Value for Money 

Background

On 28 June 2000, the Cabinet Policy Committee agreed that the objectives for Value for Money reviews are to: 

1. improve the effectiveness of public spending and ensure consistency with this Government’s policy objectives and priorities; and

2. increase funding for new initiatives in future budgets through re-prioritisation and management of fiscal risks. 

Definitions

In 1996, the Commonwealth Secretariat considered achieving value for money as a key mind-set in implementing public sector reforms aimed at increasing cost-effectiveness and improving the quality of outputs
. Improving value for money is considered as a philosophical approach, rather than as an end goal, in itself. They defined maximising value for money as:

“… the maximisation of three main elements, known traditionally as ‘the 3 E’s’:

· Maximising economy implies minimising the cost of resources or inputs used (spending less).

· Maximising efficiency entails increasing the amount of goods and services produced from a given level of human, financial or other input (spending well).

· Maximising effectiveness is increasing the impact of the goods and services produced for the community (spending wisely).

Value for money (VFM) can therefore be represented algebraically as:

VFM  =   outcome      =   input volume     x     output volume     x       outcome
    expenditure         expenditure             input volume             output volume

That is, VFM =  economy  x  efficiency  x  effectiveness . 

Other definitions are:

Value for money: A method of ascertaining whether a particular organizational, or production, process makes best use of the resources being spent on it. In particular, the method looks at three key components: economy (focused on inputs), efficiency (focused on process), and effectiveness (focused on outputs), and whether or not the organization/program is geared towards maximizing them. In recent times, a fourth component has been added to the concept of value for money, that of impact or outcomes (i.e., to what extent does the output of the organization or program impact the desired societal outcomes).

Value for money review: A form of ‘clear the decks’ review procedures. This implies that all aspects of the organization’s work, or of the program, will come under scrutiny including efficiency and effectiveness drivers in the items under review. A value for money review is done much more regularly than an output price review, and is also more searching than a conventional audit which tells us whether the money was spent as reported.  See, e.g., S. Newberry, “Intended or Unintended Consequences? Resource Erosion in New Zealand’s Government Departments,” Financial Accountability & Management, 2002, 18(4), p.326.  For an application example of a value for money review, see National Audit Office, Getting the Evidence: Using Research in Policymaking, Report by the Comptroller and Auditor-General, HC 586-1 Session 2002-2003, London: The Stationery Office, 2003, pp. 35-36.

Comment

Value for Money review objectives can often be heavily focused on potential efficiency gains (i.e. baseline reductions) but equal weight can also be given to increasing effectiveness of results and taking into account the medium term capability requirements of the public sector.

Increasing value for money means finding better ways (including different sets of outputs) to achieve desired policy outcomes that encompass both effectiveness and efficiency:  

· What should the public sector do?  How effective are the outputs in achieving the desired outcomes or results? 

· How well do we do it?  How efficient is the agency at delivering the purchased outputs?

A full value for money assessment of a given bundle of interventions would test the overall relationship between outcomes and the underlying inputs.  Partial assessments would test either the relationship between outputs and outcomes (policy analysis and evaluation) or the relationship between inputs and outputs (testing the efficiency of production). 

� Commonwealth Secretariat, Current Good Practices and New Developments in Public Sector Management: The Commonwealth Portfolio, 1996.
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