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Abstract 
Far from the market having a voracious capacity to extend its influence over all aspects of contemporary social and 
economic life in the UK; the state is directly engaged in propping up an un-dynamic private corporate sector and 
ensuring employment for many of those working within it. Historically, the state has always had a significant role to 
play in moderating the anarchic tendencies of the market; acting on behalf of capital ‘as a whole’ even when 
capitalism has been at its most dynamic – safeguarding trade routes, regulating business and providing a legal basis 
for its operation. In contemporary Britain, un-dynamic corporate capital has become increasingly dependent upon the 
state, a condition that appears to be endemic to capitalist societies in their mature phase (whether economies are 
dynamic or not). In this sense, the new roles the state has assumed across virtually all sectors of the UK economy 
since the 1980s points to the limitations of the market as a system for meeting society’s needs.  
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Corporate Capitalism and State Dependency  
 
Introduction 
 
‘New’ classical economy provided the theory that underpinned the anti-state 
ideas that came to dominate government thinking in Britain and the USA in 
the 1980s. For neo-liberals, successive post war governments had adopted 
policies designed to maintain aggregate demand in order to sustain full 
employment, one result was high levels of inflation. Controlling inflation, 
particularly the cost push variety1 required prices and incomes policies to curb 
the distorting effects of monopolistic behaviour. The result was, in the British 
case, an economy that was plagued by ‘stop-go’; it was an economy in 
serious structural decline. 
 
Monetarist approaches to solving this ‘British disease’ aimed at obtaining 
price stability through fiscal and monetary policies that had the short term 
effect of reducing output and increasing unemployment2. More significantly, 
these approaches to managing the national economy were combined in the 
late1980s with supply side policies designed to reduce government 
intervention through privatisation, de-regulation and market liberalisation.3 
These policies represented a significant break from those pursued during the 
post-war consensus years and shaped the economic thinking of successive 
governments well into the twenty first century. This structural solution to 
Britain’s economic malaise had been signposted by some influential Sunday 
Times articles written by two Oxford economists as early as 1975. In their 
articles, Robert Bacon and Walter Eltis (Bacon and Eltis 1976) argued that the 
British economy could be divided into marketable and non-marketable output 
and the problem was that since 1961 the proportion of Britain’s workforce 
engaged in the creation of marketable output had been falling year on year.  
 
As the authors explained, the marketable output of the economy does not 
equate simply with the private sector, nationalised industries produced 
marketable output, the problem was that most of them in the 1970s were loss 
making. Equally, marketable output included intangibles like financial 
products, as well as tangibles, such as manufactured goods. Many public and 
private sector firms engaged in the market sector were loss making (and often 
were bailed out by government), thus they were taking more out of the sector 
than they were contributing to it. For Bacon and Eltis, the underlying structural 
problem facing the British economy was the shrinking proportion of its 
activities that were market-related; a pro-market government could adjust this 
by cutting taxation, reducing the scale of the public sector, especially public 
sector employment, and stopping projects that have high ‘capital and raw 

                                                 
1
 Cost push inflation, according to Keynesian theorists in the 1960s and 70s, arose from the 

monopolistic behaviour of corporations and trade unions, whose controls over product and labour 

markets ensured they could push product prices and wage levels above their natural market levels  
2
 The period 1979-84 may be referred to as one in which a rather simplistic monetarist policy was 

pursued; a more coherent market-oriented approach only emerged with the development of supply side 

policies aimed at privatisation, pit closures etc. 
3
 Healey N. (1993) ‘From Keynesian Demand Management to Thatcherism’ in Healey N (ed) Britain’s 

Economic Miracle: Myth or Reality pp 2-4. 
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material content’, such as Concorde, and low sales on the market (Bacon and 
Eltis 1976:114).  
 
In brief, Bacon and Eltis argued that a successful strategy for capitalist 
economic growth was dependent upon the existence of a highly dynamic 
market sector operating within an economy in which a significant proportion of 
those employed are engaged in productive labour, not socially useful labour 
but labour that directly contributed to the process of capital accumulation. The 
structural solutions they presented were broadly consistent with the supply-
side policies of successive Conservative and Labour governments (1976/9-
2006)4. The consequences of governments’ pursuit of ‘market-oriented’ 
policies, have, however, often been the opposite of their intent; instead of less 
dependence on the state, the ‘market sector’ has become more entwined with 
and dependent upon it. Below, we examine this dependency by focusing upon 
employment and job creation over the past two decades.     
 
The Paradox of New-Liberalism 
 
While governments have championed market oriented policies in the UK over 
the last thirty years or so,  the specific emphases of their approaches have 
varied and they, as well as business and academic writers, have tended to 
use different labels to describe their purpose – from ‘Monetarism’ and 
‘Thatcherism/Reaganism’ to, more recently, Labour’s ‘Third Way’. Each of 
these outlooks have a similar core value - the market is conceived as being 
synonymous with efficiency, competitiveness and the promotion of consumer 
‘choice’. The state’s engagement with the economy rests primarily with 
removing the imperfections that impede the ‘free’ operation of the market 
while, residually, ensuring that those incapable of looking after themselves 
continue to receive a rigorously monitored form of welfare provision. This 
diminished role for the state is contrasted with the ‘bad old days’ when state 
intervention was synonymous with direct ownership, the pursuit of economic 
plans and a continuous growth in public sector employment.  
 
