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Innovationsin Governance: The Involvement of Social Enterprisesin Health
Service Delivery

I ntroduction

This paper examines the Lombardy model of govemand identifies six critical
tensions raised by the model. This is followedahyabbreviated account of the
changes in the provision of health care serviceésarEngland since 1979 which led
to the creation of opportunities for social entesgs to deliver health services. Each
of the critical issues is then addressed in theéestiof social enterprise involvement
in health care.

Governance Context

Governance arrangements have traditionally beengréted in terms of hierarchies,
markets and networks (Coase, 1937; Granovettef; Maliamson, 1985; Thompson
et al., 1991). In hierarchies, policy determinatidacision-making and resource
allocation are highly centralised; in the publictee this would be characterised by
government that both determines resource allocatnohorganises and controls
public service delivery. In contrast, marketsalve the interplay of supply, demand
and individual choices in which competition betwgdsyers determines the
allocation of resources. In network forms of gamaerce, ‘multiple and overlapping
networks create dense patterns of action, intenaetind reaction’ (Exworthy et al.,
1999 p.15) within and between individuals and orggtions. These alternative forms
of governance are generally considered as compelieqatives, however the reality

is that each form is usually present to a greatézsser degree in most contexts.

In many European countries, the latd'2@ntury heralded an era of devolution of
authority away from the centre to lower levels ofgrnment (OECD, 1997); with
this came innovation in governance arrangementshwihiroduced aspects of
markets and networks into traditionally hierarchstauctures. For example in the
National Health Service in the UK, the separatibpuwchaser from provider in the
early 1990’s introduced an internal market for treakrvices in which health

authorities purchased services from a range of etimgpsuppliers, and NHS trusts



competed for contracts in competition with alteiveaproviders. The separation of
the role of purchaser and provider has paralletis thie administrative and

governance reforms in ltaly.

Administrative and Governance Reformsin Italy

The traditional political economic model of Italghbeen characterised by
hierarchical governance arrangements embodiedhighdy centralist model of
decision-making, policy determination and fiscalnmgement. For example, in
relation to health, priorities were set centraliyl ®0% of regional budgets came from
Rome (Colombo & Mazzoleni, 2006). This high levetontrol from the centre
established national standards and central coowel public services delivery
through formal hierarchical structures and tighddpetary control. However, the

centralist model operated to constrain autononmrggibnal level.

In the 1970’s and early 1980’s, regional activiamd aew political movements began
to press for greater autonomy at regional leveltaeddevolution of political power
away from the centre to the regions. To this egional governments were
established in 1970 (Ongaro, 2006); each would havelected President with
significant amounts of power and influence (Giom&nRoller, 2003).

In 2001, constitutional amendments (see Ongard; 266t out the new relationship
between the State and its regions. The centrargovent would retain power over
some functions (e.g. economic development, forpaity and immigration), share
powers with regional government in some functicarals (e.g. education, health and
commerce) and devolve other functions to the regy{ery. health services) and

provinces (e.g. cultural heritage) (for a full lste Giordano & Roller, 2003).

The structural reforms were inspired by principéégovernance derived from
subsidiarity. According to the principle of subaiity, decisions should be taken at
the lowest possible level of government, namely Wiach is closest to citizens
(Barber, 2005). In essence it is a theory of saeisponsibility that recognises that
‘individuals ought to be included in decisions tiglg to the exercise of public power’
(Barber, 2005 p308).



The philosophy is based on the belief that matkould be handled at the lowest or
closest level to where they will have their eff@€blombo & Mazzoleni, 2006).
Administrative structures, such as central andoreg)igovernments, should only
intervene when necessary to protect the common, goatiperform those tasks which
cannot be effectively carried out at a more immiedliar local, level. Hence
subsidiarity is associated with empowerment of denada institutions (Barber, 2005)
and emphasizes the importance of local structuties family, the church, community
groups and voluntary associations — as mediatiugtsires which empower

individuals, and represent and communicate thearésts.

Subsidiarity is based on the principle of empowgridividuals with the autonomy
and resources necessary to accept the responsibilideveloping and delivering the
services they need. Thus it goes hand in handawitbctive action and new models
of governance which are more open, inclusive, attatle and participative. The
role of formal administrative structures is to ulgthiveedom of action at local level,
entrust and uphold local initiatives, confer prima&t their strategic choices, and

harmonize efforts across localities with a viewhe maintaining the common good.

