainable employment. 
This will be funded using future benefit savings resulting from customers moving into 
work (the AME-DEL transfer), a model which was first proposed by David Freud in his 
report, Reducing dependency, increasing opportunity. The new approach will involve funds 
being transferred from ‘Annually Managed Expenditure’ (AME) to the DWP 
‘Departmental Expenditure Limit’ (DEL) budget. The model will be piloted to assess its 
success in achieving improved employment outcomes; the market price for this support; 
providers' ability to invest upfront; and the risks and rewards of the proposals. The initial 
pathfinders will run for three years, starting in the 2010-11 financial year. DWP told us that 
the initial three pathfinders could involve around 100,000 long term incapacity benefit 
claimants. These will take place in Greater Manchester, Norfolk, Lambeth, Southwark and 
Wandsworth. 91 

120. There was overall support for this approach, although One Parent 
Families/Gingerbread expressed concern that the pilots only focus on incapacity benefit 
claimants and stressed the importance of ensuring that the AME-DEL transfer would be 
used to incentivise providers to work with all customers, including lone parents and other 
JSA claimants.92 

121. The Committee welcomes the Government’s intention to trial the use of future 
benefit savings to fund employment programmes (the AME-DEL transfer).  We look 
forward to receiving further details about how the pilots will operate and, should they 
be successful for Incapacity Benefit savings, we urge DWP to extend the model 
nationally.  If the pilots are successful, the increasing on-flows to FND will only 
increase the potential gains from this approach.  

Tackling long term unemployment in rural areas 

122. There was some debate among witnesses about whether differential payments should 
be made dependent on contract area, with higher payments for those contractors who are 
operating in rural areas.  The Green Paper No one written off: reforming welfare to reward 
responsibility said DWP would “test what works in different parts of the country, as well as 
any differences in price and outcomes between cities and less urban regions.”93  Reed in 
Partnership would support this and argued for a premium for those prime contractors who are 
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working in rural areas.94  Giving oral evidence, Chris Melvin, who is a Director at Reed in 
Partnership and also an Employment Related Services Association (ERSA) Board member,  
pointed out that: 

“there is a significant challenge in the funding envelope to deliver what must be a 
high quality service in more rural areas.  In essence, that is because it will cost more.  
There is a greater cost of transport.  There is a greater cost of making sure that 
employers are engaged.  There is less efficiency in things like office space because you 
have less dense populations […] In many rural areas there is less wealth of good 
subcontractors as well, so there is a greater cost of setting up that infrastructure in the 
first place.”95 

123. Although we received anecdotal evidence to suggest that delivering employment 
programmes is more costly in rural areas, A4e and the Wise Group found that they 
achieved more job outcomes in their rural contracts than in urban areas.96  

124. Richard Johnson from Serco suggested that there is a paucity of information about the 
relative costs of delivery in different areas and DWP needs to address this: 

“In Sweden, rural services receive a lot more funding than urban services on welfare 
to work, which I think is interesting, but at the heart of the response is our need to 
understand what these services cost within the public, the private and the voluntary 
sector.  We do not understand enough what it is that we spend our money on and 
what the cost return is for those outcomes in a rural community or an urban 
community.”97 

125.  We were told that it can be more expensive to support people into work in rural 
areas because of higher infrastructure costs and additional spend on post-employment 
support, such as supplementing travel expenses.  We welcome the commitment in the 
Green Paper to pilot differential pricing but believe that in addition DWP should start 
systematically collecting data to allow cost comparisons between rural and urban areas.  
This information should be made available for public scrutiny not least so that prime 
contractors can develop intelligent pricing proposals. 
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5 Transparency, accountability and 
effectiveness 

Performance management 

126. DWP’s Commissioning Strategy aims to create employment programmes that are 
inherently flexible and market-led, whilst ensuring that responsibilities throughout supply 
chains are clearly defined. As the first programme to be commissioned according to the 
principles of the strategy, Flexible New Deal should set the benchmark for performance 
management.98     

127. The Commissioning Strategy set out the performance management structure; from 
the initial bid assessment to the inspection process, DWP hopes to ensure that prime 
contractors adhere to the “capabilities framework” set out in the document.  The 
framework includes evidence of the contractor’s financial strength; ability to work with 
other specialist organisations; supply chain management skills and local credibility.99  

128. DWP explained that it would collect Management Information (MI) directly from its 
largest 45 contracts with providers on a monthly basis, which would account for around 
80-85% of contracted employment programme spend.  It said that: 

“This MI will enable supplier/contract managers to engage more effectively with key 
providers to discuss performance improvement. This information, however, will not 
be publicly reported as it will be un-validated and will be collected purely for 
operational purposes.”100 

129. Rob Wormald, Head of Commercial Employment Division, DWP, told us that during 
the bidding process prime contractors have engaged with DWP contract management 
teams to determine whether their internal management information systems are 
appropriate and this relationship is set to continue once contracts have been awarded.  As 
operations begin Ofsted and Estyn (Wales) will become involved  “undertaking 
independent assurance of the quality of what is being provided against their own 
inspection frameworks so we [DWP] have got assurance that the quality of the systems that 
the providers are using are also up to the levels that are viewed as being acceptable.”  
Inspection results will feed into the star ratings system and, where performance is deemed 
unsatisfactory, DWP will agree performance improvement plans with contractors. 101   

130. Dave Simmonds, the Centre for Economic and Social Inclusion, emphasised the 
importance of scrutinising the performance management process and the inspection 
regime provided by Ofsted: 
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“We will be watching very closely the development of the provider capabilities 
framework, which is part of the overall commissioning strategy, as well as the quality 
framework which sits within it and the inspection regime which DWP are discussing 
with Ofsted.  All of those are drivers to look at how the capabilities of providers are 
assessed and how that is then made public through the inspection regime and so 
forth.”102  

131.  A number of other organisations including the Social Market Foundation and 
ACEVO argued that oversight of FND should be led by either an appointed Ombudsman 
or completely independent organisation.103   

132. We heard that DWP is still discussing the details of the inspection regime for 
Flexible New Deal with Ofsted.  There is little clarity about the different roles that 
Ofsted and DWP contract managers are to play in ensuring the quality of provision. It 
is crucial that when FND begins providers, customers and the bodies involved in 
performance management understand how it will work and how responsibility is 
shared between those overseeing the process.  We ask that DWP sets out the details of 
the Ofsted inspection regime and its relationship with contract management and 
assessment tools for FND across the phase 1 contract areas as soon as they are agreed. 

133. We believe that in order to ensure transparency across the programme and drive 
up performance, there is a case for making public the monthly Management 
Information (MI) compiled by DWP.   

Self-assessment framework 

134. Along with the external performance management measures, prime contractors will 
be expected to design and develop their own self-assessment framework which they must 
use to continuously evaluate the quality of their service – including those parts delivered by 
subcontractors.  DWP told us that it has stipulated a set format for these frameworks but as 
part of an annual Self-Assessment Review (SAR) with contract managers, providers will be 
required to report on their self-assessment activity.  DWP explained that: 

“The SAR will include an introduction describing the environment in which the 
provider is operating and an overview of the process. The SAR will provide 
judgements on all provision with reference to supporting evidence setting out key 
strengths and areas for improvement. Providers are required to grade themselves 
against each key question of Ofsted and Estyn's Common Inspection Frameworks. 
All staff within the organisation should be involved in the self-assessment process 
and encouraged to evaluate their performance.”104 

135. The SAR will be accompanied by a Development Plan which must demonstrate how a 
provider will address areas for improvement and build upon good practice. This 
Development Plan will be monitored as part of DWP’s Contract Management process. 
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136. Work Directions criticised DWP’s approach to the self-assessment framework, 
arguing that providers delivering existing programmes currently receive very little feedback 
from the Department once they have submitted their assessment, which appeared to be 
more of a box-ticking exercise by DWP rather than meaningful evaluation.  In order for 
the system to work effectively Work Directions suggested that: 

“There would need to be a system of verification to ensure that providers' 
judgements of their own quality were being made on a sound basis. This verification 
would require extra training for the Contract Managers to equip them to do Ofsted-
like inspections and extra resource to ensure that any inspection was sufficiently 
thorough and fair”.105  

137. We support the use of a self-assessment framework as a means of ensuring 
consistent evaluation by prime contractors of their own performance.  However, it is 
important that this exercise is meaningful and once submitted DWP must ensure that 
adequate feedback is given.  We recommend that the results of the self-assessment 
framework form part of regular discussions between the providers and their DWP 
contract managers and ask that this data be anonymised and made available to the 
Committee.   

Star ratings system 

138.  Following consultation with providers and research into a similar system used in 
Australia, DWP has developed a star ratings system.  The star ratings system is a four-
measure scale made up of three key areas; performance outcomes, including job outcomes 
and sustained job outcomes which account for 70% of the rating; quality of provision, 
which accounts for 20% of the weighting; and compliance and contractor issues, which 
account for 10% of the weighting.  The star ratings system will be used both to inform 
customers’ choices and also as a performance management tool for DWP.  The Social 
Market Foundation supported the use of star ratings as a measure of contractor 
performance arguing that they informed customer choice and the re-contracting process 
(providing the Department was clear about what constituted good performance, for 
example whether this was overall number of job outcomes or level of service received by all 
customers on the programme).106 However, Work Directions were disappointed with some 
elements of the star ratings tool, arguing that it did not compare like-for-like and did not:  

“reflect the differences in performance targets/expectations from area to area [also] 
they are very sensitive to fluctuations in flow rates which affect the conversion rates 
of those on the programme going into jobs, and they are a snapshot taken in time 
and therefore do not reflect current performance quality.  

For example, the current system incentivises maximisation of the conversion ratio 
(number of programme starts/job outcomes) and is completely neutral in relation to 
the volume of clients. In some areas this has led to the provider that has attracted the 
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fewest clients, and helped the fewest people into jobs, being awarded the highest star 
rating.”107  

139. Reed in Partnership agreed and suggested that, particularly in areas where seasonal 
employment patterns were high, the star ratings system lacked validity.108  It argued that 
DWP should consider introducing a further, cumulative rating which monitors 
performance over a longer period than the six months currently examined under the 
existing measurements. 

140. Star ratings were used in the NHS from 2001 but were abandoned in 2005.  A number 
of organisations, including the British Medical Journal, criticised the system as being too 
simplistic and misleading.109  Critics also complained that the ratings gave no indication of 
the quality of care patients received in their local trust and that variations in performance 
indicators made year on year comparisons difficult.110  

141. We heard that the star ratings system can be a useful tool in helping customers to 
make choices about which provider to be referred to and to help DWP monitor 
provider performance.  However, a number of organisations have suggested that the 
current system requires modification.  Given the difficulties experienced with the 
previous NHS star ratings system, we recommend that DWP reviews the proposed 
system to assess its accuracy and value as a performance management tool.   

Prime contractors’ relationship with subcontractors 

142. DWP has stated that it “will not dictate how Prime Contractors should contract with 
and fund subcontractors in their supply chain”.111  The Department has said that in order 
to safeguard subcontractors from any unreasonable transfer of risk, there are three 
important elements of the contracting process: prime contractors’ tenders must 
demonstrate appropriate funding agreements and outcomes for their subcontractors and 
prime contractors must also submit a signed letter of intent which forms the sub-
contractor’s declaration of understanding regarding the terms of delivery agreed with the 
prime contractor.  The Committee visited Remploy offices in London and met with 
Remploy staff and a number of smaller organisations, who Remploy intend to subcontract 
with if their prime contractor bid is successful.  We heard concerns from small providers 
that the time available for the initial FND bid was so short that potential subcontractors 
had not had time to get involved in the tendering process and did not have the time or the 
capacity to negotiate favourable contract conditions. They feared that in the long run this 
could lead to a loss of  local skills and expertise because some valuable organisations have 
been left out of the tender process.   

143. There is a Code of Conduct which prime contractors must follow which states that 
funding should be on a basis that is fair to the different organisations involved and reflect 
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relative ability to bear particular risks.  It also expects prime contractors to ensure 
transparency, encourage the involvement of smaller contractors, provide advance 
payments to subcontractors where appropriate and ensure management information 
procedures are not overly bureaucratic. As steward of the Code of Conduct, DWP has 
made a commitment to monitor and enforce the code if subcontractors bring justifiable 
grievances to its attention.112   

144. The FND Instruction to Bidders document, which was published five months after the 
Code of Conduct in July 2008, stated that, as a last resort, DWP may “broker solutions” 
between prime contractors and subcontractors in relation to any potential disputes.  
However, DWP has made it clear that ultimately it is the responsibility of the prime 
contractor to manage its supply chain and any breach of the contract terms and conditions 
should be resolved between them either informally through agreed dispute resolution or 
through the courts.113 

145. Responding to the Code of Conduct, a number of organisations expressed concern 
that it may not be adequately enforced.  BASE described the language used in the Code as 
“vague” and both ERSA and the National Autistic Society felt that it needed to be given 
“sufficient status” by DWP and enforced properly when it is breached.114  

146. The Social Market Foundation concluded that the current system will not include the 
safeguards required to prevent unfair treatment of subcontractors: 

“subcontractors know that primes have a strong incentive to pass off all the risks 
associated with the toughest clients to a subcontractor. This problem has been 
recognised in the Pathways to Work programme by both prime and subcontractors. 
From interviews conducted by the SMF for a recent research report The Flexible New 
Deal: Making it work it became apparent that prime contractors often contract 
specialist providers on the basis of “no job outcome, no fee”[..] 