The logical outcome of this market-oriented approach is a reduction in state 
ownership of industries and enterprises, the shifting of employment from the 
public to the private sector, the freeing of enterprises to innovate through their 
own research and development programmes, the creation of a climate for 
private sector investment in new industries and products and the eschewing 
of vast state-sponsored projects engaged in, for example, regional 
development and urban regeneration and renewal. Successive Conservative 
governments, under Mrs Thatcher, tended to express their commitment to the 
market in uncompromising fashion, once famously denying the existence of 
‘society’. Under John Major’s leadership (1992-97), the message was toned 
down. With the advent of New Labour in 1997, the commitment to the 
centrality of the market was strongly reaffirmed but moderated by declarations 

                                                 
4
 Though Bacon and Eltis did outline different potential solutions to the malaise of the British 

economy, including a left-leaning ‘social democratic’ approach illustrated in the mid 1970s by 

Scandinavian economies. The policy alternatives were set down in their book ‘Britain’s Economic 

Problems: Too Few Producers’ published in 1976. 
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of support for social inclusion and community development at local and 
regional levels – hence the proclamation of a ‘third way’. Whatever, the 
political rhetoric, the evidence outlined below suggests that rather than ‘rolling 
back’ the state over the past two decades, in practice, the pursuit of a neo-
liberal agenda has, paradoxically, led to a more pervasive form of state 
intervention in virtually all spheres of the economy. This is particularly evident 
if the analysis focuses less upon the technical classification of an activity 
being in the private or public sector and more upon the evolution of the 
relationship between the state, enterprises and the market; developments in 
UK employment over the past two decades illustrate this underlying trend.        
 
Public and Private Sector Employment 
 
Shifting employment from the public sector to the market-led private sector is 
considered an important indicator of the success of governments over recent 
decades in reducing the proportion of unproductive or non-market related jobs 
within the economy as a whole. By mid-2005, 79.6 percent of employee jobs 
resided in the private sector and 19.4 percent in the public sector with the 
proportion of public sector jobs within the economy continuing to fall fairly 
consistently throughout the period 1992 to 2001 (Table 1):  
 
 
Table 1: Public and Private Sector Share of Employee Jobs 1992-2005 
 
Source: ONS May 2006 Total Employee Jobs 
 

UNITED 
KINGDOM  Public sector

a,b,c
 Private sector

d
 

Total      
employment

e,f
 

  (000s) (%) (000s) (%) (000s) 

    1 2 3 4 5 

  C9KD DB36 CZG8 DB37 CZG9 

All in employment      

       

1992  5905 23.1 19654 76.9 25559 

1993  5593 22.1 19716 77.9 25309 

1994  5430 21.3 20104 78.7 25534 

1995  5368 20.8 20443 79.2 25811 

1996  5268 20.2 20758 79.8 26026 

1997  5174 19.5 21336 80.5 26510 

1998  5163 19.3 21629 80.7 26792 

1999  5207 19.2 21914 80.8 27121 

2000  5288 19.2 22244 80.8 27532 

2001  5378 19.4 22320 80.6 27698 

2002  5485 19.7 22397 80.3 27882 

2003  5641 20 22555 80 28196 

2004  5756 20.3 22646 79.7 28402 

2005  5850 20.4 22888 79.6 28738 

       

 
 
Taking a longer view, commencing from the early 1960s and incorporating the 
‘golden age’ of public sector employment growth, the evidence suggests that 
proportionally public sector employment has shrunk over the last forty or so 
years from a peak of around 30% of total UK employees in 1979 to just under 
20% in 2003 (Table 2): 
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Table 2: Public and Private Sector Share of Employee Jobs 1963-2003 (000s) 
 
Sources: ONS May 2006 Total Employee Jobs and Labour Market Trends; O. 
Black, I. Richardson and R. Herbert  (2004) ‘Jobs in the Public Sector mid-
2003’ (July 2004) 
 
 

 Public 
Sector 
Employee 
Jobs 
(Nos) 

Private 
Sector 
Employee 
Jobs 
(Nos) 

Private 
Sector 
Employee 
Jobs (%) 

Total 
Employee  
Jobs 

public 
sector 
employee 
jobs as % 
whole 
economy 

1963 5933 18055 75.3 23988 24.7 

1979 7449 17227 68.2 24676 30.2 

1990 6052 18410 75.3 24462 24.7 

2000 5111 20574 80.1 25685 19.9 

2003 5454 20721 79.1 26175 19.9 

 
 
From Tables 1 and 2 it seems that the total number of public sector 
employees stands at about the same level in 2005 as it did in 1963; this in a 
context where the total number of employees in the UK workforce has risen 
by around 3 million. The make up of public sector employment has also 
changed over this period, particularly since the early 1980s. The number of 
civil servants, for example, has fallen in absolute terms by over 100,000 while 
public service employees in health and education have become a significant 
grouping, consisting of around 60 percent of the total of public sector 
employees in 2003, up from 40 percent in the early 1980s (Black, Richardson 
and Herbert 2006:274). Between 1998 and 2005, however, employment in the 
public sector grew by 10 percent with the creation of an additional 509,000 
jobs; in 2003 the number of jobs rose by 162,000 alone (Black, Richardson 
and Herbert 2006:273).      
 
