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Abstract
The public sector in Australia, as in other western countries, has been accused in
recent times of being too costly, too rigid, inefficient and ineffective. What is
apparently needed is a public sector that is smaller, less costly, more efficient and
more effective.

The search for alternative and better ways to organise and undertake work to meet
these reform objectives is at the heart of the rapid expansion of Competitive
Tendering and Contracting (CTC) within the public sector in the last two decades. But
increased reliance on government contracting does not always lead to outsourcing.
Some government agencies allow, indeed encourage, their current employees to also
bid for the work on offer by including an In-House Option (IHO) within their CTC
processes. In a number of cases these IHOs have been selected ahead of their
commercial competitors.

IHOs are effectively internal tenders that, if selected, must be implemented by work
areas within the confines of the policies and practices of their parent organisation. The
reasons commonly expressed in support of IHOs are to do with addressing the
potentially problematic aspects of organisational review and possible outsourcing, and
to assist the parent organisation achieve its reform intentions in the most effective and
least disruptive manner possible.

This research examined the achievements of six IHOs within the Australian Defence
Organisation. It also asked what can be learned from their experiences? The findings
show that IHOs can contribute to reform and enhance the effectiveness of CTC
processes but that these achievements come at a price—borne primarily by the staff
who work within selected IHOs.

IHOs add to the competition of CTC exercises. They also act as an insurance policy
against being caught with no reasonable bids and offer a benchmark against which to
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assess unknown bids. But competition can also focus bidders on doing what is
necessary to win rather than what is best for an organisation or its staff. Having IHOs
increases the uncertainty for staff about their future employment while at the same
times raising expectations that if they can be successful they will be able to make
changes and improve their work areas. This research has shown that this does not
always occur and staff can find the whole experience frustrating and demoralising.

Organisations that include IHOs within their CTC methodologies need to assist them
if they are to have the best opportunity to propose new and innovative ways of
working. And they must be prepared for the possibility that their IHOs could win.
Selected IHOs need support to successfully implement changes, and as the IHOs
examined here have shown, they can make significant improvements in work
practices and more efficient use of resources if given the chance.
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Chapter 1

Introduction
The use of Competitive Tendering and Contracting within government agencies in
Australia increased rapidly during the 1980s and 1990s—a trend consistent with that
of a number of OECD countries. Between 1992-93 and 1994-95 alone, the total value
of Commonwealth contracts in Australia nearly doubled to around $1.8 billion—
equating to some 15 percent of Federal government expenditure (Domberger et al,
1995: 33). A similar shift also occurred within State and Local government
jurisdictions (Barrett, 1997: 2). By 1996 the Industry Commission was estimating the
value of services contracted by the public sector to exceed $13 billion a year (IC,
1996: 3). In 2000 the Joint Committee of Public Accounts and Audit noted that in
1998-99 alone ‘there were 111,753 purchasing transactions of goods and services of
value greater than $2,000 reported by Commonwealth agencies, totalling $7.9 billion’
(JCPAA, 2000: 2). In 2003-04 payments by the Department of Defence to external
suppliers, including contracts under the Commercial Support Program which is the
subject of this research, exceeded $5.302 billion (DOD, 2004a: 322).
As Domberger and Hall (1995: 1) pointed out, Competitive Tendering and
Contracting was ‘happening everywhere—in the private and public sectors, in Europe,
America, Asia and Australia’. And there were numerous predictions that this would
increase in the future (see for example CTC Consultants, 1999; Podger, 2002; Rothery
and Robertson, 1995). While the contracting frenzy of the 1990s has now died down
‘competitive tendering as a ruling idea is here to stay, at least for the foreseeable
future’ (Ernst, 1994: 15).
Changes in political fashion, budgetary pressures, the lowering of trade barriers and
increased internationalisation of the Australian economy have all played a part in this
surge in government contracting activity (Hall, 1994: 1). The most commonly cited
reasons for pursuing Competitive Tendering and Contracting (CTC) however might
best described as economic, political and/or managerial considerations—the pursuit of

