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What we will cover today 

• The role of the NAO 

• Our work on regulation and competition 

• Challenges in assessing the performance of regulators 

• Questions 

 

 

 



The National Audit Office 

• We scrutinise public spending on behalf of Parliament 

• Totally independent of government 

• Two key strands of work: auditing central government accounts, and 
producing ‘value for money’ (VFM) reports 

• In 2011-12, we audited over £1 trillion of government expenditure and 
revenue across 458 accounts; and laid 63 VFM reports before Parliament.  

• Most VFM reports lead to a hearing of the Public Accounts Committee in 
the House of Commons (the senior select committee of the House). 

• Our work generated savings for the taxpayer of £1.1 billion in 2011-12, as 
well as improvements to public services and the management of public 
money. 

 

 

 

 



Our VFM work on regulation and competition 

• We audit: 

– the economic regulators (e.g. Ofcom, Ofgem, ORR) [except CAA];  

– other regulatory agencies (e.g. the Food Standards Agency, the Care Quality 
Commission);  

– the competition agencies (Office of Fair Trading, Competition Commission) 

– the financial services regulators (Financial Conduct Authority, Prudential 
Regulation Authority) [new as of 1st April 2013!]; 

– consumer protection and representation bodies (e.g. government oversight 
of local Trading Standards services; Financial Ombudsman Service).   

 

• We may also examine regulatory or market oversight activity carried out 
elsewhere by the Government (e.g. its oversight of new ‘quasi-markets’ in 
health, social care and education). 

 

 

 

 



NAO Definition of Value for Money 

 

 

 

 

“Good value for money is the optimal use of resources 
to achieve the intended outcome.” 

 
 

 

 

We normally assess VFM against this definition ex post (VFM has been achieved) rather than  

ex ante (VFM will likely be achieved) 

i.e. what can reasonably be 
expected given the 

circumstances  

Compared to a counterfactual; we 
often use measurable indicators as 
proxy (often a collection to capture 

policy intentions)  



How do we hold regulators to account using this 
definition? 

• Not ‘is regulation effective?’, but ‘is regulation cost-effective?’ 

• ‘Effective’ means ‘delivering its intended objectives’ (laid down in statute, 
or less formally defined). Objectives of regulation (either ex ante or ex 
post): to prevent or correct a market failure.   

• Without regulation, there may be consumer harm or other negative 
externalities (e.g. excessive prices, poor quality or harmful products or 
services, environmental damage, etc.).  

• Citizens, consumers and taxpayers need to know that:  
– regulation is effective as it can be in achieving these objectives, given the constraints 

(e.g. resources available to the regulator) under which it operates 

– The regulators are using their resources (e.g., targeting the activities of enforcement 
staff) to best effect to maximise the value delivered 

 

 

 

 



Our Approach to Assessing the VFM of 
Regulation 

• Value for Money not simply interpreted as cutting costs 

• Actual spend of market/economic regulators relatively small, 
but impact/risks to taxpayers often very large 

• Therefore: assessment of (potential) detriment and question 
of marginal costs/benefits of regulatory spend 
– Direct measures: impact on consumers 

– Indirect: burden on business; growth; consumers  

• Often we first examine regulator’s own performance 
measurement system:   
– assessment on whether there are clear links between high-level 

objectives and measures of success  
 



Example: regulating consumer credit 

• The Office of Fair Trading spends £11.5m annually on regulating consumer credit 
markets (worth around £200bn a year in the UK). 

• Aim of credit regulation: to prevent malpractice by lenders (e.g. misleading or mis-
sold products, hidden charges, threatening or exploitative practices).  Malpractice 
leads to consumer harm, some of which is direct financial detriment to consumers. 

• Our report in December 2012 showed that the OFT saves consumers £8.60 in 
financial harm for each £1 it spends on enforcing regulations—so it is using its 
resources relatively efficiently. 

• However, consumer credit regulation is not effective: consumers are suffering 
financial harm of at least £450m a year that is not being prevented by regulation. 

• So VFM is not being achieved. 

• The Government is changing the system for regulating consumer credit, and will 
act on our recommendations. 

 

 

 

 

 



Challenges in Assessing the VFM of Regulation 

• Statutory duties of UK regulators often general in nature and open to wide 
interpretation: use discretion to translate those into strategic and 
operational objectives 

 

• We need to use information on outcomes in the market to assess the 
extent to which a regulator is achieving its intended outcomes; but  
 reflect both regulatory and wider factors 

 good outcomes (for current consumers) could co-exist with poor regulation (for future 
consumers) 

 

• VFM therefore needs to assess  
– whether performance to date is good 

– whether risks for the future are being well managed 



Examples of how we applied this framework to 
economic regulators  

Ofcom: The effectiveness of converged regulation, Nov 2010  
• Some evidence that regulator considers value for money in decision making, rather than purely seeking to 

minimise costs 

• But no clear articulation of intended outcomes, or linkages between inputs, outputs and outcomes 

• Unable to conclude on extent of VFM achieved until regulator has developed such an approach  

Ofwat: Meeting the demands for water, Jan 2007  
• Concluded that regulator should aid accountability for its activities by publishing set of objectives against 

which its actions could be assessed 

• Recommended that it should develop outcome-based performance measures, including on reducing 
regulatory burden on industry  

Office of Rail Regulation: Regulating Network Rail’s Efficiency, Apr 2011  
• Found that ORR significantly developed its analyses used in regulatory settlements and methods used to 

judge National Rail’s efficiency  

• Also stressed that regulator needed better information on unit costs and how to close the efficiency gap, 
but that these limitations were not critical to pursuit of VFM on the basis of regulator’s external 
benchmarking  

 

 



Attribution and Realistic Accountability: Sphere 
of Influence Model for Ofcom 

• Developed model during our VFM audit of Ofcom in order to develop 
holistic assessment of regulator’s performance 

• Highlights the degree of control Ofcom has over a range of performance 
indicators.  

• Markers show the extent to which the indicator is within the regulator’s 
control (i.e. more/equally/less influenced by regulator than other factors) 

• Relies on judgements at several levels: 

 Criteria for selection of indicators;  

 Assessment of degrees of influence; and 

 What is defined as a ‘good’ result on each indicator 

• Approach is transparent and engages with stakeholders when making 
these judgements 



Sphere of Influence Model for Ofcom 

Source: NAO report, Ofcom: The effectiveness of converged regulation 



Further Development of the Model 

• We are seeking to develop the model further to address particular 
challenges and open questions, such as 
– The reason for including areas of low influence (although the organisation may not have 

control of these areas themselves they may be able to influence these areas through 
other means) 

– What should the organisation do in areas where it has less influence (potential 
assessment of effective partnership working with others; NAO partnership toolkit) 

– Question of attribution when certain targets have been achieved   

 

• Potential dual approach in making model into a useful tool for regulators:  
– Simpler model with limited indicators: outward-facing for stakeholders 

– More complex model (including weightings based on measures of influence) for internal 
use  

 

 



Any questions?  



Types of Different VFM Conclusions 

Evaluation of  the net benefits of  the 

programme and comparison with a 

counterfactual. Requires valuation of  all 

outcomes.  

Type A: Cost-Benefit 

Analysis 

Type B: Performance 

Benchmark 

Comparison of  client’s performance 

against a yardstick that is proxy for  

‘good’ performance.  

  

Type C: Operational 

Good Practice 

Comparison of  client’s operational 

approach to a model of  good practice. 

Type D: Not enough 

data 

  

Insufficient information on which to 

base VFM conclusion. Need to decide 

how far client is at fault [leading to Type 

C Conclusion], or it being a feature of  

the operational environment.   