In Lombardy, the regional president, Roberto Foomiglected in 1995, has been
strongly in favour of the principle of subsidiar{f@ngaro, 2006), and since 2000,
governance in the region has been based on timsijple. A wide range of functions
and responsibilities has been devolved to locdiatites (provinces and
municipalities), and the role of the Lombardy goweent has moved away from
being a deliverer of services to being a commissgpmtermediary. In this way the
regional government’s strategic role is to ensergises are delivered in the best
interests of tax-payers and users; and to uphaldgoiures to maintain local influence
and accountability. In practice, the regional goweent is concerned with governance
issues relating to: openness and participation;itmang and controlling the

functions and services; regulating the system ofises; and information
management. By 2001 the region had consolidatechége as the leading example
of subsidiarity in Italy (Ongaro, 2006).



In theory, the new governance arrangements havwegbtahe design and
management of service provision closer to theariiiz However, as the management
and delivery of services has been devolved to auma@us organizations, the reforms
have required systemic changes at regional level.fihancial implications of the
structural and governance reforms are many, alddador example the costs
associated with funding: training in the skills ded to effectively commission
service delivery; the design and implementationasftracts for service delivery at
local level; the design and implementation of nesd aansparent systems for
stakeholder consultation and participation; momiigrevaluation and control of
performance; and the collection and disseminatfanformation about service needs

and performance.

The devolution of power and fiscal authority to thgions, and the separation of the
roles of commissioner and deliverer, has openeapoertunities for new providers to
compete for contracts to deliver services. Thslbd to competition between
alternative service providers and the emergencgia$i-markets (Le Grand &

Bartlett, 1993) in which commissioners and custa@ave choices. For
commissioners, competition between alternativeisemroviders has the potential to
raise the quality of services delivered as altevagiroviders innovate and compete to
secure service delivery contracts. For custonoargpetition can also raise quality of
services delivered as they exercise choice to ts#leqrovider which offers services

that best fit their expectations and needs.

However, to derive benefits from the new compatitinere need to be alternative
providers that compete for service delivery corigad¢ience potential service
deliverers need to be aware of the new contracppprtunities and are likely to need
guidance and support when bidding for contractsjragssioners need the skills to
effectively compare alternative providers and gdiease which most closely match
their requirements; and service users need this siimake choices between
alternative providers. Hence the reforms incur sasdmetimes hidden, in the shift

from hierarchical to market based governance sirast

Subsidiarity and Policy | mplementation



Thus far, this paper has considered the structefatms that have influenced
governance reforms in Lombardy. The second aspebestructural reforms is
related to the devolution of power over policy iemplentation to the regions. The
distinction between formal policy reforms (prograatio aspects of social policies
and services) and operational policy (the orgdimmaadministration and delivery of
policies and services) (Carmel and Papadopoul@3)28 integral to the Lombardy
experience. Structural reforms widened the autonohtlge regions and led to
operational policy reforms (Borghi & Berkel, 200@)which aspects of the political
hierarchy, the market and citizenship become comeigary. In Lombardy, the
structural reforms delegated new duties and regipititiss to the regions which, in
time, gave the regions wide ranging power over tstatutes, electoral systems,
forms of government, supported by some ability twalate taxes.

In health and social care, the State would setiniversal general principles on which
the regions could build their own service portfphaatched to the needs of the
communities they serve. This shift reflected broah@nges in the ‘core objectives of
the welfare state arrangements from protectionimgeimnification to participation,
activation and independence,’ (Borghi & Van Berl28l07 p.84). The transformation
led to the involvement of new deliverers of sergit®m the private and non-profit
sectors. For example, local hospitals acquiredtaeis of independent state-owned
firms and are refunded, at the same rate as prpraigders, for the services they

offer.

Critical Issuesin Governance Reform

Analysis of the process of structural reform inyitand the Lombardy experience has
identified six potential institutional tensions asisted with the adaptation of regional
governments to the separation of the roles of @mgehfrom provider of services.