greater effectiveness; the pursuit of increased efficiency; overcoming a lack of
internal expertise or skills; government directives; and budget or resource constraints
(Boston, 1996; Domberger et al, 1995). These considerations are often expressed in
terms of the imperative for instilling a more commercial and competitive approach in
order to improve the delivery of public goods and services (Collins, 1995: 12).
Observers have noted too the influence of theoretical considerations such as advocacy
of particular principles of organisational design that, for example, seek to separate
policy advice from implementation, and considerations of a more ideological nature
such as a preference for private rather than public modes of delivery (see for example,
Boston, 1996; Seidle, 1995). Put simply, CTC has become a tool for reforming the
public sector.
Government contracting has traditionally relied on seeking bids from external (private
sector) suppliers to provide necessary goods or services. But along with the increased
use of CTC processes in recent years a new player has emerged—the In-House
Option (IHO). As well as approaching the commercial market-place many
government agencies also turn their attention inwards towards their existing
workforces and allow, indeed in some cases actively encourage, their existing
employees to submit bids to continue to provide services internally. These bids are
placed in direct competition with those of the private sector companies: and in many
cases they have been selected ahead of their private sector rivals.
Examples of IHOs can be found overseas and at all levels of government in Australia.
They are most commonly seen within Local (municipal) government but there are
also a number of examples within the State level—most notably in Victoria where
CTC has been made compulsory in a number of areas. Within the Commonwealth
sector one of the most notable examples of CTC, and the only one to include IHOs,
was the Commercial Support Program (CSP) introduced by the Australian Defence
Organisation (Defence) in 1991. Defence maintained that CSP was intended to obtain
more efficient and effective use of its resources and that IHOs were integral in
achieving that aim. However, Defence has also recently announced that the program
has served its original purpose and will cease (DOD, 2006a).
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As the only Commonwealth agency to use IHOs Defence and CSP provided a unique
case study which has not previously been examined in any detail. From 1991 to
December 2005 Defence used the CSP methodology to review 121 different activities
involving the work of nearly 16,000 positions. Contracts and IHOs selected were
valued at $5,935,410 and Defence claimed recurring savings in excess of $416,736
per annum. In the majority of these reviews in-house bids were developed, and in 32
cases (26.45%), the task of providing the particular service was awarded in-house.
IHOs were a centrepiece of the CSP process and Defence made much of the value of
including them despite the difficulties and costs associated with doing so.
But not all organisations that have implemented CTC in Australia have used IHOs.
The incidence of IHOs in local government is the highest of any level of government
in Australia. Here the oft quoted rule-of-thumb is that IHOs have generally been
selected in about 80 percent 1 of cases. But the use of, and support for, IHOs has been
by no means unanimous. It has been claimed that IHOs are expensive to develop and
problematic to administer (see for example Defence files LD 93-24950 (1) and AF
96-27673 (1); Domberger and Hall, 1995). So why then have some public sector
agencies pursuing CTC processes allowed for IHO? What did they expect to gain?
What have these IHOs been able to achieve? And what can be learned from their
experiences? This research set out to answer these questions.

This Research
There has been a good deal of research into CTC over the last twenty years or so.
However little of this effort has focused specifically on IHOs and the implications of
using them. Further, much of the early research that was done on the impact of CTC
was conducted overseas, and especially in the UK, where competitive tendering, as a
vehicle for public sector reform, was pursued some years prior to its application in
Australia.

1

The Industry Commission claims that 73% of in-house bids for central services in the UK were

successful (IC, 1996, 77). Kelliher (1995) found that all 129 hospitals reviewed in her study of the UK
NHS had been awarded internally.
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In the main, previous research has focused on the efficiency outcomes that are desired
(and in some cases are to be found) from CTC exercises, or on the competitive and
contracting processes themselves—for example, whether commercial or in-house
bidders are favoured by particular circumstances. There have been any number of
claims (see for example Domberger, 1994; Domberger and Farago, 1994; Rimmer,
1991 & 1994), and counterclaims (see for example, Evatt Research Centre, 1990; Lee,
1991; Paddon, 1991; Walsh, 1991) about the levels of efficiency and savings that can
be achieved using CTC approaches and an equally divided debate about whether these
efficiencies derive from improvements in work structure and practice (see for
example Domberger and Farago, 1994; Rimmer, 1991); from reductions in staff
numbers, reductions in employees’ conditions of employment; or from reductions in
quality of service to clients (McIntosh (M) 2 et al, 1997: 41-43).
Average savings of 20 percent were claimed to be possible with the introduction of
CTC (see for example Cubbin et al, 1987; Domberger et al, 1986). Initial concerns
about erosion of employees’ pay and conditions in order to pay for these savings
appear to have been warranted and some job losses have been reported—along with
some changes in employment practices including modifications to working hours and
times (see for example Bach, 1989; Kelliher, 1995). Yet, for all the fanfare about the
value of CTC, it has also been suggested that, once the dust had settled, and outside of
reductions in overall costs—which were not always that great anyway—very little has
actually changed in many of those organisations where CTC has been applied
(Kelliher, 1995; Kelliher, 1997).
IHOs are an integral part of many CTC processes. And with them have come many
new considerations—not only because IHOs introduce another competitor into the
CTC methodology, but because they must also be managed within the CTC processes
and, if selected, well beyond. This study investigates the use of CTC and particularly
the use of IHOs, as a mechanism for reform within Defence. But whereas previous
studies (see for example Domberger 1994; Domberger and Jensen, 1997) have tended
to focus more on the broader achievements (especially the efficiency gains) that are
2