Possible solutions to address these problems are to: 

• Increase transparency to inform the bargaining process; 

• Devolve the task of enforcing the Code of Conduct either to an independent 
ombudsman or regulator; and 

• Require the prime provider to offer a two-part payment structure to the 
subcontractor to align incentives between them.”115 

147. We welcome the Code of Conduct but have heard from a number of organisations 
who expressed concern that it is “vague” and may not be properly enforced.  There were 
also concerns that prime contractors would transfer risk down the supply chain to 
smaller providers and they were not confident that DWP’s stewardship would mitigate 
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this risk.  As a last resort, we recommend that sub contractors should be able to make 
their complaints to an independent Ombudsman, who would be responsible for 
resolving such disputes.     

Third sector taskforce 

148. On 5 June 2008, James Purnell, Secretary of State for Work and Pensions and Stephen 
Bubb, Chief Executive, ACEVO, announced the establishment of a third sector taskforce,  
chaired by Tony Hawkhead, Chief Executive, Groundwork UK.  The taskforce brought 
together a range of voluntary and charitable organisations across the third sector to look at 
the role of the third sector and in particular what it can bring to welfare to work reforms 
that others cannot.  Stephen Bubb told us that the Taskforce had been looking at: 

“issues around the capacity in third sector organisations, issues of finance and the 
need for stronger sources of finance for third sector organisations; for example, 
access to capital, which is a particular problem for a third sector organisation and not 
for a private sector organisation […] and how we can encourage a broader market in 
third sector organisations and not just in those largely focused on employment and 
training.”116 

149. The Taskforce published its report on 4 February 2009.  It recommended that the 
Government establish a “Social Investment Bank”, building to a minimum of £250million 
start up capital, which could be provided by a combination of unclaimed asset funds and 
matched funding from the Treasury.  It also concluded that DWP should provide up to 
£5million to “pump prime” existing work by prime contractors to strengthen relationships 
with third sector partners and that it should reward good practice sharing through contract 
structures.117   

150. The Committee welcomes the establishment of a third sector taskforce and we look 
forward to hearing DWP’s response to its recommendations.  We also urge DWP to 
consider whether it should reconvene the taskforce in 2010/11 to assess the role the 
third sector has played since the implementation of the new Commissioning Strategy. 

Full cost recovery 

151. A number of third sector organisations argued that full cost recovery would be 
required if they were to be able to compete with the major national and international 
private sector companies also bidding for prime contractor status.  Under full cost 
recovery, organisations and their funders ensure that the price of contracts and grants 
reflects the full costs of delivery, including a legitimate portion of overhead costs. 

152. ACEVO’s submission argued that full cost recovery should be “an absolute minimum 
to be available for not-for-profit providers.”  It argued that  without it  third sector capacity 
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would be stretched and its growth stifled resulting in its decreasing participation in the 
delivery of welfare to work services.118  ACEVO Chief Executive, Stephen Bubb, told us: 

“In the past, what has happened is that state organisation funders have only been 
prepared to pay project costs and basically the charity or third sector organisation is 
expected to find overheads, et cetera, from voluntary donations or wherever else they 
get the money.  That is not a sustainable funding model.  What we have argued, 
particularly in ACEVO, is that full cost recovery is absolutely crucial to sustainable 
arrangements for the provision of public services.  The Government has accepted 
that, including DWP.”119 

153. DWP told us that this would not be an option, arguing that this would give an unfair 
advantage to voluntary organisations.120  Yes Minister Ltd agreed that “protectionism of the 
third sector” was not the answer but highlighted the need for a strong third sector to 
collectively negotiate with top tier providers and for DWP to ensure prime contractors 
understood the important role the third sector had to play.121 

154.   A Third Sector Compact was established in 1998 to provide a framework agreement 
for how the government and the sector should work together, it is a national agreement 
between central government (including its executive agencies) and the third sector.  The 
Compact and its codes  outline a shared set of principles, along with undertakings for both 
sides of the relationship between public bodies and the third sector. The Commission of 
the Compact is an independent body responsible for overseeing the Compact and 
producing the code and guides for users.  In November 2008 it published the Concise 
Compact Guide which included checklists for public sector bodies; these checklists 
indicated the Commission’s view that any public sector tender processes should  provide 
full cost recovery for third sector bids.122  Furthermore, in its response to the DWP’s 
Commissioning Strategy interim report, the Commission emphasised that the Code of 
Conduct must make a “clear commitment to Full Cost Recovery” for the third sector.123  
DWP has stated on its website that:  

“Nothing in the Compact overrides the fundamental requirement for government 
departments to promote fair and open competition in accordance with public 
procurement policy and EU Regulations. Under this principle of “competitive 
neutrality” competition must be fair between different classes of market participants 
so that there is a level playing field between public, private, and voluntary sector 
providers of goods and services.  

DWP procurement officials are therefore not allowed to discriminate in favour of 
any particular organisation or group. We are taking all reasonable steps to ensure 
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that voluntary sector organisations have the opportunity to be involved in Jobcentre 
Plus programmes.”124 

155. We agree with the Commission of the Compact that full cost recovery should be 
sought by third sector providers.  The Compact encourages third sector organisations 
to adjust their bids in the tender process to include the costs of overheads so that they 
do not have to subsidise services from their core funding.  There is a risk that, if 
contracts do not recognise the real costs involved in specialist third sector provision, 
then such providers, without the reserves of their private sector competitors, may find 
that they have to withdraw from FND contracts. 

Transfer of Undertakings (Protection of Employment) (TUPE)  

156. The Committee received some evidence which highlighted concerns about how TUPE 
arrangements will work under FND. TUPE legislation is designed to protect the rights of 
employees in a transfer situation enabling them to retain their terms and conditions, with 
continuity of employment, following their transfer.  In May 2008, DWP announced that 
DWP staff currently working in areas of work covered by new contracts may transfer with 
their work (subject to the provisions of TUPE) when the transfer of work takes place. It 
said that: 

“Suppliers are advised the likelihood that TUPE will apply to staff employed by 
external suppliers of the current New Deal programmes, and the new supplier will be 
required to comply with Transfer of Undertakings (Protection of Employment) 
Regulations 2006. DWP will facilitate the flow of information requirements between 
suppliers. However, suppliers are strongly recommended to seek their own legal 
advice on this.”125 

157. ACEVO argued that there is still considerable uncertainty about who will be liable 
under TUPE when existing New Deal programmes end and the Flexible New Deal 
programme starts. It suggested that as a result providers are not able to accurately estimate 
their likely liabilities.126 

158. The British Humanist Association raised specific concerns regarding those staff who 
might be transferred under TUPE to a religious organisation. It argued that the Code of 
Conduct will not protect those who do move from potential discrimination. It cited a 
tribunal case where employees transferred to a Christian charity under TUPE regulations 
were told that as non-Christians they were not eligible for promotion.  We asked the 
Minister about whether there would be an opt-out for individuals who objected to being 
transferred to a faith-based organisation and he explained that, as no such opt out exists 
under UK law DWP could not offer this; however, in areas where there are multiple 
providers, staff may be able to choose where they transfer to.127 
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159. It is important that providers and staff who will be affected by Transfer of 
Undertakings (Protection of Employment) (TUPE) are fully informed about how the 
process will work.  We ask DWP to confirm that potential providers fully understand 
the TUPE arrangements under Flexible New Deal and recommend it produces a simple 
factsheet which outlines responsibilities under the legislation. 
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6 Customer choice, voice and 
conditionality   

Customer choice 

160. An important element of the Flexible New Deal in most areas will be competitive 
delivery, which should act as a driver of performance among providers.  As part of this, 
DWP noted its intention to introduce a system of choice into FND, allowing customers in 
multiple provider areas to choose the provider they access.  During the first 12 months of 
FND’s operation, DWP will randomly allocate customers to prime contractors in each 
multiple provider area on a 50:50 basis.   

161. The FND Invitation to Tender document explained that after 12 months of operation 
(i.e. from October 2010) customers will be able to choose their provider but stated that 
during this period DWP will continue to ensure that providers receive customers on a 
50:50 basis.  After a further six months (i.e. April 2010) a contractor’s market share could 
shift between a minimum of 30% and a maximum of 70% and this is likely to be reviewed 
after every six month period.128 In order to help guide customers in their choice, DWP will 
provide them with information from its star ratings system of providers and measurements 
of customer experiences. 129   

162. Introducing a cut off point by having minimum and maximum market share in an 
area will mean that customer choice can only exist to a certain point.  In other words, if 
based on the information they receive 70% of all customers opt for one provider, there will 
reach a point when some customers will be obliged to accept a referral to the alternative 
provider in that area.  The value of this will be that it will ensure that competition within an 
area is maintained but it will remove the element of choice for those new customers 
coming onto the programme. 

163. Customer choice is currently being tested in three Pathways to Work districts and has 
been used for lone parents on the Employment Zone programme.130  DWP research has 
found that the provision of customer choice has proved to be a valuable means of gaining 
customer buy-in to employment provision.  Chris Melvin from ERSA agreed, telling the 
Committee: 

“From my experience, the biggest upside of customer choice is that it empowers the 
individual; it motivates the individual; it gives the individual a sense that their destiny 
is in their own hands […] I think that motivation is really powerful; it gives people a 
sense that they are in control.”131 

164. Many organisations highlighted the propensity of customers to choose a provider 
based on its proximity to their home, rather than the services it offers, and emphasised the 
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need to ensure that customers were properly informed, understood the importance of 
choice and were given an appropriate amount of information to make their decision.   

165. We welcome the introduction of customer choice to the Flexible New Deal.  
Evidence from Employment Zones has indicated that this can be important in 
empowering the individual to take ownership of their pathway back to work.  However, 
it is important that customers are given sufficient information on which to base their 
decision and we ask that in addition to publishing star ratings, DWP monitors closely 
the information Jobcentre Plus provides to customers and the main reasons customers 
give for choosing specific providers.  

166. The introduction of minimum and maximum allocations will mean that customer 
choice will be constrained beyond a certain point.  Where DWP has to enforce its 
allocation thresholds it should investigate further the reasons for customers’ choices 
and, where necessary, take action to address any performance issues with the less 
popular provider in an area.  

Customer voice   

167. By including customer choice in some FND areas, customers will be able implicitly to 
voice their opinion of service provision through their selection of provider.  Furthermore 
as all customers have a right to a mutually agreed, personalised Action Plan this should 
help to ensure that they are engaged in the process and have ownership of their pathway 
back into work. However, we heard evidence to suggest that the customer voice should be 
explicitly represented in the programme.  The Scottish Union of Support Employment 
emphasised the need for customer control and A4e agreed arguing that the “customer 
voice should be considered a valuable tool for improving the performance of services by 
progressive prime contractors.”132 One Parent Families/Gingerbread believed customer 
input and feedback would be vital to the programme’s success and suggested that: 

“All claimants who are referred to a Flexible New Deal provider should be provided a 
statement of what they can expect from the provision, the way in which the provider 
is being funded to deliver the service (ie that the provider receives payment for 
helping them to access sustained employment), and details of how they can complain 
to this ombudsman if they feel that the service does not meet their expectations.”133 

168. Recent research has suggested that “service user journeys” in employment 
programmes are complicated and this can make it difficult for customers to fully 
understand how a programme works and what is expected of them. In his research, 
Professor Dan Finn highlighted the establishment of regional and national client councils 
in the Netherlands, which represent the voice of customers on employment programmes.  
The National Client Council (LCR) is made up service users and their representatives. As a 
national council of organisations for social security benefit recipients, it holds regular 
consultations with, among others, the board of the Central Organisation for Work and 
Income (CWI) (a similar organisation to Jobcentre Plus) and the municipalities regarding 

 
132 Ev 98, para 33 

133 Ev 128, para 4.12 



48     

 

 

the forms of support, levels of engagement, and success of programmes in getting people 
into work. In addition, this National Client Council can send proposals to the Minister of 
Social Affairs and Employment regarding work and income. 134   

169. In order to empower and engage customers on Flexible New Deal we recommend 
that DWP introduces a customer charter which clearly outlines what is expected of 
customers and what they can expect in return.  This should include recourse to an 
independent complaints process if they are unable to resolve issues with their provider.  
As a last resort, customers should be able to take their complaints to an independent 
Ombudsman who would be responsible for independently resolving such disputes and 
for reviewing the delivery of the customer charter. 