The principle of subsidiarity has shifted decisinaking and responsibility for the
design and delivery of a specified range of ses/foem the centre to the regions. In
devolving responsibilities in this way, the firsnsion identified relates to a
continuum betweedevolution ver sus abandonment. Devolving service delivery to

the regions is marketed under the auspices of emogvthe regions to make



decisions and choices about services which bettierct the needs of their locality.
However, in devolving services, the question araseto whether the centre has
absolved itself of responsibility for the regiomslan effect abandoned them to their
own devices. This tension can be managed by gethid maintaining standards from
the centre, whilst simultaneously devolving resjuitiy for service design,

implementation and evaluation to the regions.

The traditional hierarchical governance structumdsaly were centralist and control
was retained by the centre. One of the conseqaaiaentralised governance was
that the autonomy of the regions was severely caingd. In loosening the control
away from the centre, the autonomy of the regiarterims of decision-making and
local action has been increased. However, fromt@mal perspective some regions
are likely to perform better than others in terrhthe management of their new
authority, and in the interests of national eqyahtbalance needs to be found
between the tensions céntral control versusregional autonomy. This tension can
be managed by a system of regular, carefully mahagipendent reviews, and
inspection of the quantity and quality of locallglidered services against centrally

upheld service standards.

The decentralisation of the commissioning and @ejiwf services to the regions
means that regionally-based commissioners canamntith whichever service
provider offers the most effective, efficient ampeopriate services to users. The
diversity and multiplicity of user needs howevegates a tension between
decentralisation ver sus fragmentation of service delivery. As the needs of users
grow, and their confidence in expressing their sgeccommissioners increases, the
feasibility of satisfying all needs becomes remgtg;the pressure to do so increases.
This tension can be managed by educating servars about the need to balance
idealistic expectations about services and thdively with the reality of physical,

financial and human resource constraints.

The principle of subsidiarity pushes decision-mgkas close as possible to those
affected by the decisions that are made. In déwplthe design and delivery of
services closer to citizen consumers, the predsurervice deliverers to be flexible

and innovative to better meet citizen needs h&®e tmanaged with the pressure to



meet national standards of service and professmotds of conduct. Thus there is
tension between the pressure to conform to natiangéts and standard procedures
versus the desire to innovate to better meet wesmig1 The tension between
accommodation and innovation can be managed by setting national minimum
standards which are monitored and controlled bycémgre, with devolved flexibility
to the regions to innovate the design and delieéiservices over and above the

minimum standard.

The devolution of power and authority away from teatre was accompanied by
limited fiscal autonomy at the regional level. Hoxer, the requirement to manage
rising user expectations about the quantity andityua service availability with the
budgetary constraints of regional government léadstension betweesificiency

and service. This is perhaps the most intractable of theiterssas consumer
expectations appear to rise inexorably as the g power of budgets diminishes.
The tension might be alleviated by public informatcampaigns to reduce the
demand for services, such as in improved persaathhcare and illness prevention;
compulsory competitive tendering between potessgavice providers to enable
alternative providers to be evaluated systemayicaila range of indicators; and the
inclusion of both quantitative and qualitative &iiggand criteria in contracting
decisions to ensure that evaluation goes beyorelypfinancial performance.

Finally, the range of services typically delivet®dpublic sector organizations
extends from those where the performance can bsurezhby outputs e.g. refuse
collection, to those where the measurement of padace is ambiguous. For
example, in health and social care, measurablaitsi{p.g. the number of procedures,
vaccinations, operations) are achieved simultarigeashort and long term
outcomes (e.g. improved sense of health and welblpe This tension between
outputs ver sus outcomes can be managed by ensuring that both outputs and
outcomes are included in service delivery contratd that appropriate metrics are

designed to monitor and record outcomes as walligsuts.

The remainder of this paper shifts the focus ardibn away from Italy to England.
The purpose of this is to present an account dlaage in governance which might

offer some insights for the new administration eélh services in Lombardy.