This Thesis cites two references to McIntosh et al for 1997. These are different authors and will be

identified by the inclusion of the initial of their first name in all citations.
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expected from CTC exercises this research specifically explores the impacts and
achievements of IHO and seeks to identify the issues and lessons of most significance
when organisations seek to bring about internal change in this way.
Evidence is presented here to show that Defence’s IHO have achieved many of the
intended outcomes of CTC (such as savings) but that they have also resulted in some
unintentional outcomes such as loss of employee commitment to the organisation and
a reduction in staff morale. This Thesis argues that there are sound reasons for using
IHOs within CTC processes—including the obvious expectations of organisational
reform. But while IHOs appear to offer the potential for significant organisational
change outcomes this does not automatically follow. This research has demonstrated
that having IHOs can contribute to facilitating CTC processes and to enhancing the
outcomes achieved. But the extent to which these IHOs have been able to achieve
significant and lasting organisational reform appears much less convincing. The
greatest benefits of IHOs, it would seem, lie in their ability to assist the actual CTC
processes themselves and not so much in their ability to bring about change after the
event. Indeed, it may be that IHOs were only ever intended to facilitate CTC
processes and were never expected to last much beyond that initial contribution.

Structure of the Thesis
The following chapter discusses in some detail the broader considerations of recent
public sector reform in Australia. It discusses the catalysts for change and the various
responses to these pressures—especially the rise of CTC as a tool for reform. The
discussion focuses particularly on the various conceptualisations of CTC that now
exist, what is expected of CTC exercises and why these expectations are important to
public sector reform.
Chapter 3 examines the notion of IHOs and their place and role within CTC
processes. It looks at the various justifications put forward for their use and
establishes why some agencies feel it useful to include IHOs within their CTC
methodologies.

5

IHOS do not operate in vacuum: it is important to appreciate the impact of an
organisation’s environment, and its internal practices and culture, on the decision to
use IHOs and on their ability to achieve the expected outcomes.. Chapter 4 sets the
foundations for this research by outlining key features of the Defence Organisation
(Defence). The chapter briefly traces the history of Defence and identifies the primary
catalysts for reform in the last two decades. It also outlines the key features of the
organisation’s culture that are significant in later discussion of the findings and
conclusions of this research.
Chapter 5 draws together the key considerations of public sector reform; the use of
CTC and IHOs; the nature of the parent organisation and explains the questions
underpinning this research. It details the research methodology adopted, outlines the
factors that influenced the design of the research and details how the research was
actually conducted.
Chapter 6 introduces the Case Study that was the central focus of this research. The
chapter outlines the considerations leading up to the introduction of CSP; summarises
the significant achievements of the Program to the end of 2005, including an analysis
of Defence’s own data on CSP outcomes—particularly savings and staff reductions;
and critiques other reviews of the Program and its achievements. It also seeks to
establish why Defence included IHOs within CSP and managerial expectations of
these bids.
Chapter 7 introduces the primary findings of this research and outlines the
perspectives of those most closely associated with CSP. The six CSP IHOs that were
selected for examination within this research are discussed including information on
how the CTC process was applied in each instance. The views of the staff and
managers who developed and/or implemented the successful IHO are discussed in
detail.
Chapter 8 reports the views of other key stakeholders who are not directly affected by
IHOs but who have also played a key role on the implementation of CSP and its
IHOs. These interviewees were drawn from the key areas of CSP Policy personnel,
CSP Implementation personnel, HRM Specialists within Defence and Unions. The
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perspectives of these people provide an important contrast to the often very personal
views of the people working within IHOs and, as such, provide a richer and more
balanced account of the achievements of Defence’s IHOs.
Competition is a crucial element of any CTC process and is bolstered even further by
the inclusion of in-house bids. The IHOs examined for this research have shown not
only that they can enhance the competition but that that they can also be competitive.
But winning has only been achieved by taking some radical action. Chapter 9
discusses the findings of this research in relation to the competitive situation and
examines the methods employed by IHOs to ensure that they won in this environment.
Obtaining efficiency gains is probably the most commonly sought-after result of CTC
processes. Chapter 10 examines the cost cutting and efficiency improvements made
by IHOs to ensure their success. While IHOs have reduced their costs they have
struggled to introduce many of the workplace changes initially proposed and the staff
have become frustrated and disillusioned by their experiences. Indeed, these IHOs
have not achieved all that the managers and staff working within them would have
liked and appear to have made only a minimal impact on the rest of Defence.
Chapter 11 focuses on the critical issue of managing the incumbent workforce during
and after a CTC review. IHOs have served an important role in facilitating staff
involvement in CTC exercises and have provided an opportunity for these employees
to contribute to their own futures. But this opportunity has come at a price. Staff
morale has declined because of CTC and IHOs. Staff have struggled to come to terms
with being part of a competitive review and have become increasingly worried about
their future employment. It was this uncertainty about the future that perhaps upset
staff the most.
Chapter 12 summarises research goals and outlines the main findings. It concludes
that IHOs can contribute to enhancing the achievements of CTC processes themselves
but that they have achieved only limited results when it comes to organisation-wide
reform. IHOs have definitely reduced the costs of performing selected support
functions and in some cases they have made significant improvements in the way that
Defence does business. But this has come at a heavy price for the workforce.
7