The largest single fall in public sector employee numbers has occurred as a 
result of privatisation and the contracting out of services. The total numbers of 
workers employed by public corporations has fallen dramatically from 2.1 
million in 1963 to 386,000 in 2003 and in the local authority construction 
sector from 117,000 in 1963 to 45,000 in 2003. It is here where the analysis of 
employment data begins to reveal some important issues concerning the 
relationship between the state, enterprises and the market. An analysis of 
statistical evidence of the distribution of employment between public and 
private sectors necessarily raises questions about how specific occupations 
and industries are classified. For example, in their 2006 article in Labour 
Market Trends, Black, Richardson and Herbert confirm that the Labour Force 
Survey (LFS), a survey of around 60,000 households in the UK, tends to 
overestimate the numbers employed in the public services:  
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‘since many employees of public funded bodies incorrectly classify 
themselves’   
Source: O. Black, I. Richardson and R. Herbert ‘Jobs in the Public Sector mid-
2003’ p.275 (July 2004) 

 
This erroneous self-classification refers to, for example, the perceptions of 
employees of universities who consider themselves to be working in the public 
sector but are in fact classified as working for private sector institutions. Like 
universities many other organisations and enterprises secure their income 
primarily from public funds but are classified as being in the private sector – 
local authority registered privately run care homes for the elderly being a 
further illustration. These organisations may have direct ‘quasi-market’ 
relations with private clients but a significant proportion of their income - from 
research and teaching in universities or, in the case of social services, via the 
referral of the elderly to the (private) care home – depends upon public 
funding. Employees in these sectors are engaged with enterprises and 
voluntary or ‘third sector’ agencies that rely significantly upon the state as the 
main sponsor, purchaser or procurer of their services, this gives rise to what 
might be called ‘state dependent’ forms of employment. 
 
The Rise in ‘State Dependent’ Employment 
 
Estimating the level of state dependent employment for all sectors of the UK 
economy is an arguably futile task given the complexity of the inter-actions 
between industrial sectors and the inherent problems associated with 
analyses of that kind. To date, there is no cross economy initiative from 
government or other agencies to gather such data. Some sectors have 
commissioned estimates of economic impact and employment generated as a 
result of their activities; these include the Ministry of Defence, Higher 
Education and the Forestry Commission. Estimates have concentrated, in the 
case of the MOD, upon three definitions of dependent employment:  
 

1. Direct employment (full time equivalents) in posts that have arisen 
directly from contracts placed by the MOD; 

2. Direct employment in the UK associated with work undertaken for 
overseas customers arising from the export of defence goods and 
services; 

3. Indirect employment provided by ‘direct’ contractors throughout the 
supply chain5 

 
Even with the MOD, a relatively centralised and discreet Ministry, the data 
collection is not straight forward. 6 The MOD data is available from 1981 and 
was probably initiated as a result of departmental concerns over cuts in 
defence expenditure. The MOD does not include induced employment that 

                                                 
5
 See Turner A., M.Chalmers, K. Hartley ‘Estimated UK Employment Dependent on Ministry of 

Defence expenditure and Defence Exports’ Defence Statistics Bulletin No. 5 Defence Analytical 

Services Agency, March 2003  
6 The MOD has typically used Analytical Input-Output tables produced by the Office for National 

Statistics as the base for calculating indirect employment gains. See Turner et al (2003) p. iv 
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may occur from consumption and other activities arising from the 
expenditures by the dependent workforce but does include ‘direct’ contractors 
throughout the supply chain who may be employed in other sectors, such as 
accountants or utility suppliers.  
 
What follows below does not amount to a systematic attempt to estimate the 
size of the ‘state dependent workforce’ in the UK; rather the objectives are 
threefold – first, to illustrate the increasing complexity of the inter-action 
between public and private sectors and, second, to set the backdrop to 
subsequent research that focuses upon specific sectors of the economy. 
Finally, and most importantly, changes in employment patterns reveal how the 
shift from the public to the private sector is in no way synonymous with a 
declining importance of the state in economic affairs or necessarily evidence 
of a significant growth in employment dedicated to marketable output. The 
evidence suggests that the tentacles of the state have actually extended 
further into the private sector over recent years particularly, and ironically, 
through the growth in private sector jobs dedicated mainly, but not exclusively, 
to the delivery of non-market outputs.      
 