170. The systems for ensuring quality of provision, the diffusion of best practice and 
safeguarding service user experience appear to be fragmented.  Appointing an 
Ombudsman, with sole responsibility for monitoring and reviewing the services 
provided and for dispute resolution, would help to ensure the market operates 
effectively. 

Employment Officer Status 

171. The Explanatory Memorandum (EM) to the regulations relating to Flexible New Deal 
explained that provider staff will be given “Employment Officer” status.  Already used in 
the provider-led Pathways to Work areas, this status will allow providers to raise doubts 
with Decision Makers if a customer fails to apply for notified vacancies (subject to a 
variable sanction of up to 26 weeks).  Before any sanction decision is taken, the customer 
will have the opportunity to present evidence of good cause to the Decision Maker.  The 
EM says that  Jobcentre Plus Contract Managers and local Jobcentre Plus Managers will 
monitor the number of sanction referrals they receive to ensure that potential issues are 
resolved and identified quickly and to confirm that providers are using their Employment 
Officer status properly and that they do not, for example, use the sanction element of JSA 
to stop working with customers they do not want to deal with.135 The Social Security 
Advisory Committee has raised concerns that the extension of Employment Officer status 
to provider staff gives significant authority to providers over customers. 136  

172. We recommend that DWP ensure providers’ staff are given sufficient training to 
ensure that they understand their Employment Officer status and their responsibilities 
within it. It is important that different providers operate the system consistently and 
fairly and that appropriate, standardised training will be required to facilitate this.  We 
call on the DWP to clarify these responsibilities and their limits in connection with the 
use of sanctions.   
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Conditionality 

173. A key principle of the Government’s welfare reform programme has been the balance 
between the rights and the responsibilities of the customer.  The Flexible New Deal 
continues this focus; with increased personalisation and the introduction of customer 
choice comes greater conditionality.  During their time on the programme, customers 
must follow their action plan and must undertake a minimum period of full-time work 
related activity.   

174. Professor Paul Gregg’s recent review of conditionality in the benefits system 
recommends a single personalised conditionality and support regime, where virtually 
everyone claiming benefits and not in work should be looking for or engaging in activity to 
help them move towards employment.  The report recommended that the Government 
should adopt a single personalised conditionality and support regime operating in one 
overarching employment programme.  The programme would assess customers before 
assigning them to one of three broad groups:  

a) A ‘Work-Ready' group for those who are immediately job-ready. The requirements for 
this group would largely be based on the current Jobseeker's Allowance (JSA) regime.  

b) A ‘Progression to Work' group consisting of those for whom an immediate return to 
work is not appropriate but is a genuine possibility with time, encouragement and 
support. This should contain people who claim or are entitled to Employment and 
Support Allowance (ESA) but who are not in the Support Group, lone parents with a 
youngest child aged between one and seven, and partners with a youngest child aged 
between one and seven. The requirements for this group will: reflect the claimant’s co-
ownership of the return to work process; be tailored to their capability and built around 
their circumstances; be based on activity that supports the clients’ own path to work; 
and link up with effective support.  

c) A 'No Conditionality' group, which would not be required to undertake work-related 
activity or take steps back to work. This would consist of the current Employment and 
Support Allowance (ESA) support group, lone parents, and partners with a youngest 
child under the age of one, and carers. 

175. The Government plans to test a new single employment programme in March 2011, 
which will combine the Flexible New Deal and Pathways to Work and include Professor 
Gregg’s recommendations for a new conditionality framework.  The recently published 
Welfare Reform Bill explained that parents with younger children and partners of benefit 
recipients will be placed in a ‘Progression to Work' group. Those placed in this group will 
not be expected to immediately return to work but will instead be given a personalised 
conditionality regime which is tailored to the individual's circumstances, so that 
preparation for work becomes a natural progression. Those in the Progression to Work 
group will be required to undertake action planning and work-related activities.137  

176. The Government has been criticised for its plans to increase conditionality.  Prior to 
the publication of the Gregg Report, Sir Richard Tilt urged the Government to rethink or 
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delay plans to increase conditionality on lone parents, people with disabilities and the long 
term unemployed arguing that it could “push people into poverty” as unemployment rises, 
particularly if appropriate affordable childcare is not available.  Sir Richard, who chairs the 
Social Security Advisory Committee, said welfare to work reforms risked "falling into 
disrepute” and called for the changes to be delayed by one or two years.138 

177. Evidence from Shaw Trust's Pathways to Work programme suggested it was more 
difficult to engage mandatory clients than those who voluntarily participate in employment 
programmes. Evidence from across their five contracts showed that the average failure to 
attend rate for all mandatory Work Focussed Interviews (WFIs) is 47.66% compared to 
14.51% for voluntary clients. The best failure rate on its programme is 28% for mandatory 
clients and the worst is 53.38%.  The Shaw Trust argued that Jobcentre Plus should assess 
customers’ vulnerability to sanctions when they first make a claim.  It suggested that:  

“Those [who] scored a high risk should require a home visit, others could be 
followed up by telephone, if possible or simply have their benefit sanctioned for one 
week in an attempt to focus them on attending a WFI.”139 

178. We endorse the Government’s plans for welfare reform and its commitment to test 
a new conditionality framework.  However, we support Sir Richard Tilt’s concerns that 
without suitable childcare people might be “pushed into poverty”.  It is vital that, as 
conditionality increases, the Government ensures that the right support, such as 
adequate childcare provision, is available for those individuals moving onto the 
Jobseeker’s Allowance regime.  The customer must have the final say on whether 
childcare is suitable and affordable.  
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7 Local delivery  
179.    An essential part of the Flexible New Deal model will be the devolution of 
programme development and responsibility to contractors operating at sub-regional and 
local levels.  DWP explained that at departmental, regional and local level it is working 
with partners to encourage collaborative working and joint commissioning.  As stated 
earlier, DWP has stipulated that prime contractors should encourage the involvement of 
small providers and the Flexible New Deal Invitation to Tender document made it clear 
that suppliers will be expected to engage and work with other local partners.  It emphasised 
the importance of local links with Local Employment Partnerships and City Strategy 
Consortia and the need to join up with Local and Multi Area Agreements (LAAs and 
MAAs), Working Neighbourhoods Fund, Community Planning Partnerships in Scotland, 
Communities First Partnerships and Careers Ladders Wales.140 

Local partnerships 

180. The Local Government Association (LGA) argued that “there’s a consensus now that 
the UK economy functions at the sub-region” and much of the evidence to our inquiry 
supported the fact that FND would require a partnership approach with other public 
bodies and community groups if it is to function effectively.141  In 2007, LGA published a 
paper, Welfare Reform: the case for devolution.  It emphasised the importance of devolving 
the decision making process for employment and skills to sub-regional partnerships.  The 
Flexible New Deal includes many of the elements that LGA proposed in its paper including 
more partnership working and an emphasis on wrap-around assistance.  LGA also 
emphasised the need for local accountability of providers to ensure “the system is robust 
and trustworthy”.142 

181. City Strategies are aimed at tackling worklessness in the most disadvantaged 
communities across the UK – many of which are in major cities and other urban areas.  
Based on the principle that local partners can deliver more if they combine and align their 
efforts behind shared priorities, City Strategies are given more freedom to try out new ideas 
and to tailor services in response to local need.  The 15 City Strategy pathfinders were due 
to finish in March 2009 but Ministers have agreed to extend DWP's support for all 
pathfinders for a further two years.   

182. As part of ensuring local accountability, DWP said that City Strategy consortia would 
be involved in the evaluation of FND bids and would provide feedback on how the 
contents of Invitation to Tender responses would fit with existing local arrangements.   
However, David Coyne from Glasgow Works which leads Glasgow’s City Strategy 
suggested there was a degree of ambiguity around how local partnerships would engage in 
the FND process: 
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“I think that DWP is being very cautious, to say the least, on this.  In part they blame 
it on the speed with which Phase One is being introduced, the fact that it is a learning 
experience for everybody, it is a new market, and they are being cautious about 
introducing a further element, a further voice, a further what they would see as 
complication into the tendering process […] 

As things currently stand, they will not be accountable to local partnerships at all.  
The role of local partnerships in the management of the contract as it goes forward is 
very unclear.  The DWP, when you ask them about this, indicate that there is a 
relationship with them in managing things on an on-going basis through district 
management level in Jobcentre Plus, but even Jobcentre Plus are now distant from 
the contract management processes.  So having the district manager on a partnership 
board, there is no guarantee that that there is any influence over a contractor.  It is 
arms’ length.”143 

183. Dave Simmonds, CESI, suggested that local partnerships could be given some 
responsibility for increasing FND performance within their areas.144  David Coyne agreed, 
arguing that local partnerships could play a valuable role at the pre-employment stage by 
“manipulat[ing] the employment preparation activities” to ensure that they closely match 
the needs of the local economy.145 

184. There appears to be considerable ambiguity surrounding the role of local 
partnerships in the monitoring process.  We ask DWP to ensure that they consult with 
each City Strategy Pathfinder to maximise their engagement in the FND programme. 

The role of local authorities 

185. In May 2008, the Local Government Minister, Rt Hon John Healey MP, and the then 
Employment Minister, Rt Hon Stephen Timms MP, established a review team led by 
Councillor Stephen Houghton (Leader of Barnsley Council) to examine what more local 
authorities can do to tackle worklessness.  In November 2008, an interim report Tackling 
Worklessness: A Review of the contribution and role of local authorities and partnerships was 
published.    

186. Looking specifically at England, the review team consulted and met with local 
authorities and local partners across the country.  It found that local authority funding for 
employment and skills provision was seen as crucial by local partners in addition to 
providing ‘wrap-around’ services, such as childcare and debt advice, that allowed 
individuals to more easily undertake employment.146  It acknowledged that there were 
concerns about how the Working Neighbourhood Fund had been used in 2008, and 
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anecdotal evidence suggests that the money has been used in some areas to fund projects 
outside the worklessness agenda.147   

187. The review concluded that there needs to be greater clarity about the role of local 
authorities in combating unemployment and inactivity, particularly in the FND 
programme  In evidence to this inquiry, Yes Minister Ltd agreed, highlighting the 
ambiguity around the role of local authorities in the FND model and the need for better 
collaborative working across the board:  

“[…] there needs to be clarity around the role of local authorities with their 
economic assessment duty, their duty vis-à-vis childcare provision.”148 

188. The Tackling Worklessness review suggested that the Government’s proposal to 
introduce a local authority economic assessment duty could be a valuable means of 
clarifying the role of local authorities in the process and of profiling the requirements of 
specific areas.  The report recommended that if the duty is introduced, it should include a 
‘worklessness assessment’ that will ensure a “common understanding of local need, and 
will be used by local partnerships to rigorously scrutinise the local performance of supply-
side  measures.”149 

189. We endorse the recommendation of the Tackling Worklessness review team that 
the proposed economic assessment duty on upper tier local authorities should include a 
'worklessness assessment'.  The assessment would involve coming to a shared view on 
the needs of workless people and the effectiveness of employability services delivered 
through either national DWP programmes or locally funded delivery. This would lead 
to the development of plans and actions to improve service delivery. These assessments 
will require a greater measure of data sharing on employment needs and employability 
services than is currently the norm and we would ask DWP to engage fully with this 
process. 

FND delivery in Scotland 

190. A number of organisations highlighted the progress Scotland has already made in 
developing a framework for employability.  Workforce Plus was established in June 2006, 
and sets out the framework for helping more people enter the labour market in Scotland.  
It aims to ensure that all the relevant agencies, both at local and national/UK levels, work 
together better and make better use of existing resources aimed at helping people into 
work. Although initially focused on seven priority areas, a further 15 areas have voluntarily 
engaged with the framework. 

191. A number of the submissions emphasised the importance of ensuring that DWP’s 
approach takes account of the model that has been established in Scotland and ensures that 
the national employment programme market complements the structure that has been 
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developed in the devolved region. For example, Glasgow’s city strategy has the strategic 
objective to “work towards new commissioning arrangements for service delivery by 
2008”, which includes the requirement to “build capacity of Health and Social Care staff to 
work with employability organisations and vice versa”.150  

192. We agree that it is important to ensure that good practice developed in devolved 
regions is retained.  Scotland’s Workforce Plus aims to improve employability in 
Scotland and we urge DWP to ensure that Flexible New Deal complements successful 
programmes that have been established as part of this initiative.  