Chapter 2

Public Sector Reform and
Competitive Tendering and
Contracting
The primary intention of this research is to examine the achievements of IHOs within
Defence. Before the immediate outcomes of these IHOs can be assessed, however,
one must appreciate the environment within which Defence is operating and recognise
the pressures that led to the introduction of CTC and the use of IHOs.
This chapter sets the scene for later discussion by examining the broader context of
public sector reform, and the aspects of organisational change and downsizing that
characteristically accompany it. The latter part of the chapter also considers the
impact of reform and the use of CTC approaches on the incumbent workforce that
often bear the brunt of organisational change.
The chapter examines in detail the use of market-based mechanisms to achieve
intended reforms and discusses the intentions and, at times seemingly contradictory
aims, of the techniques that have been employed to pursue public sector reform in
Australia in the past few decades. This Thesis uses the term Competitive Tendering
and Contracting (CTC) to loosely group a range of strategies that have characterised
reform during that time. The term CTC was first used in Australia by the late
Professor Simon Domberger and his colleagues at the University of Sydney to define
what they saw as the marked increase in the use of traditional competition and
tendering and contracting processes to leverage reform. The term was quickly and
widely adopted to encompass any process that utilised these methods and included
notions of contestability, market testing, outsourcing and contracting. The term was
also picked up by the Australian Defence Organisation in the mid 1990s to define
what it was trying to achieve with the Commercial Support Program.
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This chapter provides an extensive review of literature related to CTC as a method for
bringing about public sector reform. It should be noted at this point, however, that
much of this literature comes from the 1980s and 1990s when the attention being paid
to CTC was at it zenith and when the IHOs being examined by this research were
being conceived. Literature on this topic has been much less plentiful in the last few
years as commentators have seemingly exhausted the topic and have shifted their
focus to other initiatives.
Much of the contracting frenzy of that period has also now died down as other
priorities have taken government’s attention and as public sector agencies look for
alternative approaches for delivery of programs. The increase in whole-of government
thinking in relation to program delivery with, for example, the notion of One-StopShops providing access to a range of government services has led to a degree of recentralisation of functions (APSC, 2003). Perhaps also, the fact that most government
functions that might once have been contenders for alternative provision have now
been reviewed and outsourced leaving little left to be concerned with.
The Australian public sector of the twenty-first century is seen as being more efficient
and effective than it was 25 years ago and, because of this, the Australian economy is
stronger and more able to withstand external pressures (Podger, 2005). Thus, the need
for government intrusion into the commercial market-place to encourage private
provision of hitherto publicly provided services is as no longer seen as being so
necessary.
The main reason for the apparent demise of CTC, however, is probably the very
inconsistency that is inherent in the method itself. CTC, as it is widely understood
these days, is a loose coalition of ideas about using competitive circumstances to
bring about a variety of efficiency and effectiveness objectives: it may or may not
include internal bids. The outcomes can range from whole-sale outsourcing to internal
provision that appears little different to what was in place prior to the application of
CTC. At one end of the spectrum, pure outsourcing allows no place for IHOs, but if
the emphasis is placed more on the value of competition to leverage change rather
than on seeking alternative providers, then internal bids can find a raison d’etre and
promise real value to the organisations that use them.
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Public Sector Reform
Reports on the state of the Australian Public Service (APS) over the last few decades
have documented a litany of so-called problems that needed to be addressed if
Australia was to have a truly first class and responsive federal public service.
Criticisms have included wastefulness in the use of resources; an exaggerated
conception of the APS’ proper role within the processes of government; lack of
responsiveness to the public; and overly cumbersome and rigid organisational
structures (Williams, 2000). The National Commission of Audit also suggested that
the APS was too highly centralised; inflexible in its approach to employment; and
characterised by risk-averse, conservative management (Officer et al, 1996).
Peter Reith, former Minister for Industrial Relations and Minister Assisting the Prime
Minister for the Public Service, claimed that ‘the problems with the Public Service
were pretty obvious’ (Reith, 1996b: 2).
While recent years have seen a number of reforms, the APS has not yet responded
creatively enough in overhauling the way it does business. The APS is not yet
equipped to operate efficiently and competitively within the dynamic environment
that has made improved performance imperative for all sectors of the economy
(Reith, 1996a: ix).

The Howard Government’s 1996 Discussion Paper on reforming the APS—towards a
best practice australian public service 3 —noted a number of so-called ‘frustrations’
that bedevil the public service. Causes for concern included the lack of recognition for
work undertaken; the inertia that makes it difficult to get new ideas heard or accepted;
the slowness that often characterises public sector processes; and the proliferation of
red-tape (Reith, 1996a: 3). It was, Reith claimed, therefore necessary to cut some of
the unnecessary costs; make the whole system simpler and smarter; and reduce
transaction costs and the sheer volume of rules and regulations which were stultifying
to people in the Service (Reith, 1996b: 2-3).