Education, Social Care and the ‘Third Sector’ 
 
The charitable, voluntary and health and social care sectors have experienced 
significant employment growth over the last two decades (1983-2003). Many 
jobs have been created in the private sector. For example, in health and 
social work over the past twenty years the number of private sector jobs has 
risen from 319,000 in 1983 to 1,109,000 in 2003. Of these approximately 
537,500 are employed in private sector care homes, a significant proportion 
are older women workers with relatively few qualifications.7 In the charity or 
third sector it is estimated about 153,000 UK registered charities employ 
nearly 600,000 people. This sector has grown significantly since 1991. 
Between 1991 and 2001 it is estimated that the number of registered charities 
grew from 98,000 to 153,000 with a combined expenditure of about £20 billion 
in 2001-2 compared to £11.2 billion in 1991. In 2001-2 the proportion of public 
sector funding for charities was 37 percent.8 It is difficult to disaggregate the 
proportion of charity or private health care jobs that rely primarily or 
exclusively on state funding or financial support. Nonetheless, it is typically 
the case in the health sector that referral schemes for children and the elderly 
are often initiated from within the public sector and public funding follows the 
client into the private care sector. Equally, charities have their own fund 
raising mechanisms that are independent of the public purse, though for many 
their key source of funding is the public sector via a variety of short and 
medium term grants (especially in the arts and cultural and creative 
industries).  
 
It is also the case that in the education sector, the growth in private provision 
has been boosted by private training agencies competing for skills-based 
training programmes supported by public funding through the quasi-state 

                                                 
7
 See Prospect.ac.uk (2005) ‘Social Care as it is’ Spring 2005. 

8
 National Council for Voluntary Organisations (2004) UK Voluntary Sector Almanac 2003-4.  
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agency, the Learning and Skills Council (LSC). While the main provider of 
LSC supported education and training are FE colleges and sixth form centres 
(409 UK institutions), the LSC registered 1548 business organisations and 
214 voluntary organisations as providers of training courses supported by 
LSC funding in November 2005.9 Again, it is very difficult to disaggregate the 
publicly funded jobs located in the private education sector from those that 
exist on the sole basis of private funding, nonetheless, the overall growth in 
private education jobs from 231,000 in 1983 to 808,000 in 2003 (given the 
relatively static employment levels over this period in private schools) must in 
part be attributed to changes in state support for education and training 
shifting from direct provision to contracted services via such agencies as the 
LSC.        
 
If these ‘state dependent’ forms of employment were included in the 
public/private sector relation then a rather different picture emerges of the 
state’s overall influence upon employment and the structure of the UK labour 
market. A brief examination of the health and social work/care, education and 
voluntary sectors suggests that a significant proportion of the growth in private 
services employment, especially over the past twenty years, has arisen from 
state funding of private sector activities or, more specifically, the private sector 
assuming a greater role in undertaking tasks that were previously located in 
the public sector. If, for example, approximately half of private health/social 
care jobs were classified as dependent on state funding arrangements, one 
third of private education jobs and one in six charity jobs the total number of 
state dependent jobs in these sectors alone in 2003 would be nearly one 
million (Table 3). 
 
Table 3 
 
Estimate of UK ‘State Dependent’ Employment 2003 in 3 Occupational 
Sectors 
 

Sector Total Number  of 
Employees 

Total number of 
‘state dependent’ 
jobs 

Health/social care 1,109,000 554,500 

Education 808,000 269,333 

Charity 600,000 100,000 

Total 2,517,000 923,833 

    
 
While higher education sector institutions are classified as private sector; they 
employ around 280,145 full time equivalents and their income in 2003-4 
divided between public funding 73 percent and private sector income 27 
percent.10  
 

                                                 
9
 LSC (2005) Statistics Report November 2005  

10
 Universities UK (2006) Economic Impact of Higher Education Institutions 2003-4. 
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If about two thirds of university employees are added to the total number of 
state dependent jobs identified in Table 3, a figure of around 1.2 million jobs 
in private services in three sectors (albeit those that have a close proximity to 
the traditional notion of ‘welfare’) may be identified as being ‘state 
dependent’.11  This expansion in state dependent employment has taken 
place alongside the growth in public sector employment in health and 
education and has produced private service provision that looks very similar 
to that previously provided in the public sector though there is some evidence 
within these sectors, particularly the higher education sector, of an expansion 
in marketable outputs giving rise to more commercially oriented sources of 
income (about 25% of HE total income is from ‘business’12).   
 