 Joint commissioning of employment and skills services 

193. The Commissioning Strategy aims to support the Department’s ambition of 
significantly increasing the number of people who enter sustained employment.  In its 
memorandum DWP emphasised that the Government is aiming to ensure that people not 
only move into work but also progress once they are in work – to achieve this the 
Department is working to create integrated employment and skills services and is 
exploring how best to join up pre and post employment and skills training into a single 
offer for people. 151 One way of achieving this will be through joint commissioning of 
services, which the Minister told us will be an “absolutely crucial and central” part of the 
welfare reform programme. 152  

194. To this aim, co-commissioning trailblazers in West Midlands and Manchester are 
being established in order to encourage partnerships to develop the capacity and 
commitment to join up funding.  Furthermore, DWP told us that joint-commissioning 
forms part of the wider partnership agenda and the new Integrated Employment and Skills 
Delivery Unit, which is a joint DIUS/DWP team responsible for the development and 
implementation of integrating employment and skills into welfare delivery.153 

195. However, DWP acknowledged that “the current incentive regimes still tend to drive 
delivery organisations in one of two directions.”154 Both the Association of Colleges (AoC) 
and the Association of Learning Providers (ALP) commented that there was a considerable 
way to go before joint commissioning could become a reality.  They argued that the 
different funding models for training and welfare to work are barriers to this approach; the 
Learning and Skills Council funds much of the training in England and Wales but as it 
does not operate a tiered approach to contracting, joint commissioning under FND is 
likely to be difficult.  Dave Simmonds, CESI, agreed saying: 

“The plain fact is that to achieve you have to put together a range of different services 
that presently sit under different agencies with different targets and different funding 
mechanisms.  So it is all very complicated.  The big question is can it be simplified 
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and, in simplifying, can you make sure that the whole system is driving down the 
route of creating more sustainable employment and career progression?”155 

Local and Multi Area Agreements in England 

196. The importance of joining up with local and multi area agreements was also 
emphasised in the evidence.  Local Area Agreements (LAAs) operate in England and set 
out the priorities agreed between central government and a local area (the local authority 
and Local Strategic Partnership) and other key partners at the local level. LAAs aim to 
simplify some central funding whilst also helping to join up public services more effectively 
and allow greater flexibility for local solutions to local circumstances. 

197. A Multi Area Agreement (MAA) operates similarly to an LAA, only it is a cross-
boundary agreement which includes a number of local areas. They bring together key 
players in flexible ways to tackle issues that are best addressed in partnership – at a regional 
and sub-regional level. The major issues that MAAs can tackle include: skills deficits; 
housing market imbalances; transport and infrastructure projects; and economic 
development.  MAAs should complement rather than duplicate the work of existing LAAs, 
the new performance framework or existing regional strategies. 

198. Yes Minister Ltd highlighted the importance of harnessing the wealth of experience 
that already exists in LAA and MAA partnerships: 

“The challenge is not only about the model of FND, but it is about joining up and 
having realistic targets. A significant shift is needed in how services are planned and 
delivered, especially at the local level. There needs to be joined up planning and 
implementation through Local Area Agreements (LAA's), Multi-Area Agreements 
(MAA's), there needs to be clarity around the role of local authorities with their 
economic assessment duty, their duty vis-à-vis childcare provision. The interplay 
between the RDA's, local authorities, the new Skills Funding Agency, Young Peoples 
Learning Agency and how they all converge on reducing the numbers on inactive 
benefits, especially those on Incapacity Benefit etc… 

The question of whether flexible New Deal is the right model for future employment 
programmes may be the wrong question; maybe we should be asking whether if as a 
result of the introduction of FND other services will be joined up and integrated to 
achieve the desired results.”156  

199. In its memorandum to the Committee, DWP highlighted the MAA model developed 
by the Manchester City Strategy Partnership which has the potential for testing out 
innovative approaches. It explained that findings and good practice from the Manchester 
pathfinder will be disseminated through the Pathfinder Learning Network. DWP went on 
to say that it will also involve the Local Government Association and the Department of 
Communities and Local Government in looking at these issues.157 
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200. We agree with the Minister that joint commissioning is “absolutely crucial and 
central” to welfare reform and specifically to achieving more sustained job outcomes.  
We welcome the establishment of a new Integrated Employment and Skills Unit and we 
ask DWP to keep us updated on the Unit’s work and its progress in increasing joint 
commissioning.   

201. DWP should ensure that data about the delivery of Flexible New Deal – both in terms 
of what is delivered and also the outcomes for clients – is shared as fully as possible with 
local partners who are able to invest in services to support the employability pipeline 
within which Flexible New Deal will sit. 

Childcare  

202. As more lone parents move onto the JSA regime and therefore become eligible for 
FND, local arrangements for childcare will become increasingly important.  Our report on 
child poverty concluded that the availability of affordable childcare is still an issue for some 
parents and whilst we support the duty on local authorities to provide childcare under the 
Childcare Act 2006, we expressed concern that lack of appropriate childcare provision was 
still an issue.158 Reed in Partnership, Yes Minister Ltd and One Parent 
Families/Gingerbread believed that lack of childcare would be a significant barrier to lone 
parents on FND finding employment. 159 

203. The Committee reiterates its conclusion in its previous report on child poverty 
that appropriate and affordable childcare is crucial to allowing parents and lone 
parents in particular to return to work.  This will become ever more important as the 
numbers of lone parents on the Jobseeker’s Allowance regime increases and represents 
a core part of the partnership approach that DWP expects Flexible New Deal providers 
to develop. 
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8 Conclusion 
204. The Committee agrees with DWP that there is a need to look at radical approaches to 
tackling worklessness which will raise the effectiveness of employment programmes. If 
anything the case for this is strengthened by the onset of the recession.  Although not 
convinced that the evidence base exists for contracting out these services to major prime 
contractors, the Committee feels there is sufficient case to experiment with this approach 
provided that it is monitored closely.  

205. The Committee has a number of specific concerns about the implications of the prime 
contractor model, particularly for the vibrant network of specialist and local service 
providers, many of them in the not for profit sector.  Transparent management 
information systems and clearly defined lines of accountability will be required to ensure 
that those in the supply chain fully understand their own responsibilities and those of their 
delivery partners. 

206. While supporting the desire to promote more sustainable job entries, the Committee 
is concerned that insufficient mechanisms have been built into Flexible New Deal to 
prevent significant creaming of some customers and parking of harder to help customers.  
We appreciate that DWP is looking at ways to tackle the problem but we are disappointed 
that the current contracts will not include any specific mechanisms to discourage it.   

207. The Committee believes that DWP has not thought through sufficiently rigorously 
how the devolution of delivery to prime contractors will fit with the trend towards sub-
regional partnerships of local authorities and other players in the employability field.  The 
evidence we heard did not suggest that local partners are confident that they will be 
involved in the process and DWP should act to ensure good relationships are developed 
between contractors and other local providers. 

208. Of most concern to the Committee is the impact of the recession on the Flexible New 
Deal financial model.  We believe it to be fundamental to the success of FND that the 
financial assumptions on which it is based are sound – the consequences of 
underestimating programme costs for providers, claimants and subsequently the public 
purse would be too great for this issue to be overlooked. 
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Conclusions and recommendations 

Recommendations 

1. We welcome the significant role that Jobcentre Plus will play in delivering the new 
enhanced Jobseeker’s Allowance regime.  Given the high level of knowledge and 
expertise amongst its staff, we agree that Jobcentre Plus is best placed to deliver 
employment support during the first 12 months of a person’s claim.  (Paragraph 12) 

2. The Committee visited Jobcentre Plus and were impressed by the preparation that 
managers and staff were undertaking in advance of the introduction of the new JSA 
regime in April 2009.  We will continue to monitor the progress towards 
implementation; in particular, we will examine the capacity of Jobcentre Plus to 
manage the introduction of the new regime.   (Paragraph 13) 

3. We ask DWP to clarify further details of how the extended, voluntary element of 
FND will work, particularly in terms of the payment structure it will operate.  
(Paragraph 20) 

4.  DWP’s own research has found that the “workfare” approach is least effective at 
getting people into work in weak labour markets and that it is not appropriate for 
those with the most barriers to finding work. We welcome the Secretary of State’s 
emphasis on the difference between “workfare” and the “Work For Your Benefit” 
pilots proposed in the Welfare Reform Bill and we urge the Government to ensure 
that the piloted approach does not negatively impact upon the employment 
opportunities of those on the programme.  We ask the Government to publish a full 
evaluation of the pilot and we  recommend that it only proceeds with the programme 
if this appraisal demonstrates convincing proof of success.  (Paragraph 24) 

5. The Committee welcomes the establishment of personalised support as proposed in 
the Flexible New Deal.  We support the use of longer contracts which should 
encourage providers to invest in staff and processes.  We note DWP’s response to the 
wider economic change and the impact this will have on the FND programme, 
further  details of which we discuss later in this report.  (Paragraph 27) 

6. There are international examples which demonstrate the value of marketisation in 
welfare to work provision but there is limited evidence from the UK.  We reiterate 
the request we made to DWP in our report on the Government’s employment 
strategy, that it assess the relative performance of the public, private and voluntary 
sectors.  We also support Professor Gregg’s recommendation that DWP use 
information from the adviser flexibility pilots to evaluate the benefits of public sector 
led provision compared to contracted out programmes.   (Paragraph 36) 

7. The move towards longer and larger contracts has the potential to create a less 
complex, more manageable employment programme for DWP.  However, the 
Committee has seen first hand on many occasions the value that local specialist 
provision can have in helping the long term unemployed back into work.  We 
recommend that in monitoring the first phase of Flexible New Deal, DWP assesses 
the impact that sub contracting arrangements have had on such specialist local 
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provision as well as upon the services provided and the quality and range of available 
provision within contract areas. (Paragraph 42) 

8. We welcome the Government’s stated intention in the Welfare Reform Green paper 
to see greater local input in the contracting process in future commissioning and we 
look forward to receiving further details. (Paragraph 43) 

9. We endorse the 'black box' approach, which represents a move from 'one size fits all' 
to employability services customised to the needs of the individual job seeker. Like 
DWP, we hope to see the prime contractors developing more innovative and 
effective ways of helping customers back to work.  Although the services customers 
receive will vary significantly as part of the 'black box' approach, we understand that 
DWP needs to ensure that contractors have in place good systems that sit behind 
these services to assure quality of delivery and attention to customer entitlements. At 
the same time, it is important that contract management is in keeping with the 
“black box” approach and we urge DWP to ensure its system remains focused on 
measuring the outcomes providers deliver, rather than the processes by which they 
are achieved. (Paragraph 49) 

10. The Committee shares the concerns of witnesses that DWP has yet to publish its 
transition strategy for current programmes in advance of the introduction of Flexible 
New Deal.  We welcome the efforts that the Department has made since our 
evidence session to assure providers that transition will be as seamless as possible but 
we are disappointed that the strategy has still not been published.  We urge DWP to 
publish detailed arrangements as soon as possible to allow providers adequate time 
to prepare for changes and to ensure that the transitional arrangements are in place 
earlier for the second phase of contracting out FND provision. (Paragraph 53) 

11. The Committee welcomes the fact that DWP is responding to the recession by 
revising the FND model.  However, we are concerned that in some areas providers 
may not be ready to deliver the service by October 2009, as previously envisaged.  We 
ask DWP to set out clearly what contingency plans it has in place for services in these 
areas.  It is crucial that customers are not disadvantaged because of delays in the 
contracting process. (Paragraph 55) 

12. The Committee welcomes most of the Government’s efforts to reduce the number of 
young people who are not in education, employment or training (NEET).  We also 
endorse  the Pre-Budget Report announcement of an increase in DWP’s budget, 
extra frontline Jobcentre Plus staff and a moratorium on Jobcentre Plus office 
closures. We look forward to receiving further details of how this money will be 
spent and to what extent these various increases in support apply to different parts of 
the UK.  We will monitor the impact of the measures announced in the Pre-Budget 
Report.  (Paragraph 62) 

13. A number of organisations have suggested that the indicative budget for Flexible 
New Deal (FND) is not enough to deliver the outcomes that DWP expects, 
particularly given the current economic climate.  The budget for FND is likely to be 
further stretched as more people enter the long term unemployment claimant count.  
Under-funding threatens the viability of FND and increases the risk of the most 
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vulnerable receiving insufficient support. We call on DWP to re-examine the FND 
financial model in the light of the current rise in worklessness. (Paragraph 72) 