3

The title of this document was written fully in lower case.
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Former Public Service Commissioner Dr Peter Shergold also identified the ‘culture’
of the public service and the organisational structures and systems that he claimed
continued to tie up the Australian Public Service in red tape even as late as the mid1990s (Shergold, 1996a). The future, he suggested would see the core public service
become even smaller as public services are no longer provided only by public
servants and contracting-out increases (Shergold, 1996b).
Public servants do not have a good image … [and] … few Australians feel much
sympathy when they hear that government departments are to contract out their
computer services, or that Centrelink is to lose 6,000 staff (McAuley, 2000a: 1).

McAuley (2000a) contends that the image of the lazy and unproductive public servant
has made it easy for successive governments to justify public sector reform and to sell
the need for smaller government. The convenient portrayal for governments has been
to contrast this image with that of an efficient, responsive and innovative private
sector. The fashion of smaller government has, McAuley claims, taken on a ‘selfreferential circularity’ that has seen cutting the size of government become an end in
itself regardless of the consequences (2000a: 4). But, he argues, it is far from
axiomatic that reducing government expenditure automatically leads to greater
efficiency.

Reform of the Australian Public Service
Beginning perhaps with the Royal Commission on Australian Government
Administration (RCAGA) set up in 1974 reform has been an enduring feature of the
Commonwealth sector for at least the last three decades—a feature which has gained
momentum with successive governments. Political parties of all persuasions have
become advocates of reforms aimed at saving scarce public monies; improving
organisation and management performance; and reducing the size of the public sector
(Dixon and Kouzmin, 1994). The extent of reform, particularly since the early 1980s,
has been quite remarkable focusing first, on developing and implementing a new
management philosophy that produced commercialisation and gradually introduced
competition into reform of public administration and, later on increasing emphasis on
11

market principles and contractualism (Considine and Painter, 1997; Halligan, 2000;
MAB/MIAC, 1992a; O’Flynn, 2003).
Reform during the 1980s focused particularly on structural changes aimed at
devolving and decentralising authority; modifying industrial relations and human
resource management practices to involve staff and to give agency managers greater
control over human resource management issues within their agencies; improving
budgetary

and

financial

management

through

the

Financial

Management

Improvement Program and Program Management and Budgeting initiatives;
introducing corporate planning and reporting regimes; and introducing commercial
processes. Reforms of the 1990s focused more on improved service delivery to the
public; improving staff and agency performance; and addressing broader issues of
organisational culture and continuous change management (MAB/MIAC, 1992a).
The central tenets of these reforms have been to make the public sector more
transparent and accountable; more customer-oriented; and more efficient and effective
in its use of resources. Indeed, the elimination of inefficient and wasteful practices
and thus, apparently inadequate performance, has been seen by many, and particularly
those with an eye to the economic aspects, as being the prime intention of these
reforms (Dixon and Kouzmin, 1994; Orchard, 1998). This, in turn, has led to a need
for drastic and quick action—such as the adaptation of private sector techniques for
the delivery of public services (Mellors, 1996b).

New Public Management
Many of the reform efforts being pursued can be grouped together into an approach to
public sector management known as New Public Management (NPM)—a term coined
by Christopher Hood in the 1990s to encompass a variety of elements inherent in
recent views of public sector management. Hood (1991: 3) described the rise of new
public management as ‘one of the most striking international trends in public
administration’. He argued that NPM seemed to be linked to four other ‘megatrends’,
namely:(i)

attempts to slow down or reverse government growth in terms of overt
public spending and staffing;
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(ii)

the shift toward privatisation and quasi-privatisation and away from
core government institutions;

(iii)

the development of automation, particularly in information technology,
in the production and distribution of public services; and

(iv)

the development of a more international agenda increasingly focused
of general issues of public management, policy design, decision styles
and intergovernmental cooperation (Hood, 1991: 3).

•

Capping budgets and achieving greater transparency in resource allocation.

•

Disaggregating traditional bureaucracies into separate agencies, often related to the parent by a
contract or quasi-contract.

•

Decentralisation of management authority within public agencies.

•

Separating the function of providing public services from that of purchasing it.

•

Introducing market and quasi-market mechanisms.

•

Requiring staff to work to performance targets, indicators and output objectives.

•

Shifting the basis of public employment from permanency and standard national pay and
conditions towards term contracts, performance-related pay and local determination of pay and
conditions.

•

Increasing emphasis on service ‘quality’, standards setting and customer responsiveness.