Fundamental changes in the governance of the haadtisocial care sector in
England since 1979 created a quasi-market in wihiemoles of purchaser and
provider were separated; and in doing so createt/mpportunities for new
deliverers of health services to enter the markebpening up the market for health
and social care, providers from the non-profit @gahcluding social enterprises, now
compete with the private sector to win contractddtiver services. The following
sections present an account of the introductiasheoblved health service delivery and
innovation in governance; and this is followed hy@ew of the role of social

enterprises in health care service delivery in Bndl

Devolved Service Ddlivery in the UK

The delivery of public services in the UK changedndatically when the
Conservative government introduced neo-liberalgirsation policies from 1979
onwards. The introduction of the market mechanrsimpublic service delivery
represented a shift in governance away from thetgkical command and control of
the 1948-1979 era (Exworthy et al., 1999). Thetwaaf quasi-markets (Le Grand
& Bartlett, 1993) brought in charging for serviceempulsory competitive tendering
for contracts, and increased partnership workindgloser services. Fundamental to
the shift was the separation between the purchaseesvices from providers. This
resulted in the creation of quasi-markets with cetitjon between alternative

providers from the private, public and non-proéit®rs (Cornforth, 2003).

These massive structural changes meant that mésices were removed form the
direct control of local authorities; in their placew organisations (quasi-autonomous
non-governmental organisations (quango’s)) weratecketo deliver public services
under contract to local authorities and governndepartments. The quangos were
managed by boards of appointed members (and raiedlefficials). Performance
was controlled by the introduction of performaneéicators and multiple audits.
These changes meant that the relatively simpletstrel of multi-functional local
authorities working with central government, waglaeed by a new, more complex,

system of local governance (Cornforth, 2003).



Governance and Health Carein England

In 1974, prior to the Conservative party reformealth services were under the
auspices of the NHS. The management of healthcesrwas undertaken by various
authorities who performed the necessary governfummions (Ashburner, 2003).
Health authorities were composed of a combinatigreople appointed by the
Secretary of State, various groups of health psidesls and local authorities, and lay
people (usually personal contacts of local digresr

The total transformation of NHS governance was taitlin the NHS and Community
Care Act (1990), implemented in 1991. New boardsavestablished which removed
all local authority and most professional membansl replaced them with non-
executive directors drawn from successful busiressko it was hoped would
introduce ideas from the private sector, and mamsagfethe organisation. Whereas
the authorities had been accountable to their looadmunities, the new boards were

accountable to government.

Boards in the public sector can set individual argational strategy but must remain
within the limits of government policy (Ashburn@Q03). Hence, they are
responsible for interpreting and implementing peBahat are determined at a higher
level in the hierarchy. In this way the Governmemstrains the extent of strategic
choices, and imposes decisions that might not wikerhave been made (Ashburner,

1997) and which may not reflect the specificityjafal needs.

In the continuing 1980 reforms, independent trusdse established to deliver health
services (Cornforth, 2003), and new partnershigddalth Action Zones were
created. These new structures had the power to essiom services that provided the
best value irrespective of whether the deliveres fwam the private or non-profit

sector.

Since the election of the Labour government in 198& structural reforms have
continued, with a renewed emphasis on modernisatioinpartnership working. Few
changes have been made to the governance stryaxecept that the appointment of

non-executive directors has been made more tramspand passed to the newly
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created NHS Appointments Commission, which repgetserally to Parliament.
Trusts are accountable to the Department of Heaitth their performance is
controlled by targets that are set centrally byagoment. The techniques of new
public management (McLaughlin et al., 2003) thatehspread throughout the whole
of the public sector and which emphasise improueginess efficiency are also found
in the NHS. The new techniques include greaterhasig on user-orientation, the
introduction of market mechanism into service pasghand supply, and competition
between service providers. Taken together, themef@f the health and social care
services have promoted five ideals: greater efiicyeand improved outcomes;
innovation in service delivery; tackling inequallly improved access to services;

personalisation and choice of services; and empuoet of service users.

In the NHS, the expansion of the Board model lethéoestablishment of Primary
Care Trusts (PCTs). Primary care boards are raggerfor purchasing of care
across the health sector. PCTs do not have dychbsfined organisation to oversee,
but manage a network of small disparate organisatioprimarily general practices.
PCTs are fund holders and are responsible for jpsiog of all health care for their
populations, health promotion, public health anevpntative care. The contracting
out of health services has created many opporésnitir the non-profit sector. It is
into this opportunity that social enterprises hstepped (Walsham et al., 2007).