 
Infrastructure and Social Renewal  
 
Britain’s infrastructural problems date back to the 1970s and underinvestment 
has been an issue since that time. Public sector investment up to 1973-4 
typically exceeded 5% of GDP (particularly spent on transport, utilities, 
nationalised industries and defence), since then it has rarely risen above 2% 
of GDP. It was business that complained to government about the poor state 
of the infrastructure in the late 1980s especially in London and the south east 
at a time when public sector investment levels hit a post war record low 
between 1986 and 1989.13 Since then there has been a long but relatively 
slow return to levels of public sector investment that, by 2005-6, are 
comparable to that of 1980: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Table 4 UK Public Sector Investment as % of GDP 1970-2008 
 
Source: Public Expenditure Statistical Analyses 2005 

                                                 
11

 As discussed elsewhere, the expansion of these ‘state dependent’ forms of employment, especially in 

the last ten years, has also given rise to a rapid growth in regulatory regimes that seek to ensure ‘value 

for money’ etc. In social care for example we now have The Training Organisation for Personal Social 

Services (Topss), the Social Care Institute for Excellence (SCIE), the General Social Care Council 

(GSCC) and the Commission for Social Care Inspection (SCCI).   
12

 See Universities UK 2006:18 
13

 See for example London First (specifics required) 
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Public sector capital investment has almost doubled over the past five years -
from £17 billion in 1999-2000 to nearly £33 billion in 2004-5. This increase 
has been supplemented by the Private Finance Initiative (PFI) through which 
public/private partnerships have been formed to generate capital to build 
schools, hospitals and other developments with secure rates of return being 
guaranteed to the corporate sector for the initial investment made. The 
expansion of state capital investment, the PFI and the development of major 
infrastructure projects such as the Thames Gateway and London 2012 (the 
Olympics and associated infrastructure developments alone accounting for 
projected government infrastructure spending of about £8 billion between 
2008-2012) amount to a significant level of state sponsorship of employment 
in the private sector, especially for construction companies such as Capita, 
Amec, Serco, and WS Atkins for whom more than half their revenues are 
derived from public sector projects.14  
 
Over the six year construction period of the Olympic site, it is estimated that 
37,500 construction jobs will be created – 24,000 engineers and trades staff, 
6,500 managerial staff and 2,800 professionals including architects and 
surveyors. At the project’s peak about 8,000 people are anticipated to be 
working on the Olympic site, just under 3 per cent of the total number of 
people working in the industry in Greater London.15  The new build consists of 
approximately forty percent of the venues required to host the Games; though 
a proportion of this is earmarked as legacy investment, including the Olympic 
village which will sleep 17,000 Olympic competitors before being returned for 
use as a public/private sector property development worth around £600 
million. The Olympics are a part of the overall regeneration and development 
project known as the Thames Gateway. 
 
The Thames Gateway scheme was initiated in 1990 by the South East 
Regional Policy Guidance plan formulated at the time of the Conservative 
government and was championed by the then Secretary of State for the 
Environment, Michael Heseltine. At that time, regeneration was focused upon 

                                                 
14

 See Kable.net 
15

 Daily Telegraph 19 January 2006, ‘Building on harmony for a capital show’ 
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a region that had suffered major decline in areas of traditional employment – 
docks, dockyards, manufacturing – and a shortage of affordable housing for 
its resident population. The decision in 1991 to route the Channel Tunnel Rail 
Link through North Kent and into central London via Stratford, provided an 
important catalyst for improvements in road and rail infrastructure and by 
1995 the Thames Gateway Task Force drew up plans for 30,000 new homes 
and 50,000 new jobs being established in the Thames Corridor by 2021 
(Buck, Gordon, Hall, Harloe, Kleinman 2002:84-5). Since 1997 successive 
Labour governments have continued to provide vigorous support for the 
Thames Gateway scheme through the Office of the Deputy Prime Minister 
(ODPM) and a variety of partnership agencies, including the Mayor’s Office, 
the Greater London Assembly (GLA), the London Development Agency (LDA) 
and all the local authorities located within the region. The ambitions for the 
development of the Thames Gateway have correspondingly risen with, for 
example, the proposal to develop a new bridge crossing the Thames and an 
expansion of plans for house building and the development of new townships 
along the Thames corridor. These plans were incorporated into the Labour 
government’s ‘Creating Sustainable Communities’ (2003) in which the number 
of new houses to be built increased to 120,000, and many of these located in 
fourteen ‘zones of change’.  Many of these developments are subject to local 
authority/property developer agreements that include Section 106 clauses. 
These clauses require developers to contribute to agreed public infrastructure 
improvements and social housing developments as a component of the 
overall development schemes. Such arrangements have generated a further 
inter-weaving of public and private sector cooperation, producing a variety of 
new local public facilities and creating significant numbers of jobs in the 
construction and private services sectors.   
 
Undoubtedly, the long term neglect of Britain’s infrastructure has served to 
stimulate state investment to a considerable extent, particularly over the 
period 2000-2010. Table 5 reveals the degree to which the balance of 
public/private investment in capital spending is state dependent, a situation 
that is likely to continue for sometime into the future. 
 

Table 5 : Capital spending plans, 2002–03 to 2005–06 
 
Source: HM Treasury 2002 Spending Review Department Investment Strategies 
 
Capital budget (£billion, nominal)   2002-03  2003-04  2004-05  2005-06 

Public sector net investment    14.3  19.6  21.9  24.1 
Depreciation     14.1  14.7  15.4  16.2 
Asset sales     3.8  3.8  3.8  3.8 
Public sector investment    32.2  38.1  41.1  44.1 
Capital spending by the private sector   3.7  3.3  2.5  2.5 
Total investment     35.9  41.4  43.6  46.6 

 
 
 

In the period 2001-4, the Treasury Spending Reviews established 
Departmental Investment Strategies for capital projects and set up a Capital 
Modernisation Fund. These initiatives, incorporating PFI plans, provided an 
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important business stimulus for construction companies, project management 
conglomerates and the financial services sector in the UK.16

  

While the private sector is by far the dominant employer in construction  
(around two million jobs), its major enterprises have become increasingly 
dependent upon state capital investment projects for their core UK based 
business revenue.  
 