Table 2-1: Elements of New Public Management
Adapted from Pollitt: 1995

NPM is more a collection of practices than a clear set of theoretical propositions
(O’Flynn, 2003: 12). Indeed, NPM has been applied selectively in different countries
and there are aspects that even appear to be inconsistent. Pollitt (1995, cited by
Aulich, 1999b: 6) has listed an array of elements commonly found in recent public
sector reforms (see Table 2-1). And ‘while each may be relatively benign, taken as a
group they represent a radical approach to public sector reform’ (Aulich, 1999b: 5).
Moving away from traditional public bureaucracies to alternative modes of service
delivery and an increased emphasis on management via contractual means are
dominant themes within Pollitt’s list.
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Proponents of these new managerial approaches see them as offering new (better)
ways of looking at and carrying out management functions within the public sector.
Opponents make accusations of adopting uncritically private sector attitudes and
practices without taking into account differences between the public and private
sectors, or of not tailoring commercial approaches to suit the business of government
(Alford, 1993).
Underpinning NPM has been the rise of a new literature, based largely within the
discipline of economics, that has promoted notions of failure of the state to use
resources efficiently (see for example Walsh, 1995); of understanding transaction
costs (see for example Williamson, 1985); of separating principals and agents (see for
example Osborne and Gaebler, 1992); and of the value introducing competition as a
discipline on agents to create efficiencies and keep costs down (see for example Davis
and Wood, 1998; Domberger, 1994 & 1998). As will become more apparent in later
discussion, these concerns have all featured in the design and implementation of the
Commercial Support Program and its IHOs.
More recent critiques of NPM, however, have challenged the notion that marketbased approaches are adequate to capture the full range of political considerations that
are part of government service delivery. It has been suggested that a theoretical
framework is needed that moves beyond the market versus government failure
dichotomy and explores the full range of components of public service delivery.
Pragmatic contracting, which includes bringing unsuccessful contracts back in-house,
has now become more the norm (Aulich and Hein, 2005; Hefetz and Warner, 2004).

Change and Organisational Culture
Defence management have made clear on a number of occasions their expectation that
CSP and thus, its IHOs, would contribute to change in the Defence Organisation (see
for example DOD, 1992b: 2; DOD, 1993c: 2). But achieving significant change, and
making it lasting change, is not easy.
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Change is defined generally as ‘altering something or substituting one thing for
another’ (Oxford Dictionary, 1987: 165). In today’s workplace, however, change
often takes on more complicated and subtle meanings than this definition implies.
Huber et al (1993: 216) describe organisational change as ‘change in how an
organization works—who its members and leaders are, what form it takes, or how it
allocates its resources’. Whiteley (1995: 34) suggests that ‘organisational change
constitutes a renewal of parts or even the whole of organisational culture, structures,
processes and relationships with the outside environment.’ She also claims that
‘change can be expressed as the negotiation or the re-negotiation of shared meaning
about what is to be valued, believed in and aimed for.’
Change management is a process of ‘aligning an organisation’s people and culture
with changes in its strategy, structure and systems’ (Cook, 1995: 4): and, in the
current environment, this is now, more often than not, for many organisations a
continual process. Change management is also complex. Effective change can only be
achieved when real and lasting alterations occur in the attitudes and behaviours of
employees. But changing mindsets is ‘easier said than done’ (Whiteley, 1995: 56) and
often requires challenging long held values and beliefs: this can, in turn, lead to a
sense of loss of certainty and sadness for old and accepted ways.
A major change effort seldom is initiated just for the hell of it. Nor is such
expenditure of resources often launched only on a suspicion that something might be
correctable—and, if corrected, might produce more of something desirable, such as
profit, efficiency or peace. (Lippitt, Langseth and Mossop, 1985: 169—Original
emphasis)

Change usually occurs in response to stimuli in the environment that place pressure
on organisations and force the search for, and the adoption of, new ways of working.
These pressures are often external to the organisation and can include considerations
such as community dissatisfaction, interjection of other governmental agencies and
adverse legislation (Beer, 1980). Pressures for change can also come from within an
organisation. These can include strikes; high levels of grievance; absenteeism and
turnover; insufficient quality of products; growing costs; and interdepartmental
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conflict (Beer, 1980). Combined pressure from financial constraints and governmental
desire for reform have driven Defence towards CTC.
There has been a good deal of debate over the years about whether change is more
effective if introduced quickly and radically or more slowly and incrementally.
Incremental change, as it is often called, is seen as change which can operate within
current culture, structures, systems and processes. More radical change that can
transform the very heart of the organisation requires changes that are installed outside
the current culture, structures, systems, processes and paradigm. It is unlikely,
however, that deep change can be made while retaining traditional power and
authority structures, and functionally bounded systems and processes (Whiteley,
1995: 134). Here can be no doubt, as will become apparent in later discussion, that the
introduction of CSP was nothing short of radical change for the Defence
Organisation.
Irrespective of how it is introduced, successful change can be described as change
which results in:
•

ownership and commitment to the change at all levels of the organisation;

•

sustained, measurable change in the performance of individuals and the
organisation as a whole; and

•

improved capability for individuals and the organisation to manage future
changes (Cook, 1995: 4).