Social Enterprises

Social enterprises have been identified as a cetoree of UK Government policy.
They are organisations that combine business effigi with achievement of social
outcomes. They are defined as ‘businesses withaoilyrsocial objectives whose
surpluses are principally reinvested for that pagom the business or community,
rather than being driven by the need to maximiséith(DTI, 2002, p.13). They thus
aim to be financially sustainable from trading, avften a profit is made, this is not
distributed to those with a controlling interestiem. Hence any surplus is not
distributed as profit sharing; it is used to furttiee aims of the enterprise. Social
enterprises are firmly rooted in the localitiesytiservice by governance structures

that are community-based.

11



Although reliable statistical data are difficultlarate, recent estimates suggest that
there are 55,000 social enterprises in the UK, witombined turnover of £27 billion
per annum, accounting for 5% of all business amdrimuting 1% to GDP (DTI,
2006).

Social enterprises bring distinct advantages viiémt to the market place. First, their
simultaneous pursuit of financial sustainabilitglaaocial outcomes means that the
business models they adopt focus on efficiencyedfettiveness. Second, their close
contact with the individuals and community theysemanifest in stakeholder-led
governance structures, means that they are knoeddudig about the needs of the
communities they serve. They thus have the capticitvercome asymmetries of
information typically found between larger orgatigas and individual consumers.
Third, by virtue of the greater trust they insgietween them and the communities
they serve (Mancino & Thomas, 2005), they havecHpacity to penetrate the gaps
left by ineffective public and private sector seevdelivery. This closeness between
them and their communities generates high trusthvbonfers on them legitimacy to
operate in their localities. Their legitimacyfusther reinforced by their
responsiveness to individual and community neaushleng them to identify and
deliver services matched to clients needs. Foththmajority of social enterprises are
small, and this gives them the flexibility requireddesign and deliver services to
meet the specific needs of smaller client groupgalfy, by working closely with

their communities, social enterprises have the @apto not only deliver services,

but to contribute to building social capital thrbugjtizen participation (Evers, 2001).

Health Care and Social Enterprises

Recent NHS documents have encouraged a mixed egooionelfare health service
providers and identified the potential of more dsesproviders from the independent
and private sectors with greater potential to iramtevo deliver health care services
(DH, 2005a; 2005b; 2006a; 2006b). These policy dwmnis have specifically noted
the potential of social enterprises to deliver tieahre services. In 2005, a task force
was established to investigate the potential efithéctor organisations to work in
partnership with the NHS to design and deliverises/to users. The task force

report estimated that more than 26,000 third semigeinisations were already
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involved in delivering health and social care segsiin England, with an annual
income greater than £13bn (DH, 2006b). The majaityhese organizations are
small, with an annual income less than £50 000irEmeallness means that most
social enterprises work in partnership with theraigs of the NHS, and enter into a
commercial relationship between public sector cossioners of health and social
care services to provide services to users. Tareagement of this relationship is key

to the success of the reforms and separation ofressioning and delivery.

The advantages of social enterprises already mote them appropriate
organizations for delivering health and social caevices at the local level. Their
entrepreneurial focus means that their busineseh®dundamentally driven by the
pursuit of financially sustainability; this promstanovation driven by greater user
and patient choice and leads to creativity in erdesign and deliverylt also has the
potential to increase efficiency and value for moriheir close engagement with
stakeholders, patients, users and employees meanthey are responsive to users’
needs and can involve service users in the desidelivery of services. Deeper
relationships with stakeholders means that thayglthese capabilities much more
into play in developing innovative services thapend to need (DH, 2006b). Their
local embeddedness means that they possess degje#tge about the needs of the
communities they serve, and this feeds into semsegn and delivery. They can
make a difference to their local community, as wehtributing to public good, by
revitalising deprived neighbourhoods in two wayspéying local people; and
delivering services to the socially excluded. Tdas lead to improved access to
services, and enhance the creation of social ¢dpituilding a bridge between local
communities and large institutions that commissimndelivery of health care
services. Their smallness means that they arélessaucratic than hierarchical
structures and increases the potential of deligevadue for money. In addition, social
enterprises are committed to the values of nonHprajanisations and public service
for the common good, and this generates benefith&organization in terms of staff

morale and staff retention.