14. It is right that DWP should attach challenging targets to the Flexible New Deal 
(FND) programme but it is important that these are realistic.  Evidence to us 
suggested that the FND targets would require a 37.5% improvement in job outcome 
performance over what has been achieved by DWP contractors in the past and this is 
to be done with a significant reduction in funding compared to the best performing 
DWP programmes.  We ask DWP to set out its evidence base for the respective 55% 
and 50% targets for short and sustained job outcomes, stating how quickly it assumes 
providers will reach those performance levels and what contingency plans it has for 
intervening where providers are not achieving their projected job outcomes. 
(Paragraph 79) 

15. DWP has now said it expects on-flows to be  up to 300% higher than it had  
originally forecast.  We call on the Department to explain, as a matter of urgency, 
how it will ensure that the contracts remain viable and that the programme goes 
ahead as planned in October 2009. (Paragraph 85) 

16. DWP’s revised projection of the number of people coming onto FND is now in line 
with those made by some witnesses to our inquiry.  We ask DWP to explain how it 
will resolve the concerns raised by some providers about the potentially negative 
impact large increases in on-flows might have on service quality.      (Paragraph 86) 

17. The Committee has endorsed the principles of FND in this report.  As a programme 
that provides more personalised support delivered through large-scale, longer 
contracts it has the potential to offer better support for the long term unemployed 
than is currently available.  We welcome DWP’s recognition that changes must be 
made to FND to account for the economic downturn but remain unconvinced, given 
the massive increase in predicted on-flows, that the existing budget will be sufficient 
to deliver the programme effectively. (Paragraph 87) 

18. Research has indicated that certain groups are more likely to become long term 
unemployed than others. We welcome DWP’s decision to include a fast-track to 
stage 3 of the new Jobseeker’s Allowance regime, so that the most vulnerable are 
moved towards directed job search earlier.  However, this still means that those 
individuals must wait a further six months before they receive the intensive support 
available under the Flexible New Deal.  DWP should monitor the numbers and the 
profile of those being fast-tracked to stage 3 during phase 1 of the new programme, 
looking particularly at the proportion of those who then continue on to stage 4.  If 
the proportion is significant, we recommend that DWP extends the fast-tracking 
from stage 3 to stage 4 in the second phase of FND. DWP should also profile the 45% 
of customers who do not find work and assess the barriers to these people finding 
employment. (Paragraph 94) 

19. Recent reforms in the benefits system mean that the profile of JSA claimants is 
changing.  Further amendments will be made to the rules for Income Support and 
existing Incapacity Benefit claimants will be transferred to ESA or JSA over the 
course of phase 1 FND, which is likely to increase the on-flow of customers to the 
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programme and the numbers of customers with significant barriers to employment.   
(Paragraph 100) 

20. We are concerned that some providers do not think DWP has provided adequate 
information about the impact of policy changes on on-flows.  We urge the 
Department to ensure that it provides as much information as possible on impacts of 
policy developments on the FND programme to providers and the Committee.  This 
will allow providers to incorporate these assumptions into their financial planning.  
Changes to the profiles of JSA claimants may have significant implications for the 
ability of contractors to achieve the higher job entry and job sustainability rates 
expected under FND – even before taking account of the deteriorating labour market 
situation. (Paragraph 101) 

21. Incentivising contractors to work with all clients is crucial to the success of the 
Flexible New Deal but as it stands we are not confident that the payment structure 
will discourage the “creaming” and “parking” of customers. We welcome DWP’s 
commitment to piloting the “accelerator model” and we recommend that it also 
considers piloting alternative models, such as the use of assessment and profiling 
tools used in the Netherlands and Australia.  We urge DWP to act quickly on the 
results of these pilots so that, if they are effective, earlier implementation might be 
possible. (Paragraph 117) 

22. We also urge DWP to require contractors to provide information on the 
characteristics of customers assisted, the characteristics of customers entering jobs 
and the characteristics of those sustaining employment.  This would allow the 
Department to compare the job entry rates of different groups and examine the 
support providers offer to them.  (Paragraph 118) 

23. The Committee welcomes the Government’s intention to trial the use of future 
benefit savings to fund employment programmes (the AME-DEL transfer).  We look 
forward to receiving further details about how the pilots will operate and, should 
they be successful for Incapacity Benefit savings, we urge DWP to extend the model 
nationally.  If the pilots are successful, the increasing on-flows to FND will only 
increase the potential gains from this approach.  (Paragraph 121) 

24.  We were told that it can be more expensive to support people into work in rural 
areas because of higher infrastructure costs and additional spend on post-
employment support, such as supplementing travel expenses.  We welcome the 
commitment in the Green Paper to pilot differential pricing but believe that in 
addition DWP should start systematically collecting data to allow cost comparisons 
between rural and urban areas.  This information should be made available for public 
scrutiny not least so that prime contractors can develop intelligent pricing proposals. 
(Paragraph 125) 

25. We heard that DWP is still discussing the details of the inspection regime for Flexible 
New Deal with Ofsted.  There is little clarity about the different roles that Ofsted and 
DWP contract managers are to play in ensuring the quality of provision. It is crucial 
that when FND begins providers, customers and the bodies involved in performance 
management understand how it will work and how responsibility is shared between 
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those overseeing the process.  We ask that DWP sets out the details of the Ofsted 
inspection regime and its relationship with contract management and assessment 
tools for FND across the phase 1 contract areas as soon as they are agreed. 
(Paragraph 132) 

26. We believe that in order to ensure transparency across the programme and drive up 
performance, there is a case for making public the monthly Management 
Information (MI) compiled by DWP.   (Paragraph 133) 

27. We support the use of a self-assessment framework as a means of ensuring consistent 
evaluation by prime contractors of their own performance.  However, it is important 
that this exercise is meaningful and once submitted DWP must ensure that adequate 
feedback is given.  We recommend that the results of the self-assessment framework 
form part of regular discussions between the providers and their DWP contract 
managers and ask that this data be anonymised and made available to the 
Committee.   (Paragraph 137) 

28. We heard that the star ratings system can be a useful tool in helping customers to 
make choices about which provider to be referred to and to help DWP monitor 
provider performance.  However, a number of organisations have suggested that the 
current system requires modification.  Given the difficulties experienced with the 
previous NHS star ratings system, we recommend that DWP reviews the proposed 
system to assess its accuracy and value as a performance management tool.   
(Paragraph 141) 

29. We welcome the Code of Conduct but have heard from a number of organisations 
who expressed concern that it is “vague” and may not be properly enforced.  There 
were also concerns that prime contractors would transfer risk down the supply chain 
to smaller providers and they were not confident that DWP’s stewardship would 
mitigate this risk.  As a last resort, we recommend that sub contractors should be able 
to make their complaints to an independent Ombudsman, who would be responsible 
for resolving such disputes.     (Paragraph 147) 

30. The Committee welcomes the establishment of a third sector taskforce and we look 
forward to hearing DWP’s response to its recommendations.  We also urge DWP to 
consider whether it should reconvene the taskforce in 2010/11 to assess the role the 
third sector has played since the implementation of the new Commissioning 
Strategy. (Paragraph 150) 

31. We agree with the Commission of the Compact that full cost recovery should be 
sought by third sector providers.  The Compact encourages third sector 
organisations to adjust their bids in the tender process to include the costs of 
overheads so that they do not have to subsidise services from their core funding.  
There is a risk that, if contracts do not recognise the real costs involved in specialist 
third sector provision, then such providers, without the reserves of their private 
sector competitors, may find that they have to withdraw from FND contracts. 
(Paragraph 155) 

32. It is important that providers and staff who will be affected by Transfer of 
Undertakings (Protection of Employment) (TUPE) are fully informed about how the 
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process will work.  We ask DWP to confirm that potential providers fully understand 
the TUPE arrangements under Flexible New Deal and recommend it produces a 
simple factsheet which outlines responsibilities under the legislation. (Paragraph 
159) 

33. We welcome the introduction of customer choice to the Flexible New Deal.  
Evidence from Employment Zones has indicated that this can be important in 
empowering the individual to take ownership of their pathway back to work.  
However, it is important that customers are given sufficient information on which to 
base their decision and we ask that in addition to publishing star ratings, DWP 
monitors closely the information Jobcentre Plus provides to customers and the main 
reasons customers give for choosing specific providers.  (Paragraph 165) 

34. The introduction of minimum and maximum allocations will mean that customer 
choice will be constrained beyond a certain point.  Where DWP has to enforce its 
allocation thresholds it should investigate further the reasons for customers’ choices 
and, where necessary, take action to address any performance issues with the less 
popular provider in an area.  (Paragraph 166) 

35. In order to empower and engage customers on Flexible New Deal we recommend 
that DWP introduces a customer charter which clearly outlines what is expected of 
customers and what they can expect in return.  This should include recourse to an 
independent complaints process if they are unable to resolve issues with their 
provider.  As a last resort, customers should be able to take their complaints to an 
independent Ombudsman who would be responsible for independently resolving 
such disputes and for reviewing the delivery of the customer charter. (Paragraph 
169) 

36. The systems for ensuring quality of provision, the diffusion of best practice and 
safeguarding service user experience appear to be fragmented.  Appointing an 
Ombudsman, with sole responsibility for monitoring and reviewing the services 
provided and for dispute resolution, would help to ensure the market operates 
effectively. (Paragraph 170) 

37. We recommend that DWP ensure providers’ staff are given sufficient training to 
ensure that they understand their Employment Officer status and their 
responsibilities within it. It is important that different providers operate the system 
consistently and fairly and that appropriate, standardised training will be required to 
facilitate this.  We call on the DWP to clarify these responsibilities and their limits in 
connection with the use of sanctions.   (Paragraph 172) 

38. We endorse the Government’s plans for welfare reform and its commitment to test a 
new conditionality framework.  However, we support Sir Richard Tilt’s concerns that 
without suitable childcare people might be “pushed into poverty”.  It is vital that, as 
conditionality increases, the Government ensures that the right support, such as 
adequate childcare provision, is available for those individuals moving onto the 
Jobseeker’s Allowance regime.  The customer must have the final say on whether 
childcare is suitable and affordable.  (Paragraph 178) 
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39. There appears to be considerable ambiguity surrounding the role of local 
partnerships in the monitoring process.  We ask DWP to ensure that they consult 
with each City Strategy Pathfinder to maximise their engagement in the FND 
programme. (Paragraph 184) 

40. We endorse the recommendation of the Tackling Worklessness review team that the 
proposed economic assessment duty on upper tier local authorities should include a 
'worklessness assessment'.  The assessment would involve coming to a shared view 
on the needs of workless people and the effectiveness of employability services 
delivered through either national DWP programmes or locally funded delivery. This 
would lead to the development of plans and actions to improve service delivery. 
These assessments will require a greater measure of data sharing on employment 
needs and employability services than is currently the norm and we would ask DWP 
to engage fully with this process. (Paragraph 189) 

41. We agree that it is important to ensure that good practice developed in devolved 
regions is retained.  Scotland’s Workforce Plus aims to improve employability in 
Scotland and we urge DWP to ensure that Flexible New Deal complements 
successful programmes that have been established as part of this initiative.  
(Paragraph 192) 

42. We agree with the Minister that joint commissioning is “absolutely crucial and 
central” to welfare reform and specifically to achieving more sustained job outcomes.  
We welcome the establishment of a new Integrated Employment and Skills Unit and 
we ask DWP to keep us updated on the Unit’s work and its progress in increasing 
joint commissioning.   (Paragraph 200) 

43. The Committee reiterates its conclusion in its previous report on child poverty that 
appropriate and affordable childcare is crucial to allowing parents and lone parents 
in particular to return to work.  This will become ever more important as the 
numbers of lone parents on the Jobseeker’s Allowance regime increases and 
represents a core part of the partnership approach that DWP expects Flexible New 
Deal providers to develop. (Paragraph 203) 
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Conclusion 

The Committee agrees with DWP that there is a need to look at radical approaches to 
tackling worklessness which will raise the effectiveness of employment programmes. If 
anything the case for this is strengthened by the onset of the recession.  Although not 
convinced that the evidence base exists for contracting out these services to major prime 
contractors, the Committee feels there is sufficient a case to experiment with this approach 
provided that it is monitored closely.  

The Committee has a number of specific concerns about the implications of the prime 
contractor model, particularly for the vibrant network of specialist and local service 
providers, many of them in the not-for-profit sector.  Transparent management 
information systems and clearly defined lines of accountability will be required to ensure 
that those in the supply chain fully understand their own responsibilities and those of their 
delivery partners. 

While supporting the desire to promote more sustainable job entries, the Committee is 
concerned that insufficient mechanisms have been built into Flexible New Deal to prevent 
significant creaming of some customers and parking of harder to help customers.  We 
appreciate that DWP is looking at ways to tackle the problem but we are disappointed that 
the current contracts will not include any specific mechanisms to discourage it.   