Change programs
Few organizational change efforts tend to be complete failures, but few tend to be
entirely successful either. Most efforts encounter problems; they often take longer
than expected and desired; they sometimes kill morale, and they often cost a great
deal in terms of managerial time or emotional upheaval (Kotter and Schlesinger, :
1992: 395).
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Based on their own research and work as consultants Lippitt et al (1985: 141-142)
have identified a number of ‘learnings’ that they consider to be important in
successfully implementing change. These include:
•

A participative change process can identify needs, but it may also create more
expectations than can be met by management.

•

Employee involvement creates more and newer ideas for change than can be
generated by management, staff experts or outside consultants.

•

Support of top management is critical to the success of any change effort.

•

The development of a model and common language from the outset is helpful.

•

The creation of a source or reference book that gives all participants a basic
understanding of the purposes and procedures to be used is invaluable.

•

Specialist units within the organisation such as personnel, organisation
planning and research and development can unknowingly block change
efforts.

•

Open communications for identifying problems must be rewarded and
encouraged.

•

If a process involves a value, such as participative management that differs
widely from the existing culture of the organisation change will be difficult to
achieve.

•

A change effort will take time, use up resources, and cost money—all of
which brings up the questions: is the process worth the effort?
(Adapted from Lippitt, Langseth and Mossop, 1985: 149-155)

Beer et al (1995) suggest, however, that change programs do not work because they
are guided by a theory of change that is fundamentally flawed. This theory is based on
a common belief that the place to begin is with the knowledge and attitudes of
employees: change the attitudes and changes in employee’s behaviour will follow.
And, changes in individual behaviour repeated by many people will, collectively,
result in organisational change. Beer and his colleagues point out that many programs
tend to share two assumptions: that promulgating organisation-wide programs will
transform organisations and that employee behaviour is changed by altering a
company’s formal structure and systems. They note from their research, however, that
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‘exactly the opposite is true: the greatest obstacle to revitalization is the idea that it
comes about through company wide change programs …’ (Beer et al, 1995: 666).
Beer et al call this the ‘fallacy of programmatic change’ and suggest that the
alternative of ‘task alignment’ (aligning employee roles, responsibilities and
relationships to focus change on the work itself) is much more effective than
addressing abstractions such as ‘participation’ or ‘culture’ (Beer et al, 1995: 666).
They suggest that three interrelated factors are required for organisational
revitalisation: Coordination or teamwork; high levels of commitment; and new
competencies to identify problems and work on the solutions as a team. Beer at al
outline a six-step process that they say will overcome the shortcomings of
programmatic change. These steps focus on involving employees, union and
managers (even if this means taking time and reinventing wheels along the way) to:
1. mobilise commitment through joint diagnosis of the problem;
2. develop shared vision;
3. foster consensus;
4. spread change throughout the organisation;
5. institutionalise new methods through policies, systems and structures; and
6. monitor and adjust strategies in light of experiences.

Argyris (1998) also questions the ability of change programs to truly meet their
objectives. He is not against change programs per se but, as he points out, such
programs are full of inner contradictions. If these are not acknowledged and addressed
they can ultimately sabotage an organisation’s attempts at real change because they
undermine managers’ and employees’ ability to make the most of opportunities given
to them.

Cultural change
At the heart of most change initiatives there is often an expressed desire to make
‘cultural change’ within an organisation. But … ‘Unquestionably culture within an
organisation is difficult to pin down, nearly impossible to quantify or measure, and
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remarkably resistant to change’ (Whiteley, 1995: 20). And ‘a change in culture is no
less than radical change’ (Dalmau and Dick, 1991 cited by Whiteley, 1995).
The culture of an organisation includes its norms, values, behaviour patterns, rituals
and traditions but it also implies a level of patterning and stability which reflects the
accumulated shared learning of the group (Schein, 1992: 10). Culture is person-made:
organisational culture is generally a specific reality constructed and negotiated by the
members of an organisation to identify the values, beliefs and ways of understanding
events that are that organisation’s preferred ways. ‘Culture is expressed in the way
both social and task arrangements are made in an organisation.’ (Whitelely, 1995: 58)
And there is usually a ‘rightness’ about the traditions and actions that flow from this
that makes them difficult to change. Thus, Schein (1992: 12) defines the culture of a
group as:
A pattern of shared basic assumptions that the group learned as it solved its problems
of external adaptation and internal integration, that has worked well enough to be
considered valid and therefore, to be taught to new members as the correct way to
perceive, think, and feel in relation to those problems.