 
State Procurement – The End of the Supply Chain 
 
The growing state dependency of the corporate sector is particularly evident 
where it has assumed many of the functions that earlier in the post-1945 
period, the state would have assumed direct ownership or responsibility. The 
trend toward corporate ‘partnership’ or dependency upon the State, has, 
however, another dimension in terms of procurement policies. This trend, in 
particular, impacts upon all sectors of the economy and especially those 
industries associated with white collar, scientific and technical occupations; 
industries often associated with the apparently more dynamic new economy. 
A brief look at three sectors illustrates this interlinking. 
 
State expenditure on defence has significantly reduced as a proportion of total 
government expenditure in the period since 1945. The end of the cold war has 
seen a reduction in the armed services (public employment) by 100,000 
between 1992 and 2005. In their study of jobs created as a result of the 
activities of the defence sector, Turner, Chalmers and Hartley (Turner et al 
2003:3) calculated that 300,000 jobs arose from UK defence expenditure in 
2000-1 (over and above those service and civilian personnel directly 
employed by the MOD). These divided into three main areas - the suppliers of 
equipment, those who provided other services and those employed in the 
defence exports sector.    
 
The Gershon Review of government efficiency, published in 2004, set out 
targets for improvements that included £21.5 billion in savings by 2008 and 
the reduction of civil service jobs by 80,000. The proposed savings amount to 
a combination of job cuts, staff relocation, the shifting of staff to ‘front line’ 
services and outsourcing. Outsourcing, particularly to the IT industry presents 
a significant opportunity for the private sector to step in, as Paul Smith, the 
Research Director of KableNet, a private sector research company 
specialising in the public sector, commented: 
 
 

‘The government has been using private companies to deliver 
public services for over 20 years so this should not come as a big 
surprise. However, the breadth is quite impressive, and shows 
there will be considerable opportunities over the next three years’. 

 
Source: KableNet.com ‘Public sector outsourcing boom to continue’, 
KableNET.com, May 15 2006 

                                                 
16

 Including, of course, Jarvis, who went into receivership in 2005, and would have done so much 

earlier but for their state supported PPP projects. 
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According to Kable.NET the outsourcing market for government services was 
worth some £45 billion in 2005-6 and is set to rise to £67 billion in 2006-7. The 
main areas of growth in outsourcing is set to be the Ministry of Defence up 
from £1.1 billion in 2005-6 to £4.4 billion in 2006-7; the NHS with significant 
growth to achieve £16.4 billion by 2008-9; local government – 2005-6 market 
worth about £6-7 billion and increasing by 16% over the next four years – and 
central government with a growth rate of around 6% between 2005-6 and 
2007-8. The rise in central government outsourcing is primarily focused upon 
the ICT sector with an increase in ICT outsourcing from £2.6 billion in 2004-5 
to around £3.2 billion in 2007-8.17  
 
Accompanying this increase in outsourcing, as a part of the overall drive for 
efficiency, the Gershon report also identified another sector – management 
consultancy – that has benefited from public procurement policies: 
 

‘This is a rapidly growing area of spend – for example data 
published by the Management Consultancies Association (whose 
members represent 60 percent of the UK consultancy market) 
earlier this year indicates that fee income from the public sector in 
2003 was almost twice that of the previous year’. 
 
Source ‘Releasing resources to the frontline’ Independent Review of Public 
Sector Efficiency’ Sir Peter Gershon, July 2004 p.26 

 
 
The Labour government set out its commitment to creating closer partnership 
between public and private health services in 2001. Four main areas were 
identified – using spare capacity in the private sector; using private sector 
management to run surgery centres; the Public Finance Initiative and, finally, 
using private sector management consultants. When this policy was 
announced it was also recognised that partnership was ongoing in many 
areas: 
 

‘NHS private patient units and beds comprise 20% of private acute 
beds. The NHS provides a third of funding for voluntary hospices. 
Almost half of the abortions carried out in the independent sector 
are funded by the NHS. Over 80% of brain injury rehabilitation 
takes place in the private sector. The NHS funds around a third of 
independent sector acute psychiatric beds’.. 
 