The Committee believes that DWP has not thought through sufficiently rigorously how the 
devolution of delivery to prime contractors will fit with the trend towards sub-regional 
partnerships of local authorities and other players in the employability field.  The evidence 
we heard did not suggest that local partners are confident that they will be involved in the 
process and DWP should act to ensure good relationships are developed between 
contractors and other local providers. 

Of most concern to the Committee is the impact of the recession on the Flexible New 
Deal financial model.  We believe it to be fundamental to the success of FND that the 
financial assumptions on which it is based are sound – the consequences of 
underestimating programme costs for providers, claimants and subsequently the public 
purse would be too great for this issue to be overlooked. 
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Annex: Committee Visit Notes 

Note of visit to The Hague, Netherlands 
3-4 November 2008 

 
 
Ministry of Social Affairs  
 
Work and income in the Netherlands, Lei Bodelier 
• The Netherlands’ employment rate stands at 74%.  The Ministry attributes this to the 

increased effectiveness of its employment programmes through the reintegration 
market.  It has an aspiration to reach 80% in work by 2016. 

• The Centre for Work and Income (CWI), which is the nearest equivalent to Jobcentre 
Plus now delivers half of the services it did before the introduction of a market 
mechanism to employment programmes. 

• The new system involves close relationships between the CWI, the UWV (Benefits 
Agency) and the Netherlands’ 450 municipalities. 

• The ‘SUWI’ (Implementation Structure for Work and Income) Act (2001) was 
introduced to focus the system on ‘work before income’ and to provide a clear 
implementation structure through the ‘chain of work and income’.  It made 
municipalities financially responsible for supporting people who are on social 
assistance and have been out of work for over 12 months.  

• The ‘Work and Income Act’ (2003) introduced a new funding system. The ‘Fund for 
Work and Income’ has two parts to it: an ‘income fund’, which is used to provide 
means tested assistance to claimants and the ‘work fund’, which is used to fund services 
through the reintegration market to help find people work. Municipalities are allowed 
to keep any surplus they have in the income fund, which provides an incentive to get 
more people into work. 

• The annual reintegration budget is currently €1.8 billion, about 50% of which is used to 
fund private delivery of programmes. 

• The Ministry operates a complex payment structure that involves approximately 10 – 
12 variables. 

• Conditions of success: Open market, fair competition, level playing field, transparency, 
quality through self-regulation, quality of tendering. 

• Bodelier argued that the quality of the tendering process was particularly important.  
He suggested that time must be allowed to develop objective processes with low 
transaction costs and to allow providers to develop the best tenders possible. 

• The Ministry accepts that the reintegration market is not as transparent as it could be 
and is trying to develop a benchmark for municipalities to evaluate performance. 
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The Work and Social Assistance Act in the Netherlands, Elleke Davidse 
• In the Netherlands, where a person is in employment, the first two years of sickness and 

disability benefit must be paid by the employer.   

• An employee must immediately notify their employer if they become sick or disabled 
and after two weeks the employer must develop a plan for vocational rehabilitation.  
This plan will be evaluated after one year and by the end of the two years, it is expected 
that most employees will have been offered other more suitable employment by their 
employer or will have received considerable support from the employer to help them 
return to work. 

• Employees are obliged to accept suitable work. If they do not, employers can withhold 
their benefit.   

 
Kick van der Pol, Chairman of Boaborea 
 
• Boaborea represented 150 of the total of over 2,000 reintegration companies, with a 

total turnover of c.€850million. The major shift in Dutch policy over the last 15 years 
had been based on the two principles that : 

• Work is more important than income; and  

• Responsibility for sickness and disablement should be shifted from government to the 
employer. 

• The system that had evolved was more or less private and had enabled a large market 
for occupational health and reintegration services to develop. The reintegration system 
was built on an already privatised model. Of the total turnover of €850million, only 
€435million comprised turnover for reintegration services; €160million spent by 
municipalities, €200million by UWV and €75million by employers and insurers. 

• Ten years ago reintegration was totally separate from benefits, but now municipalities 
could reduce benefits payable to someone who refused work (the decision to sanction 
was still always made by the public body). In principle all unemployed workers received 
reintegration help and had personal budgets to spend on reintegration. The 
privatisation of the system in the 1990s enabled municipalities to purchase 
reintegration facilities on a private basis. 

• The advantages of the system were that it set clear targets and contracts were based on a 
“no cure, no pay” or “no cure, less pay” basis, so private companies only profited if they 
reached their targets. Competition had also driven down costs and the system had 
stimulated specialisation. Reintegration companies tended to receive someone 6 
months to a year after they became unemployed. 

• In 2002 the system had started with very large contracts (of 1,000 – 5,000 unemployed 
people). This system had not worked well and was now based on general agreements 
between reintegration companies and municipalities covering individual contracts with 
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individuals. A municipality might have a general agreement with a large contractor like 
Alexander Calder and then send individuals on a case-by-case basis. 

• Boaborea was concerned at the growth of very small providers; all 150 Borea members 
have met the 13 performance indicators required for its quality mark. These cover 
efficiency and speed in organising services; results; staff competences and development; 
customer satisfaction; privacy; and complaint handling.  

• Of the total public budget of €2billion for reintegration projects, only 17% was spent on 
the private sector and this figure was continuing to fall; municipalities preferred to take 
on reintegration work themselves. Contraction of the private market had created 
problems for private companies. It was reported that there were no figures for 
performance of the 83% of the budget spent by the public sector; municipalities had 
refused to account for their spending. 

• Borea saw an important role for the public sector in service provision, advocating a 
mixed system and a strong relationship between public and private provision. 
Sanctioning should also always be left to the public sector. Borea shared best practice 
via the internet, held seminars and encouraged working together. Working with the 
young disabled unemployed had been a particular area of collaboration; in the field of 
occupational health services, intense competition between businesses tended to impede 
cooperative working. 

 
Mr Godert van Buren, Alexander Calder Arbeidsintegratie 
 
• Alexander Calder had worked well as a prime contractor in the Utrecht municipality 

and had managed a diverse range of sub-contractors. It was acknowledged that the 
Dutch model seemed to be moving towards a system of very many smaller contracts 
(individual); this needed the prime contractor to maintain advanced systems for 
managing data (but this could still be done with individual contracts).  

• It was suggested that individual contracts had better outcomes than prime contractor 
contracts but were twice the price. Some reintegration companies specialised in IROs 
(individual contracts); IROs were most effective when a client had ideas about what 
he/she wanted. Prices were generally higher in rural areas. 

• John Penrose noted that smaller contracts were expensive but asked whether there was 
a point with larger contracts where economies of scale could be maximised. The price 
of an individual contract was €3,500; there was no suggestion as to how economies of 
scale could be maximised. Some larger contracts were agreed; for example provision of 
language training to a group of 100 Turkish immigrants, but it was not known whether 
such a contract would have a lower unit price. 

• €400million was spent on workers who had left employment through UWV; this was 
dispersed in individual budgets paying for contracted provision. Around half of this 
sum was spent on private sector providers. €1.6 billion was spent through 
municipalities on the unemployed who were typically further from the labour market; 
only €160 million of this total (10%) was spent on private sector providers. 
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• Michael Foster suggested that for some customers, a longer route to a career would be 
better than a shorter route to a job, but that this might not be in a private provider’s 
interests. Mr van Buren believed that people had to make choices about taking real job 
opportunities or following a career path that they thought they wanted; competence 
had to be matched to jobs (with some flexibility), but it was better to work than to stay 
at home. 

• Alexander Calder had a great deal of experience working with customers with serious 
literacy problems; with a suitable work placement, they could continue their learning 
while at work. In the cities, the biggest obstacle to work was language. 

• It was estimated that around 30% of the cost of a contract was in administration. 

• Terry Rooney asked whether customers were given a real choice in provision. UWV 
case managers discussed a choice of two or three providers with a client, but often the 
choice was made for them. Providers would point out a range of opportunities to 
customers. 

• Oliver Heald asked whether there was proof that private providers were more 
successful than the public sector. The Government body, PES, had been privatised and 
then went bankrupt as its performance was 40% lower than the private sector; there was 
concern that the municipalities were not transparent about the performance of their 
own services. It was noted that a large part of spending by municipalities on 
reintegration was on job subsidy payments. 

• When working with individuals with multiple barriers to work, it was a mistake to 
address each sequentially; they should be addressed together as someone looked for a 
job. 

• Payment ratios for contracts with municipalities were typically 50% service fee plus 
50% for outcome.  

 
Department for Social Services and Employment, Municipality of The Hague 

 
• Reintegration work is an important duty of the municipalities. Under the provisions of 

the Work and Social Assistance Act, the municipalities receive a budget for 
reintegration services and a budget for payment of benefits. If the municipality is able 
to make savings in benefit payments, these can be retained; this provides an incentive to 
the municipality to undertake effective reintegration work. 

• Support had drawn together existing strands into an integrated process of “work 
squares”, bringing together a client focussed process within the social services 
department of the municipality, working closely with the national organisation (CWI). 

• The municipality was the “gate keeper” to the social benefit system; at the “work 
squares” stage, the unemployed were categorised as either A – group (work first); B – 
group (need extra assistance to access work); or C – group (those who can’t work due 
to health or care reasons). Of the unemployed who came to the municipality, the 
majority were in category B (possibly 70%). The process of categorisation assessed 
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whether work in an individual’s field of former employment was available, and assessed 
their formal education. If an individual was assessed as taking longer than 6 months to 
place in work, they would be placed in category B. 

• The level of monthly benefits (including housing costs) paid was as follows: 

Couple  €1,273 (£979) 
Single parent €1,146 (£882) 
Single   €891 (£677)  

 
• Benefit was only paid to those in group A who cooperated actively (benefits were 

reduced for those that did not cooperate), participating in training or working in 
subsidised employment. An integrated work process was run with CWI. No benefits 
were paid to those under 27 (other than the disabled or single parents); the 
municipality had to provide work or training or subsidised employment. A 
participation fee was paid to the under 27s for engagement in these programmes (it was 
up to the municipality to set the level of this income). 

• The municipal authorities offered a combination of private sector and in-house 
employment programmes. It was argued that the in-house service was better for those 
who were furthest from the labour market, whereas private companies were better for 
those with fewer barriers. Private companies were also argued to be more expensive. 
Neither the municipal authority nor the Inspectorate for Work and Income could 
provide comparative statistics to test this hypothesis. 

• It was argued that the private sector companies had no incentive to work with the 
hardest to help and could still make a profit by “creaming” and “parking”. The 
municipality had a direct incentive to reduce the numbers on benefits (as they could 
retain the savings). 

• The Hague municipality currently employed around 2000 people in ‘Social work 
companies’, working on environmental projects, cleaning services, domestic support 
for the elderly, sheltered workshops, recycling and city maintenance. Around 50% of 
these were long-term unemployed (many of whom were disabled) and the remainder 
were short-term unemployed. It was argued that there was a group in society who 
would never be employed by a regular employer but who could still do useful work in 
the right environment. 

• Out of a population of 475,000 in the municipality in January 2008, there were 16,800 
adults under 65 claiming benefits. This was down from a peak of 21,000, but the 
municipality had not yet reached its target of 14,000. In 2007, the municipality had 
reduced the total claimant count by 1,972; 3,975 clients in category B had been moved 
from benefits to work or education or training; 2,435 clients had been moved into long-
term jobs. 

 

 

 



71 

 

• The municipality’s priorities for the future were  

• To further reduce its claimant count; 

• To further integrate services with CWI; 

• To integrate groups B and C so that everybody could participate in the economy to 
some degree; 

• To manage the impact of pending recession; and  

• To improve cooperation with employers. 

 
 
The Inspection Service for Work and Income (IWI) 
 
• The Inspection Service for Work and Income (IWI) provides independent supervision 

of the administration of social security policy, and the supervision of the effective, 
efficient and legal spending of public funds. It is independent in its programming and 
publication of work and reports to Parliament. 

• The Implementation Structure for Work and Income Act 2002 (SUWI Act) established 
the legislative framework for payment of benefits and provision of reintegration 
services. UWV provides unemployment benefits and sickness and disability benefits 
and the municipalities are responsible for the “social safety net”. Reintegration services 
are provided and/or commissioned by UWV and the municipalities. 

 
• The principles underpinning policy in this area are  

• Work takes priority over income or benefit; 

• Inflow should be reduced and outflow promoted; 

• Reintegration and job placement prioritised; 

• Income protection. 

 
• The “marketization” of reintegration services dates from the 1990s as a response to 

perceived inadequate performance in the public sector; UWV and municipalities 
commission services and have a responsibility to purchase services in a way that a 
competitive market is maintained. Competition increasing the effectiveness of 
reintegration services is a cornerstone of the SUWI system. 

