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This presentation is based on:

1. Research undertaken by SKOPE and AoC for FETL 
on the devolution of the adult skills budget

2. Research undertaken by SKOPE and AoC for FETL 
on the marketisation of FE

3. Research undertaken by SKOPE on market 
models in education.

4. Involvement in UK government national policy 
inquiries



The aims of this presentation:

1. To reflect on what history tells us about the 
shift towards market-based models of 
funding and governance for skills delivery in 
England.

2. To identify some pitfalls with this 
development. 



A fundamental policy design choice

1. Markets and rational choice as the resource 
allocation efficiency maximiser

2. System and planning as the resource 
allocation efficiency maximiser

This is a choice of both policy design and also 
policy rhetoric.  England has shifted decisively 
towards markets.



Most countries (or regions 
therein)……

• Run a system - Scotland, Wales, NI, Germany, 
France, Finland, Sweden, NZ.  These systems 
may have elements of contestability within 
them.

• The leading marketeer is Australia, and there 
the results have been a disaster – see 
Wheelahan, Toner, et al – with major fraud, 
massive problems about quality of provision, 
and a huge decline in overall levels of TAFE. 



Whose resource allocation is being 
maximised?

1. State – in the UK a great deal of the resource for 
initial E&T comes from the state.  Even where there is 
a market, it is often a market for state subsidy.

2. Employers – for non-state supported training there is 
already a full market – employers buy in (using their 
own money) their training from a wide range of 
suppliers (colleges, ITPs, universities)

3. Individuals – the big shift in the last 15 years has 
been increasing reliance on loan-funded provision 
(private and state loans). 



National systems – creature of 
government or….?

In national systems, power can be shared by:

• Devolving autonomy to different spatial levels

• Social partnership arrangements, so national 
politicians are not solely in the driving seat 



The traditional English national 
system

• A key point to reflect upon is that 40 years ago England 
had a set of education systems (for schools, FE and HE) 
that afforded high levels of institutional autonomy, and 
also dispersed power.

• The focal level for the system was often the local 
authority (Local Education Authority), which controlled 
schools, FE and polytechnic HE.  Funding flowed 
through the LEA.

• The role of national government was limited, often 
arms-length, and about high level policy direction, 
‘steering’ and system regulation.

• Power was dispersed



The last 40 years has witnessed two 
fundamental shifts:

1. Massive increase in central power –
nationalisation and de-localisation, followed 
by………

2. Shift from systems-based block grant funding 
and governance, to marketisation, 
contestability and funding following learner 
choice. 



The current national/local balance
• Early years - NATIONAL
• Primary schools - NATIONAL
• Secondary schools - NATIONAL
• 16-19 - NATIONAL
• Apprenticeship - NATIONAL
• Post-19 loan funded -NATIONAL
• Post-19 AEB - LOCAL (only for MCAs)
• HE - NATIONAL
• Inspection system - NATIONAL



As a result…..

• When policy shifted from system to market – the 
markets that emerged were nationally designed, 
controlled and regulated.

• Opportunities for local thinking and bottom-up 
design were extinguished.  Everything became 
top-down, with the minister as God/King and civil 
servants and skills agency staff as his/her priests 
or courtiers.



The turn to markets
• Started under Conservatives around school 

autonomy and choice
• New Labour extended it on schools, with the 

academies, and into HE with the introduction of 
fees.  Talk of a ‘demand-led’ skills delivery model 
appeared, though still mixed in with a systems 
approach.

• The Coalition further extended it with HE fees 
and loans, post-19 FE loans and even more 
varieties of school choice. 

• Since 2015 HE has been further marketised.



Ideology or cash?
• The relentless advance of economic models of 

institutional competition and quasi-markets (for 
students) as a means to drive up educational 
standards and efficiency played a big role via 
think tanks, and by analytical services 
(economists) in ministries.  New Public 
Management theory in the ascendency.

• Big push from economic crisis and the perceived 
need to shift the cost of post-compulsory 
provision onto students via loans.



Principal Agent

We need to create a market where agents are incentivised to deliver better outcomes…  

Government wants to 
maximise the impact of 

publically funded learning on 
outcomes 

Funding for learning has 
traditionally been routed 

through providers

Providers deliver learning to 
individuals directly. 

Government is unable to perfectly observe the quality of learning being delivered  

Learner

Principal/Agent theory rides again!



Despite their beliefs, policy makers are 
mealy mouthed about competition and 

market

Words not liked included:
• Customer
• Consumer
• Bankrupt/out of business (“exit the market” 

was seen as a much more comfortable 
euphemism)



Magical thinking - we can have the 
best of both worlds

• A belief by national government that in some 
mysterious way you can arrive at a set of 
incentives that balances elements of cut-
throat competition (which results in 
institutional collapse) with elements of local 
cooperation.

• The nature of this balance and the design of 
the incentives to support it remain clouded in 
obscurity. 



Market v. System – the current state 
of play in England

• Early years - MARKET
• Primary schools - MARKET
• Secondary schools - MARKET
• 16-19 FE - MARKET
• Qualifications - MIXTURE
• Apprenticeships (levy)- MARKET
• Apprenticeships (non-levy) - MARKET
• Post-19 FE loan funded - MARKET
• Post-19 AEB - SYSTEM?
• HE - MARKET



There is no single FE ‘market’
There are a set of quasi-market segments, each with their 

own funding rules and competitive systems:

• 14-16

• 16-18/19

• Levy-funded apprenticeship

• Non-levy apprenticeship

• Post-19 AEB

• Post-19 loans funded

• And so on……..

Each is highly unstable and uncertain (e.g. AEB 2017/18) 
and this makes managing a college very problematic.