Source: House of Commons Select Committee on Health The Role of the Private 
Sector in the NHS p.1 

 
Despite this commitment to partnership, the Labour government has found 
itself in an uneasy relationship with arguably the most important private sector 

                                                 
17

 See Kable.Net.com ‘Public sector outsourcing boom to continue’, 

KableNET.com, May 15 2006 and Kable.NET.com ‘Whitehall technology spend 
to rise’, 26 July 2005 http://www.kable.NET.com.news  
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‘partner’ of the NHS, the pharmaceutical industry. The industry supplies 
medicines to the NHS with prices being determined by the Pharmaceutical 
Price Regulation Scheme. Charges for specialist and generic medicines have 
been the subject of some dispute, reflected in a DOH discussion paper 
published in October 2003 which prompted a rather defensive response from 
the Association of the British Pharmaceutical Industry.18 In 2001-2 NHS 
procurement of medicines provided the industry with revenue of around £8.6 
billion, rising to about £10 billion by 2005-6. Government and the Department 
of Health expressed concern over such costs and, in subsequent 
parliamentary select committees on Health; concerns were also expressed 
about the undue influence of the industry on the NHS as a whole. 
 
In response the industry has argued that the UK-based pharmaceutical firms 
fund more than half of all further education and training for doctors in Britain 
and that there were many examples of effective partnership: 

 
‘The ABPI Cymru Wales Industry Group members provide more 
than £1.5 million worth of support for service-based posts and for 
continuous professional development of pharmacists and other 
health service personnel in NHS Wales. A research and 
development partnership between the Department of health and 
the pharmaceutical industry, which will mean joint funding of clinical 
research in the UK, leading to faster development of new drugs has 
also been agreed’. 
 
Source: ABPI 2003:6 

 
There can be little doubt, from the evidence provided by the DOH and the 
ABPI, that the partnership between state and the pharmaceutical industry 
runs deep and the value of medicines purchased from the industry by the 
DOH has significantly risen over recent years. Table 6 indicates that the cost 
of medicines as a proportion of total NHS costs has almost doubled between 
1980 and 2004-5, from around 7% to 12%19:  
 
 
 
 
 
 
 
 
 
 

                                                 
18

 See Department of Health Discussion Paper: The Pharmaceutical Price Regulation Scheme 

(September 2003) Comments from the Association of the Pharmaceutical Industry 27 October 2003, 

London: ABPI 
19

 Market share in the pharmaceutical industry is highly fragmented. Of the five leading companies 

about 20% of UK revenues come from hospitals (secondary care); and 80% from Over The Counter 

(OTC) sales and prescriptions (prescriptions from primary care GP sources). Prescription and OTC 

sales are aggregated by the ABPI in its published statistics. 
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17. NHS expenditure per person in the UK 

 
Total NHS 

cost £ million 

Total NHS 
cost per 

person £ 

All NHS 
medicines 

cost £ million 

NHS medicines 
cost per 

person £ 

Medicines as 
a % of total 

NHS cost 

1980 11,257 200 826 14.66 7.3 

1985 17,154 303 1,627 28.77 9.5 

1990 28,246 497 2,533 44.25 8.9 

1991 32,078 558 2,755 47.96 8.6 

1992 35,436 615 3,189 55.38 9.0 

1993 37,231 645 3,893 67.45 10.5 

1994 39,715 686 4,227 73.05 10.6 

1995 41,853 721 4,583 78.98 11.0 

1996 43,522 748 4,975 85.54 11.4 

1997 45,660 783 5,431 93.13 11.9 

1998 48,138 823 5,902 100.93 12.3 

1999 52,264 891 6,630 112.97 12.7 

2000 57,067 969 7,072 120.10 12.4 

2001 62,892 1,064 7,752 131.13 12.3 

2002 70,196 1,183 8,670 146.16 12.4 

2003 78,015 1,310 9,632 161.74 12.3 

2004 86,610 1,447 10,543 176.21 12.2 

2005e 94,050 1,562 10,392 172.58 11.0 
  

Notes 
Cost of medicines at manufacturers' prices in primary care and hospitals 
For 2004 & 2005, medicines costs are estimated. 
Source 
OHE compendium 2005/06  

 

 
State Procurement and the National Economy 
 
Whether a ‘high tech’ or ‘low tech’ industry, the influence of state spending, 
and state/private sector partnerships, upon virtually all the UK’s main 
industrial sectors is considerable. The interweaving of the ICT sector and 
consultancy across central, local government and public services and the 
close relationship between the drugs industry and the health service are but 
two illustrations. Quantification of this relationship in monetary terms is 
broadly reflected in the estimates of government expenditure as a proportion 
of the total expenditure on goods and services across the domestic economy: 
 
Table 6 General Government Domestic Expenditure on Goods and Services 
as a percentage of GDP at market prices  
 

Year General government 
expenditure on goods 
& services at market 
prices 
£ million 

Gross Domestic 
Product at Market 
Prices 
 
 
£million 

Govt 
expendi
ture as 
% of 
total 
GDP 

2002 210 967 1 048 456 20 

2003 220 449 1 074 858 20.5 

2004 226 159 1 108 890 20.3 
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Source: ONS: GDP Estimates 2005 (Table C2) 
 
The state is the purchaser of the equivalent of one in every five pounds of 
domestic expenditure on goods and services. This level of procurement of 
goods and services has risen over recent years and has sustained a 
significant number of jobs in the private sector as well as accounting for a high 
proportion of job growth in that sector since 2000.20 
 