• Customers have a legal right to satisfactory treatment, support and information and an 
appropriate offer of reintegration services, and should be given an active part in the 
choice of service provider and formulation of the action plan for their return to work. 
Legislation governing municipal reintegration facilities differ from UWV provision in 
respect of the obligation to tender out services and a reduced emphasis on the 
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individual client’s “voice” in formulating action plans. In practice, it was reported that 
the individual customer had very little power. 

• The division of public / private responsibilities was characterised as public 
responsibility for policy, tendering and quality control, and supervision; and private 
responsibility for administration and service provision. Tendering organisations are set 
targets in accordance with their budget but there is no standard regulation or 
requirement that a certain outcome must be delivered for a certain outlay. 

• IWI had an important role in supervision of the operation of the market in respect of 
tendering procedures; what “voice” did the client have? (IWI has an informal 
relationship with the National Client Council but no formal interaction); adverse 
selection in the market: “cream-skimming” by providers of those nearest the labour 
market and “overfeeding” of clients who were impeded in their return to work by 
reintegration services; tailored services; and effectiveness. 

• In respect of adverse selection, it was suggested that competition in the market had 
reduced levels of innovation and help for the most vulnerable. There needed to be 
strong representation of clients’ and public interests to prevent “parking”. Measures to 
prevent adverse selection had been incorporated into the tender process, although it 
was sometimes difficult to differentiate between “parking” of certain groups and 
“tailored provision”. A simple measure preventing contractors from sending clients 
back that they couldn’t help had had some success. By agreeing contracts on the basis of 
an individual, the provider had a direct financial incentive to get someone into work in 
week 1 (as no further work was then required). 

• Terry Rooney asked whether the A/B/C categorisation had worked. The previous 
“phasing” system had proved a good indicator, but had been abandoned in favour of 
the more individualised approach. 

• John Howell asked how IWI could avoid the trap that supervision of tendering tended 
to supervision of process rather than outcomes, suppressing innovation. Although the 
economically best criterion was price competition; driving prices down reduced service 
quality requiring regulation to assess effectiveness and to ensure sufficient tailoring for 
vulnerable groups. 

 
Studies of the effectiveness of reintegration services had been mixed. However, there 
was a consensus in the research that  

• (more intensive) reintegration services help people who need them but hinder 
those that don’t; 

• Early intervention allowed for early diagnosis; 

• A strong voice for the client helped motivation and commitment; and 

• Specific and targeted interventions worked. 
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Note of visit to Kennington Park Jobcentre Plus 
 

Wednesday 12 November 2008 
 
Presentation from Derek French, Project Manager for Flexible New Deal, and Pat 
Hughes, Director, London, Jobcentre Plus 
 
The DWP started testing the FND at four sites in April: Wandsworth, The Marches district 
(Gloucestershire), Wrexham and Edinburgh High Riggs. There has been a good reaction 
from staff and customers. Especially popular are the “back to work” sessions where 
advisors talk to claimants about the local job market and how to apply for local jobs. It is 
also an opportunity to remind claimants of their “rights and responsibilities”. “Back to 
work” sessions start 6-8 weeks into the start of the claim. There is an initial interview for 
claimants right at the beginning of their claim, but at that time claimants are more worried 
about money and sorting out their benefits, rather than job-searches. FND starts in April 
2009, with a second phase in 2010. This avoids too much change at once for JCP, so it is 
considered safer, but also allows DWP to “grow the market” for suppliers. 

Jobcentre Plus are confident they can cope with the downturn, they (or their predecessor 
organisations) have coped in the past with cyclical changes. FND would give them a better 
basis from which to cope in the future as it would prevent a large number from slipping 
into long-term unemployment. They are taking on new people, 450-500net in London. 
Other areas of the country that have been more severely affected by the downturn have 
hired more than this. In addition staff turnover is falling as JCP becomes an “employer of 
choice” in a recession. Jobcentre Plus staff were becoming more efficient and more 
productive. They have made “significant strides”, and London heads the league tables for 
performance. Staff now see an average of 6 customers a day, up from 4 a few years ago. 

The total number of interviews carried out by Jobcentre Plus should stay about the same; 
there will be more interviews for customers early on in their claim, but FND providers will 
be taking some of the caseload, particularly older claimants who are fast-tracked. Jobcentre 
Plus are moving away from a fixed amount of time for interviews. They are giving Personal 
Advisers more flexibility and allowing them to spend their time where they think best. 
There was an emphasis on giving more time at an earlier stage; by front loading in this way, 
problems could be identified and future resources could be better targeted.  

In terms of preparing for FND, “the building blocks” of the new system were seen as 
similar to the old processes. The only new element is the “back to work” sessions. The 
challenge is getting the PAs to use their new flexibilities; there needs to be a cultural shift. 
This is also harder for managers who need a new style. However, training should not be 
started too early, particularly as personal advisers are already focussed on training for ESA. 
FND training will start in January. 

Personal advisers are currently assessed against benchmarks such as the number of jobs a 
client applies for, or the number of better off calculations performed. However when PAs 
are given more flexibility, this form of management would be less appropriate. JCP can not 
give individual PAs job outcome targets, so they are looking at their actions and activities 
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as performance measures, such as how they work with employers, or whether appropriate 
people are referred to providers. 

JCP have met the Local Employment Partnership targets for lone parents and the long 
term unemployed but missed the target for IB claimants; overall they were just 5% below 
the target. On LEP London has 300-350 job starts a week.  

JCP do use HMRC data, such as P45/P46, for measuring outcomes but there is a 6-9 month 
time lag. Providers are asked to get evidence from employers that customers are in work. 
This is then audited when the HMRC data is available. However it is expensive for 
providers to ring/write to and chase customers and a “vocal minority” complained about 
the cost, as did employers who felt harassed by providers. When FND starts they will look 
out for abuse of the new system. JCP will be asking for signed statements and documentary 
evidence from providers which would be backed up by checks. 

JCP had spoken to HMRC about reducing the time-lag. This is not possible for two 
reasons: the number of returns that had to be inputted by HMRC staff; and delays in the 
data being sent in by employers. There will be a “clawback” mechanism in contracts if 
HMRC data is different from that given by suppliers. 

Providers have been complaining about the cost of the current system and its undue 
bureaucracy. With FND there would be less of a burden, so it was expected that contracts 
would be cheaper for the DWP. 

DWP did evaluate bids as part of the tendering process in terms of predicted volumes, but 
the volumes in the tender were “hopelessly out of date” as a result of the economic 
downturn. Therefore, the contingency plans submitted would also be looked at very 
closely. It was emphasised that the contracts would run for a long term, so the suppliers 
would have to take account of a full business cycle. It was also added that suppliers will 
want front loading of the contracts (which originally were to be paid in equal instalments) 
to help them cope with the downturn. This is possible to do within current DWP spending 
plans. 

 
Meeting with staff and managers currently working with the private / voluntary 

sector on prime contracted New Deal provision 
 
The staff said that with FND it would be similar customers who were coming through the 
JCP, with the same type of barriers to work. At the moment it was difficult to get the hard 
to help customers into jobs, but hopefully FND would help. Jobcentre Plus staff do not 
know a great deal about what Flexible New Deal will actually involve.  However, in 
principle most support the introduction of a more flexible programme that develops 
packages of support based on an individual’s needs. 

JCP staff in Lambeth are confident that the transition to greater involvement of the private 
sector will happen without too many hiccups.  At a local level they already operate 6-
monthly provider events where JCP and contractors meet to discuss issues with the 
contracts and delivery. 
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One adviser told the Committee that she was concerned that the programme would not 
tackle the problem of the “revolving door” in employment programmes.  In order to 
prevent repeat referrals, she argued that better training and placements options are 
required and job outcomes need to be more closely aligned to customers’ career 
aspirations. 

The Committee was told that staff had reservations about whether the Flexible New Deal 
would work for everyone.  ESOL referrals and people with drug/alcohol issues are not 
necessarily best served by outcome-based programmes because they require so much pre-
employment support before they are ready to think about finding work.  The adviser also 
commented that there is a significant number of people, particularly young men on NDYP, 
working in the informal economy.  She said that it was often difficult to get these people 
into work because they will not earn more through a legitimate wage than their current 
income. 

Previously an adviser was able to refer a customer to a company or organisation in order to 
remove a barrier. Staff used to be able to offer debt counselling, and drug, alcohol and 
addiction help. Now they don’t have that. There are also people whose English is so bad, or 
education level is so poor that it is not possible to even start helping them. Their problems 
are so severe they cannot use the services offered by suppliers. Additionally, the New Deal 
used to offer a 2 week course including confidence and soft skills, but also doing a First Aid 
and/or Food Hygiene Certificate. These were useful and people managed to get themselves 
a job. Staff felt that the current New Deal programmes did not address the barriers. On 
going through the programme many returned to JCP with the same problems. The 
advisers were in agreement that early referral is crucial for people with considerable 
barriers to work and did not support waiting 12 months before these individuals reach the 
Flexible New Deal. 

Many clients do a three month Intensive Activity Period course but still come out with the 
same barriers. Not enough employers are involved and very little time is spent on work 
placement. Some customers end up doing the course several times; if they had been given a 
proper work placement the first time round, they might have had more success. 

 There was a hope that with FND they would be able to tailor programmes to a person’s 
needs and to be more flexible. There was a perception that the current New Deal 
Programmes were not doing a lot for the long-term unemployed. The main barrier to work 
was often motivation. Also the long-term unemployed have been through all the 
programmes repeatedly. But there are a lot of people it just cannot help. 

NDLP was already more flexible than the mandatory New Deals. In NDLP advisors have 
money which they can use to buy the support customers need, whereas with the other New 
Deals they don’t. The New Deals do a lot for a lot of people, but these do tend to be the 
“slightly easier to help”. The current system allows advisers to buy lone parents the help 
they need, and this will continue with FND. On the mandatory new deals, the provision is 
contracted. Some lone parents have been unemployed for 15 or 16 years, and are going 
round and round the system. Other services such as probation, housing, and debt 
management should be incorporated. Housing was a real problem; there had not been 
much change since the introduction of  LHA; many were still scared of taking work, 
especially temporary work, because of the effect it would have on their Housing Benefit. 
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Pathways to Work had a strong focus on work (rather than tackling barriers first); at 
weekly interviews they worked with customers on CV’s, job applications, mock interviews 
and advice on where to look for work. But with some customers they had been doing that 
for a year, and there was a need to try something else. 

Under FND staff would have to be able to tell the contractors what they had been doing 
with long-term unemployed clients previously. 

Meeting with customers who have been on New Deal programmes 

One customer had had a job in security, but received an injury. He was on sick pay for a 
time, and then left due to the injury. His health has improved and he could now do security 
work again, but would like to do something different. He admitted that since then he had 
become lazy. He had taken part in New Skills training which did not motivate people to 
apply for jobs and go for interviews. He had applied for jobs in warehousing, security and 
with Royal Mail. He had applied for temporary jobs at Christmas, although he was worried 
about the affect having a job would have on his Housing Benefit and Council Tax Benefit.  

Another customer added that he too was worried about Housing Benefit. When asked 
whether advisers had done a ‘better off in work’ calculation, he noted that the result varied 
depending on what hours he was going to work. He found it complicated, stressful and 
didn’t really understand the result (despite being educated to degree level). He wanted to 
undertake professional qualifications and had been advised that a Career Development 
Loan may be suitable for him, but he did not want another loan as he was already indebted. 
He wanted to find a job, possibly part-time and save up for the qualification but he was 
finding it very hard to get one job. He had been offered an unpaid placement but not a 
proper job.  

Another customer was also looking for a professional job. He had worked in sales but left 
six  months ago. He had studied accountancy and was not interested in entry level jobs. He 
had worked in retail when he was 16 and didn’t want to start again. He was also worried 
how a temporary job would impact on his Housing Benefit. Housing benefit was the main 
barrier to taking up a “lesser” job. In the current economic climate someone would be 
unsure whether they would still be in a job after 3 months. If not there would then be a gap 
in their claim. JCP confirmed that there was a 4 week roll on of Housing Benefit and 
Council Tax Benefit. However, the customers were concerned about the 6-8 weeks it would 
take if a new claim had to be processed. One said that while he knew he could get Housing 
Benefit in work he would not get enough to be able to stay in his current house. It was 
noted that he might be able to benefit from Working Tax Credit. 

One customer asked whether New Deal was actually looking to get people into work, or to 
keep the number of unemployed at the same level. He asked whether the focus was on 
looking to help people get where they want to go, or to get a minimum wage job (which 
they would lose six months later leaving them with rent arrears). 