Markets, but markets 2nd guessed by 
NPM

The English E&T PMS (New Public Management Model):
1. Minister as nano-manager – the centre knows best!
2. National targets established unilaterally
3. High stakes (ever higher) inspection regimes for E&T 

providers via Ofsted
4. Qualifications achieved as entitlement/unit of 

funding/outcome and value for money measure.
5. Unsatisfactory processes and outcomes punished 

harshly (de-funding, special measures, etc).
6. Punitive not formative appraisal
Targets and inspection to stop providers ‘coasting’
“Terror and targets” – Professor Carol Propper



The shape of things to come?
“We live in a country where we allow people to make very 
good money for running a chain of restaurants or hotels, 
but not for running a chain of schools.  We need to stop 
undervaluing those who have the skills and expertise to 
ensure that our children are numerate, literate and ready 
for adult life…we need to allow the profit motive to 
ensure real lift off”

Free Enterprise Group, Towards 2025, K. Kwarteng, 2015. 
(members include Dominic Raab, Priti Patel, Savid Javid, 
etc)



Problems and consequences



Some recent headlines from FE Week

‘48 hours to rescue college’
‘3aaa banned from recruiting apprentices following 
ESFA investigation’
‘Damning Ofsted visit finds huge employer provider 
forced staff onto apprenticeships’
‘ESFA given two days notice to bailout West Notts
College’
‘Revealed: DfE first investigations into 3aaa’
‘Mystery after departure of Bmet principal’



Some problems
• E&T markets sometimes don’t rationalise quickly and 

cleanly, and students get hurt as institutions and 
programmes collapse.  What will happen when an HEI 
‘exits the market’?

• Competition doesn’t always drive innovation.  The 
dominant model of 3-year, full-time, full honours 
degrees means more HE providers providing more of 
the same!



More problems with market models

Q. If student choice drives the market, what 
drives student choice? 
A. Quite often, imperfect or misleading 
information – the example of the average 
graduate wage premium (endlessly cited by 
government and universities – totally useless 
and misleading indicator).  LEO will change this 
eventually, but outcome data is challenging.



Markets favour the strong and rich

• Markets in education and skills do not function 
well if some customers have more power, choice, 
information and ability to take risk than others.  

• These problems are made worse if the 
goods/services/qualifications on offer are of 
highly differentiated, varied and not always 
certain quality



Markets based on parental or student 
choice require systemic over-capacity

• If choice is to mean anything, popular schools, 
colleges, universities need to be able to 
expand.

• Free schools and over-capacity.
• Oxford – not expanding any time soon



Competition is messy

HE versus FE.  Unlike Scotland, demarcation of roles is limited.  
Declining 18+ demographic, and falling applications to low 
tariff HEIs means a land grab by HE for bits of FE:
• Access courses
• Unconditional offers
• Refusal to certify HE in FE where HEI wants to develop 

degree apprenticeships
• Level 3
Dog eats dog in a zero sum game where they are mainly 
losers!



Poorer consumers often have weak 
choices

• McQuaid et al for UKCES showed low paid 
workers wanted to invest in L2 qualifications 
that had a strong likelihood of securing them a 
better job or more pay.  Neither result likely.

• Limited travel to learn.  Limited institutional 
choice, especially in rural areas.



And….

• Although the rhetoric around markets stresses 
student choice, in reality elite E&T institutions 
(Oxford University, Rolls Royce aerospace for 
apprenticeships [200 applicants per place]) 
actually choose the learner.

• Successful schools choose their pupils



Markets – from knowledgeable 
agencies to regulators

• HEFCE to Office for Students (OFS)

• The loss of knowledge and 
advocacy/interpretation capacity, yet more 
power flows upward to government.  SFC and SDS 
versus ESFA (£60 billion budget)

• The loss of a body able to mediate between 
national policy makers and institutions



Gaming and regulation

• When financial incentives are strong and 
money is tight

• When information is imperfect
• When inspection regimes are very high stakes 

(sacking of senior management, closure of 
institution)

The incentives to ‘game’ the system or market’s 
regulation become very high



Some examples of gaming:

• The C/D borderline in GCSE

• Vocational qualifications in schools

• Apprenticeship numbers, adult starts and APL

• DELI and the 6 months from graduating story

• 1st and 2:1 degree classifications – the 
incentives to inflate



Fraud
In the FE marketplace there have been 
numerous examples of sharp practice, 
sometimes amounting to fraud – ghost learners, 
programmes with zero content, overclaimed
success scores, missing prescribed content, 
faked assessment, etc.

Following the discovery of the fraud large 
providers have gone bust – e.g. Learndirect



E&T (market or system) proposes, the 
labour market disposes!

1. E&T system or market

2. Labour market

2 sets the incentives for 1.  It also controls the size of the 
opportunities and outcomes available.  To put it another 
way, the outcomes generated by 1 are dependent upon 
conditions set by 2.  If KPIs for 1 are set around labour 
market outcomes, this can be a problem.



Low skills, low participation equilibria

Neither markets nor systems can over-ride the 
incentives from the labour market.

Low demand for skills and lack of good jobs in 
an isolated local labour market (Grimsby) 
produces a low participation (in post-
compulsory education) equilibrium.



Market or system, the English 
obsession is with supply

• Critically, whether you have market-based 
delivery or system-based, the focus is always 
on churning out more/better outputs.

• There is very little interest in demand, though 
it is always assumed that it wants both more 
and better.  This isn’t always true.



The future?

Labour promises a National Education Service 
(NES) that will re-introduce local democratic 
accountability.  Easy to say….but hard to do, now 
that we have a multi-brand, de-localised school 
governance system, funding that follows the 
learner and managerial behaviours at 
institutional level that favour cut-throat 
competition.