Conclusion 
 
Employment trends in the UK indicate a decline in public sector jobs as a 
proportion of total employees in the UK. From the ‘golden age’ of the mixed 
economy when 30 percent of employees worked in the public sector, the first 
decade of the twenty first century has seen public sector employment fall to 
20 percent of total employment. The current government’s commitment to 
reduce civil service numbers and its proposals to increase private sector 
involvement in the delivery of services tends to strengthen perceptions that 
the market, privatisation and liberalisation remain in the ascendancy with the 
state’s role in continuous decline.21 Such an interpretation is far from the 
reality of contemporary economic and political affairs. The changing forms of 
state intervention over the past thirty years, exemplified by the divesting of 
state-owned enterprises, has, paradoxically, led to a more pervasive role for 
the state across virtually all sectors of the UK economy. This is reflected in 
several ways. 
 
First, it is the case that privatisation – telecoms, gas, airports, water, electricity 
and railways – resulted in about 15% of Gross Domestic Fixed Capital 
Formation transferring from the state to the private sector.22 These asset 
sales switched responsibilities for much needed investment to the private 
sector, with, at best, mixed results. Prior to privatisation significant state 
investment (about £7.6 billion at 1995 prices) took place. A new highly-
regulated price and investment environment has realised modest further 
private sector investment and significant job cuts. The performance of some 
companies, such as BT, has improved marketable output and profitability 
while rail companies have performed poorly, requiring continued state 
investment. All these sectors have witnessed a high level of state intervention 
via new forms of regulation, including prices and investment plans being 
reviewed at regular intervals. Rather than privatisation causing a significant 
reduction in state involvement, intervention has simply assumed a new form 
through the development of regulatory regimes that touch all aspects of 
enterprises business plans.     
 
Second, the Private Finance Initiative, through which the state and private 
sector has developed partnerships to construct hospitals, schools and other 
publicly run institutions, has set a new pattern of state/private sector 

                                                 
20

 Estimated at 550,000 by Edmonds and Glyn.  See J. Edmonds and A. Glyn, ‘Public Spending alone 

explains Britain’s job growth’, Financial Times, 16 October 2005.  
21

 See Michael Pollitt (2000) ‘The Declining Role of the State in Infrastructure Investments in the UK’, 

Cambridge: Judge Institute of Management Studies for a clear exposition of this view. 
22

 Pollitt M. (2000:1) 
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interdependence for decades to come. It is estimated that the first 200 PFI 
projects, whilst raising £15 billion of private sector capital investment have, in 
turn, generated government commitments of about £84 billion in payments to 
the private sector that stretch over the next 25 years.23  The divesting of public 
sector assets and the new forms of partnership instigated by the PFI and 
other schemes has merely served to replace direct state ownership by new 
forms of intervention with a higher proportion of private sector jobs becoming 
what might be called state dependent. 
 
Finally, the state, particularly over the last five years, has been the primary 
generator of new jobs in the UK economy in both the private and public 
sectors with many of these being generated in the health, education and 
social care industries. The number and proportion of these ‘state dependent’ 
jobs has expanded greatly since the early 1980s, reaching a level that may be 
estimated at around 2 million.24  
 
Far from the market having a voracious capacity to extend its influence over 
all aspects of contemporary social and economic life in the UK; the state is 
directly engaged in propping up an un-dynamic private corporate sector and 
ensuring employment for many of those working within it. Historically, the 
state has always had a significant role to play in moderating the anarchic 
tendencies of the market; acting on behalf of capital ‘as a whole’ even when 
capitalism has been at its most dynamic – safeguarding trade routes, 
regulating business and providing a legal basis for its operation. In 
contemporary Britain, un-dynamic corporate capital has become increasingly 
dependent upon the state, a condition that appears to be endemic to capitalist 
societies in their mature phase (whether economies are dynamic or not). In 
this sense, the new roles the state has assumed across virtually all sectors of 
the UK economy since the 1980s points to the limitations of the market as a 
system for meeting society’s needs.  
 
A focus upon employment reveals the ever closer inter-connection and inter-
dependence between public and private. While many critics have complained 
bitterly about commercial and market values entering the public sector; an 
arguably equally invasive form of regulatory authority has extended the 
tentacles of the state into both the corporate and public sectors. In this sense, 
each sector comes to resemble the other; you may think you work in the 
public sector but the state classifies you as working in private services. The 
myth of the ‘neo-liberal’ state may be perpetuated by writings of the libertarian 
‘right’ and critics from the ‘left’ but it should fool no-one who cares to take a 
careful look at employment trends over recent years. 
       
 

                                                 
23

 ONS National Accounts 2000-1 
24

 Whilst, our purpose has not been to quantify this number, it is likely that state dependent 

employment exceeds 3 million and could exceed the 5.8 million currently directly employed in the 

public sector (particularly when we consider even those more ‘dynamic’ economic sectors, such as ICT 

and Pharmaceuticals, a significant proportion of whose labour and products and services are directly 

purchased by government or public industries).  
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