Another customer stressed that a lack of childcare options had been an obstacle to her 
continuing  with training courses. Drug and alcohol support was also limited and not 
immediately offered.  Earlier referral and better understanding of the needs of those with 
addictions was needed.  Sometimes adviser support could be lacking.  One customer said 
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that she was contacted by her adviser once every six months but was never offered any 
additional support and the conversations always lasted less than half an hour. 
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Note of visit to Remploy offices, 101 Euston Road 
Monday 17 November 2008 

 
Presentation from Tim Matthews, Chief Executive of Remploy, and Beth Carruthers, 
Director of Employment Services 
 
Under flexible New Deal, Remploy had been successful in the PPQ for all 14 regions, but 
had only tendered for 8 because of their limited capacity. They are a subcontractor for 11 
different potential primes, over all 14 areas. 

Remploy specialised in supporting those with the greatest distance from the labour market. 
40% of its customers tended to come from JSA, 40% from IB and the remainder from other 
disability benefits. Around 25% of customers had a learning disability and c. 25% had 
mental health problems and 28% had mobility problems;  most had multiple 
disadvantages, such as low skills, or were carers. 

Beth Carruthers explained that Remploy’s work was very much demand led: service 
focussed on (i) identifying and removing barriers to work; (ii) adding value with key skills 
and job search skills; and (iii) job brokering. Employer need directed the profiling of 
candidates. For many customers, once an obstacle to work was removed, they could move 
directly to the job brokering stage. The focus on employer needs helped Remploy prepare 
candidates and give them a competitive advantage in going for jobs. At job entry there is 
still in-work support to help sustained employment. 

The Committee was conducted on a tour of the offices. Customers progress through stages 
of service with the organisation. 

b) Reception: Remploy emphasise the need for a professional attitude from the outset, as a 
method of proving clients are suitable for work. This means appointments have to be 
kept and suitable dress is expected. 

c) Induction / profiling. 

d) Key skills and identification of barriers (2 weeks): this was group taught and focussed 
on skills such as timekeeping, what to wear etc. but also included provision for mock 
interviews and some one-to-one tutoring.  

e) Development job action groups: focus on letter writing and application preparation 
and “how to sell yourself”; advisers were able to help with some applications which 
were extremely long and complex. 

f) Recruitment job action groups: customers were supported in applications and what 
they were applying for was monitored. 

 
The key skills stage  produced a change in individuals over 2 weeks. They gained 
confidence and became ready to get into work. After 2 weeks they had a mock interview 
with a member of staff they didn’t know, on which they received feedback. Once they 
passed the mock interview stage they were considered job ready and were given their CV 
and an email account to apply for jobs. If clients could not pass the interview further help 
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was offered, which included team-working days and drama workshops. Disability and 
health were always the biggest barriers. “Barrier days” were often an opportunity to find 
out who was serious about wanting to get a job. Some were sent back to the organisation 
that had referred them if they did not really want to find work. Teaching was tailored to 
particular employers, and some employers had helped to conduct mock interviews. 
Remploy worked well with colleges but it was disappointing that many colleges for those 
with severe learning difficulties were not teaching “independent travel” which people 
needed if they were to access work. 

Remploy had a good relationship with the RNIB identifying opportunities for the visually 
impaired. All disabled clients had the opportunity to undertake work trials at Remploy’s 
Acton factory to see what type of work may suit them, and Remploy liaised with employers 
so that equipment would be provided.  

There was a heavy emphasis on in-work support from post-employment advisers who 
ensured clients made a reasonable adjustment. 4 such advisers were currently working with 
200 clients. Post-employment advisers also told employers of more potential candidates. 
Once an employer had taken on a worker from Remploy, they were often keen to take 
more (fears and preconceptions about disabled customers were often changed by the 
experience of employing them). Account managers were active in identifying jobs and 
spoke regularly with employers. The major retailers were Remploy’s ‘bread and butter’, but 
it did look at smaller businesses, administrative jobs and the non-retail sector. The major 
retailers were often open to people with learning difficulties, but gardening was another 
suitable sector. 

Remploy worked on the basis that the cost per head of supporting a customer should be c. 
£2000. The measure of success was employment sustained for six months, but Remploy 
continued to provide in-work support for up to two years; this support was provided by 
checking up with employers and checking up with customers. 

If it was successful in bids for prime contractor, Remploy would sub-contract most of its 
non-disabled customers, but would expect to do c. 35% of its case-load itself. Any large 
single benefit contract would have significant volumes of disabled customers. Additionally, 
customers from the most disadvantaged groups would need similar support to that which 
Remploy gives. There were concerns that the existing payment structure under FND 
provided no incentive for providers to focus on those furthest from the labour market, 
although long-term contracts under FND did give providers more time to focus on the 
hardest to help. 

Remploy had learnt from the experience of being a prime contractor for Pathways to Work 
that it was important to provide clarity to sub-contractors about what level of throughput 
they could expect from the prime contractor. Some sub-contractors had been disappointed 
when  the volumes were not as high as they had expected. It was also important to deal 
with multiple sub-contractor providers to give the customer genuine choice after their 
initial “triage”. Over time, success rates of different providers would inform customer 
choice. Remploy had 100+ interested sub-contractors for FND, of which 29 were identified 
as outcome delivery subcontractors over the 8 contracts, and the remainder were identified 
as service providers. There were high levels of interest, but low levels of trust amongst sub-
contractors towards FND and prime contractors. There was a resistance to share best 
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practice. On the other hand, provision from some sub-contractors had not met standards 
expected. Some organisations couldn’t provide Remploy with the information they 
required to be considered as a sub-contractor, with many small organisations finding it 
onerous. Others were not appropriate, but could be useful for a spot purchase. 

Remploy appreciated that some sub-contractors were not able to operate on the basis of 
payment by outcome and either had to be paid for services by the prime contractor or 
would not bid. Remploy had had to identify which sub-contractors needed to be paid 
directly for services. The prime contractor was not obliged to pay sub-contractors on the 
basis of outcomes. However there was a limit to the number of sub-contractors a prime 
contractor could “carry” this way; this could only be done for those whose expertise they 
could not afford to lose.  

Discussion with a selection of sub-contractors used by Remploy 
 
The Committee was introduced to  

• Helen Robinson, Salvation Army; 

• Chris Walsh, Wise Owls; 

• Patricia Shallett, Pro Diverse; 

• Abdiwali Mohamud, Somali Education and Development Committee; 

• Dennis Dillon, Springboard Islington; and 

• Andrew Smith, Terrence Higgins Trust. 

Sub-contractors were used to payment by results but would prefer up-front payments; even 
with payment by results they needed something upfront for set up costs. They were used to 
a mix of payment models, but mentioned the requirement to get so many ‘starts’ a month 
to get subsequent funding. This would be an issue in the relationship between the Prime 
and Sub contractors. One sub-contractor had taken up a lot of opportunities in providing 
support services; these services included addiction treatment or mentoring, which didn’t 
get people into work directly. It could be difficult for a charity to take a speculative “hit” 
undertaking work for which it might not be paid if the outcomes were not achieved; 
Trustees and the Charity Commission would probably not agree to them doing it. There 
was “not enough money in FND”, particularly once the prime contractor and sub-
contractors had taken their cut, the amount left for delivery was too small. 

 In the tender process, prime contractors were assessed on the basis of their ability to 
manage a supply chain and their financial strength, not on the basis of any experience of 
delivery. It was suggested that the prime contractor typically skimmed off 20% to cover its 
costs, underwriting risk, and providing back office services (and to cover profit). This left 
too little to be spent on delivery. The contracting process had not provided prime 
contractors with enough time to build relationships with sub-contractors. Phase 2 was 
following on too quickly from phase 1 for prime contractors to build these relationships; 
there was not enough time for Prime Contractors or the DWP to learn lessons from Phase 
1. 
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Distance and isolation could increase overheads in rural areas and providers did need a 
minimum number of clients for operations to be viable. 

There were concerns about the appropriateness of existing targets for contracts in the 
changed economic climate. The harder to help needed more input and required longer 
term support than could be offered under FND. There were fears that the hardest to help 
would be “parked” while  the recently unemployed with a good work history would be 
readily employable. It was feared that providers would not “waste” resources on those very 
far from the labour market; prime contractors would spend as little as possible on this 
group and may not bother passing them on to subcontractors. While the Government was 
now offering 45% of the fee in the first year to cover up-front costs, none of the Prime 
Contractors had offered to pass that on to sub-contractors. Remploy had previously been 
offered less than half the outcome fee to take on some with multiple barriers, however they 
had also been offered double the fee by a different Prime Contractor. 

There was concern that prime contractors would take excess amounts for their services. 
One sub-contractor had been offered £1100 for an end to end service, but had not accepted 
any such offers; it had instead bid for support services. Another had accepted offers from a 
prime contractor taking 20% of the outcome payment and passing on the rest while the 
sub-contractor took on 100% of the risk (for 80% of the payment). It was used to this 
arrangement through Train to Gain. Another suggested that a prime contractor taking 
only 20% was quite low; it was suggested that the relationship between Government money 
spent and money spent on delivery was usually c. 50:50.  

There were concerns that very small local providers wouldn’t get a look in. Contracts were 
too big and large organisations would do most of the sub-contracting. There had not been 
enough time for prime contractors to build up networks of sub-contractors. It was feared 
that smaller organisations would go under leading to a loss of skills and expertise 
(particularly at a time when ESF funding had become scarcer). One sub-contractor 
believed that the prime provider model had “wiped out local innovation”; there was no 
requirement for prime contractors to develop a diversity of provision (this could have been 
included in the contracts).  

The voluntary sector had wanted the right to make consortia bids but had been told not to 
bother by DWP; the Department wanted big providers as their contracts would be easier 
for DWP to administer. Some consortia had encountered problems in entering contractual 
joint ventures due to an inability to clarify the nature of the legal contracting entity to 
DWP’s satisfaction. Remploy was the nearest thing to what the voluntary sector had 
wanted; other than through Remploy, provision would simply be by big providers and 
smaller bodies were dropping out “by the day”. This was a missed opportunity as 
customers could build confidence more easily with smaller organisations and would be 
missed by the bigger ones. However, it was the business model of many of the prime 
contractors to build their own organisations on the ground, not to build partnerships. 

All subcontractors and those that contracted to subcontractors had to be listed in the 
tender of the prime contractor. If the Prime Contractor wanted to change the list they had 
to ask DWP for permission. One sub-contractor noted that its contract with a Prime 
Contractor specified that it could not sub-contract. Prime Contractors will find it difficult 
to expand the number of subcontractors, or develop relationships with smaller 
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organisations after the contract starts; this was why the tight deadline for submitting 
tenders was so crucial. 

Remploy said that they were not sure how the Code of Conduct would work in practice, or 
what would happen if it was breached. There had been examples where a prime contractor 
had used a sub-contractor’s name in its bid but had then never passed customers on. 
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Formal Minutes 

Wednesday 25 February 2009 

Members present: 

Mr Terry Rooney, in the Chair 

Anne Begg 
Mr Harry Cohen 
Mr Michael Jabez Foster 
Mr Oliver Heald 

 Mr John Howell 
Mrs Joan Humble 
Mr Tom Levitt 
Mr John Penrose 

Draft Report (DWP’s Commissioning Strategy and the Flexible New Deal) proposed by the Chairman, 
brought up and read. 

Ordered, That the Chairman’s draft Report be read a second time, paragraph by paragraph. 

Paragraphs 1 to 208 read and agreed to. 

Annex and Summary agreed to. 

Resolved, That the Report be the Second Report of the Committee to the House. 

Ordered, That the Chairman make the Report to the House. 

Ordered, That embargoed copies of the Report be made available, in accordance with the provisions of 
Standing Order No. 134. 

Written evidence was ordered to be reported to the House for printing with the Report, together with written 
evidence reported and ordered to be published on 19 November 2008. 

 

 

[Adjourned till Wednesday 4 March at 1:00 pm 
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Witnesses 

Wednesday 22 October 2008 Page 

Ian Mulheirn, Chief Economist, The Social Market Foundation and Lawrence Kay, 
Research Fellow, Policy Exchange 
 

Ev 1

Stephen Bubb, Chief Executive, Association of Chief Executives of Voluntary 
Organisations and Chris Melvin, Employment Related Services Association Board 
Director and Chief Executive of Reed in Partnership Ev 12 
 
Wednesday 29 October 2008 

Richard Johnson, Managing Director, Welfare to Work, Serco, Austin Hardie, 
Operations Director, The Wise Group and Rob Murdoch, Executive Director, A4e 
 

 
Ev 20

David Coyne, Executive Director, Glasgow Works, City Strategy Consortium and  
Dave Simmonds, Chief Executive, Centre for Economic and Social Inclusion 

 
Ev 32

 
Wednesday 10 December 2008 

Rt Hon Tony McNulty MP, Minister for Welfare Reform and Employment, Alan Cave, 
Delivery Director, Work Welfare and Equality Group and Rob Wormald, Head of 
Commercial Employment Provision, Department for Work and Pensions Ev 39 
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