However, the relative newness of social enterpsssdvantages them in several
ways: when bidding for service delivery contraate ¢lo lack of commissioner

knowledge about their skills and capabilities; tbenplexity of preparing contracts
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for competitive tendering to health care commissienand in designing monitoring

and controlling service delivery.

In 2006, the Department of Health establishedws 8ocial Enterprise Unit to
promote the involvement of social enterprises enhibalth and social care sector.
This unit established a Pathfinder programme iro@et 2006 which aim to identify
social enterprises that are leading the way irvdghg innovative services. The
Pathfinder project provided financial and advissupport to 26 social enterprises.
This scheme is currently in progress and is scleeldiar evaluation between 2007-9
(DH, 2007). The purpose of the evaluation is to/mle a robust evidence base of
their performance, and actionable lessons for benigrprises in health and social

care.

Critical Issuesand Devolved Service Delivery in England

In England the process of separating the commisgjaand delivery of health and
social care services has been managed to enstireatienal standards are monitored
and controlled simultaneously with flexibility indal action (DH, 2004). Thus the
prospect of abandonment has been restrained igt@fomanaged devolution of
authority to Trusts, and from then on to local vielers of services. The
modernisation of public service delivery has beersped simultaneously with
increased centralisation and uniformity (Greer ¢t2803) thus maintaining
centralised control of standards with autonomyhatlével of local delivery.

However, the new relationships between the Stadgamviders of health services has
given way to a structure that is characterisedrigamisational fragmentation, plural
modes of governance and a complex network of medigartnerships (Skelcher,
2000). Theoretically the maintenance of nationahgards and equity in access to
health care is managed through a myriad of objestand targets, however in reality

there are variations in the availability and quadit services between localities.

Innovation has been encouraged through greatersiiy®f service providers, and in
service design and delivery. New legislation tocemage asset transfer and capital
asset development, thereby enabling social ensapto achieve financial

independence through revenue generation increlasgmtential for them to achieve
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financial sustainability and survive in the longte The requirement to conform to
national standards has created some flexibility tlesv providers have embraced in

the design and delivery of health and social careices.

The pressure for efficiency has been pursued thrgogipulsory competitive
tendering for service delivery contracts. Thusepttl service delivers strive to
design competitive contracts within the financiadl &ocial constraints of health
spending budgets. Further, the evaluation critgfrizest value means that
commissioners can accommodate the qualitativerdiifees in service delivery
offered by social enterprises. The distinct advgeseaof social enterprises builds
outcomes as well as outputs into their performamiteria, and these can be used to
strengthen their differential capabilities when gating for contracts. Thus the social
enterprise model is an organisational format tbatlmines business efficiency, social
outcomes and community-based governance, and whglhe potential to diffuse

the tensions outlined previously in this paper.

Conclusion

This paper has reviewed the Lombardy model of geuace and identified six critical
tensions that arise when the commissioning andelgliof public services is guided
by the principle of subsidiarity. To illustratevaénnovation in governance can lead
to innovation in service delivery, the case of tteakrvice reform and the role of
social enterprises in health service delivery igland was presented. The
illustration is pertinent to Lombardy in that thengiple aim of subsidiarity, to shift
decision-making and implementation nearer to aitszés embodied in the
community-based governance structures of sociargnses. This has led to high
expectations about the potential and performans®ahl enterprises which may
need to be tempered as they take time to acqueregbessary skills and expertise
both to compete with the private sector for serdekvery contracts, and to deliver
the services for which they are commissioned. Taughe costs associated with:
organisational and institutional learning for bptirchasers and providers; the design
of contracts for transactions with new providehg management of new contracting
relationships; and the deep cultural changes tieab@curring in governance and

health care have not been explicitly recognisetiénopening up of health service
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markets. In addition, the dual burden of goverearwsts associated with the new
structures as well as professional codes of conttaglso tended not to be explicitly
recognised. This may be a reflection of the faat the involvement of social
enterprises in health service delivery is relagivetw, however it creates many

opportunities for further research in the future.
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