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Background

In November 2004 NERA was commissioned by the 

Small Business Service (SBS), an Executive Agency of the 

UK Department of Trade and Industry (DTI), to examine 

the contribution that small businesses make to value for 

money in public sector markets. The SBS sought a better 

understanding of the contribution that small businesses 

currently make in these markets, and how this contribution 

can be increased to deliver substantial savings to local and 

central government. The aim of the research project was 

to examine these issues critically, and develop a base of 

evidence to inform future policy developments.

The key research questions posed by the SBS were:

•	 To	what	extent	are	SMEs	involved	in	public	sector	 

markets?	Are	there	particular	markets	in	which	SME	

involvement is concentrated?

•	 What	are	the	costs	and	benefits	associated	with	involving	

SMEs	in	public	sector	markets	that	have	been	identified	or	

proposed in existing literature?

•	 Where	SMEs	have	been	involved	in	public	sector	markets,	

and	more	specifically,	where	they	are	providing	goods	

and	services,	have	these	potential	benefits	(or	costs)	

materialised, and resulted in efficiency savings and overall 

value for money?

•	 To	what	extent	can	the	findings	from	specific	examples	of	

SME	involvement	in	public	sector	markets	be	generalised	

across	all	SMEs	in	the	same	sector,	or	in	other	sectors?

•	 Are	there	any	distinct	procurement	practices	or	

approaches	that	have	enabled	SME	involvement		in	

markets	and	the	subsequent	benefits	to	be	realised?	

•	 Where	SMEs	have	been	perceived	to	deliver	value	for	

money in public markets, can this value for money be 

quantified?	Can	it	be	quantified	in	a	systematic	way	 

that could provide purchasers with a useful ‘tool’ to 

evaluate tenders?

•	 Does	the	research	evidence	gathered	in	the	project	

suggest that generic indicators of value of money can 

be established which could potentially be used to guide 

purchasers in procurement decisions?

NERA’s Approach

NERA’s report examined the statistical data on government 

(including NHS) procurement from small businesses,  

the	economic	literature	on	the	wider	benefits	of	small	

businesses, and some 20 case studies of procurement from 

small businesses.

The statistical data was taken from three main sources: 

SBS annual statistics for 1995-2003 were used to estimate 

small business shares of turnover and employment in 

different sectors of the economy. UK Input-Output Supply 

and Use Tables for 2002 were used to derive information on 

government consumption in different economic sectors.

Information on government purchases from small businesses 

was obtained for survey data provided by the Federation of 

Small Businesses. These sources provided useful information 



on the size and distribution of government procurement and 

the relative contributions to local and central government 

of small business suppliers. However, information on the 

absolute magnitude of small business supply to government, 

in total or by sector, would need comprehensive collection by 

government of data on the size of its suppliers, which is not 

currently collected.

Review of the economic literature generally supports 

the perception that small businesses, especially those in 

innovative	markets,	bring	wider	benefits	to	the	economy.

The case studies provide many examples of procurement 

from small businesses, usually in competition with large 

businesses, where the characteristics of exceptional 

commitment, and often exceptional specialist skills, are 

strikingly demonstrated. They suggest that, although 

widening the supplier base to include more small business 

can demand extra procurement effort and professionalism  

on behalf of the procurers, it can be rewarding across a very 

wide spectrum of procurement.

The Result

The report concludes from the case studies that the  

greatest scope for improving the use of small businesses  

in government procurement lies in increasing  

procurement professionalism.

NERA’s Public Policy Group

NERA’s European Public Policy Group is a cross-sectoral team 

of economists who are experts in developing, appraising, and 

responding to public policy. Our experts have experience 

of policy development in diverse industry sectors, including 

transport, health care, local government, gambling, 

environment, and crime. The increasing emphasis on 

evidence-based policymaking makes independent, rigorous 

analysis an important component of the policy and strategy 

development process, whether it is undertaken on behalf of 

policymakers, industry associations, or individual companies. 

NERA’s public policy experts specialise in:

•	 Generating	policy	options	drawing	on	 

international experience

•	 Conducting	feasibility	assessments	of	policy	options

•	 Appraising	policy	options

•	 Performing	economic	evaluation	after	 

policy implementation

Our Experts

Michael Spackman, Special Advisor

Mr	Spackman	specialises	in	public	expenditure	management,	

public-private partnerships, appraisal methodology, and 

safety and environmental regulation. He has directed projects 

on	private	finance	and	other	expenditure	issues	for	HM	

Treasury and the UK National Audit Office; on risk assessment 

for	the	Health	and	Safety	Executive;	on	cost	benefit	analysis	

for the Department of the Environment, Transport, and the 

Regions;	and	on	railway	safety	for	the	European	Commission.	

He has undertaken projects on public expenditure 

management in transitional and developing economies 

for	the	EU,	the	Organisation	for	Economic	Co-Operation	

and	Development	(OECD),	and	the	UK	Government.	Mr	

Spackman	is	a	Visiting	Fellow	at	the	Centre	for	Analysis	of	Risk	

and Regulation at the London School of Economics. Before 

joining	NERA,	he	was	Undersecretary	at	HM	Treasury,	where	

he was responsible for the Public Expenditure Economics 

Group.	Prior	to	that,	he	was	Chief	Economist	at	the	UK	

Department of Transport.

Dr Barbara Veronese, Former Consultant

Dr	Veronese	joined	NERA	in	2003,	after	completing	her	MSc	

and PhD in economics at the London School of Economics. 

While	at	the	London	School	of	Economics,	she	specialised	

in	microeconomics,	political	economy,	and	public	financial	

policy applying panel econometric techniques to analyse 

institutional reform. She earned her Laurea in economics, 

with	Honours,	at	the	Ca’	Foscari	University	in	Venice,	Italy.	Dr	

Veronese has presented her work at conferences throughout 

Europe and in North America.

About NERA

NERA	Economic	Consulting	(www.nera.com) is a global 

firm	of	experts	dedicated	to	applying	economic,	finance,	

and quantitative principles to complex business and legal 

challenges. For over half a century, NERA’s economists have 

been creating strategies, studies, reports, expert testimony, 

and policy recommendations for government authorities and 

the	world’s	leading	law	firms	and	corporations.	With	its	main	

office	in	New	York	City,	NERA	serves	clients	from	more	than	

20	offices	across	North	America,	Europe,	and	Asia	Pacific.	
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