Schein (1992: 7) notes that the word ‘culture’ has many meanings and that there have
been various approaches over the years to defining and studying culture. He has
summarised the work of many others in this area and developed a list of 10 overt
phenomena that are associated with culture.
1. Observed behavioural regularities when people interact: the language they use,
the customs and traditions that evolve, and the rituals they employ in a wide
variety of situations.
2. Groups norms: the implicit standards and values that evolve in working groups.
3. Espoused values: the articulated, publicly announced, principles and values that
the group claims to be trying to achieve.
4. Formal philosophy: the broad policies and ideological principles that guide a
group’s actions towards stakeholders.
5. Rules of the game: the implicit rules for getting along in the organisation, “the
ropes” that a newcomer must learn to become an accepted member.
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6. Climate: the feeling that is conveyed in a group by the physical layout and the
way in which members of the organisation interact with each other and outsiders.
7. Embedded skills: the special competencies group members display in
accomplishing certain tasks, the ability to make certain things that gets passed on
from generation to generation without necessarily being articulated in writing.
8. Habits of thinking, mental models, and/or linguistic paradigms: the shared
cognitive frames that guide the perceptions, thought, and language used by the
members of a group and are taught to new members in the early socialisation
process.
9. Sheared meanings: the emergent understandings that are created by group
members as they interact with each other.
10. “Root metaphors” or integrating symbols: the ideas, feelings and images group
develop to characterise themselves, that may or may not be appreciated
consciously but that become embodied in buildings, office layout, and other
material artifacts of the group. This level of culture reflects group members’
emotional and aesthetic responses as contrasted with their cognitive or evaluative
response.

(Adapted from Schein, 1992: 7-10)

Whiteley (1995) notes that the importance of developing and communicating the
vision and mission of an organisation—key considerations for any strategic planning
process—are often not fully understood by organisations embarking on change
programs. They begin to manage the change at the point of implementation of the
program itself and overlook the importance of laying the ground work by having
employees involved in creating and signing up to the future directions and intentions
of the organisation in the first place. Such approaches are commonly top-down
initiatives based on senior manager’s predictions of the future, and these managers
believe that as long as they communicate their strategies to the workforce they will be
implemented.
Furthermore, and nearly as bad as dictating the change, according to Whiteley (1995:
51), is
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when management does make an effort to include the employee group by inferring
what it thinks employees value. Only too often the inference is a reflection of
management’s mental model of what employees should value.

Problems can also arise when desired values are espoused, but behaviours
demonstrate that these values are not rewarded (Argyris, 1993; Whiteley, 1995). And
as Cook (1995: 5) notes:
It is not true that everything that is old is automatically inefficient or wrong, and
conversely, it is not always true that every innovation or new lifestyle is effective and
right because of its newness. Many change programmes make the mistake of only
focussing on the new and destroying the old—when there is a need for, and a skill to,
being able to recognize and preserve what was good about the past approach and
applying it to the future.

The development of ‘strong cultures’ whereby employees internalise and become
attached to corporate values increases productivity and efficiency (Peters and
Waterman, 1982). Such strong cultures have been described as the ‘moral glue’ that
holds the different functional areas of an organisation together (Legge, 1995a: 205).
On the other hand, however, such strong cultures may not, on their own, be sufficient
to improve performance unless they also support the organisation’s business strategy.
The pressure to conform to a strong culture can suppress the initiative of individual
employees or their willingness to overcome the restrictions of bureaucratic rules—
often the very rationale for implementing cultural change in the first place (O’Brien
and O’Donnell, 2000). There can be no doubt that Defence, with more than 100 years
of history in its own right and a military heritage stretching back to its British origins,
has a well entrenched and ‘strong’ culture. As later discussion will demonstrate, that
culture was challenged by the introduction of CTC processes.
The imposition of a new culture can also lead to ‘culture conflict’ and thus resistance
to change by those who, when their past is threatened, are frightened of losing
whatever it was they valued in the old culture; perhaps even their own sense of selfesteem (Dixon et al, 1998). Conflict between the old culture and the new culture being
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espoused was a particular issue for some of the people interviewed for this research—
they did not necessarily understand, or did not accept, the need to change and
therefore did not always embrace the situation in which they found themselves.
Further, organisations, and people, who say they wish to change often, do not.
Managers who indicate that they wish to give staff greater power in workplace
decisions do not, in reality, wish to give up their authority nor the traditional
command and control model that has served them well. And employees, for their part,
often do not want additional responsibility or accountability—they are happy to
comply with an organisation’s expectations and provided, the rewards are seen as
commensurate with these expectations, they will willing do what is asked of them.
These aspects of change dissonance were apparent in this research and will be
discussed in more detail in later chapters.

Resistance to change
As common as change might seem these days, the people who work in organisations
may still not like it. From internalised stress or subtly undermining intentions to
outright sabotage, there is plenty of evidence to suggest that people resist change in
many ways and for many reasons. Those receiving the change will often feel
concerned or worried about what the future will hold. They may experience a sense of
loss of control, fear of the unknown, a sense of being rejected or ‘sold out’ for traits
that were previously valued, or worry about living up to new demands. There may
also be a sense of bereavement and period of mourning as comfortable old ways give
in to the new (Whiteley: 1995).
Kotter and Schlesinger (1992: 396-399) suggest that people resist organisational
change for three key reasons: 1. because they think they will lose something of value
as a result; 2. they do not understand the implications of the change and perceive that
it might end up costing them more than they will gain; or 3. because they fear they
will not be able to develop the new skills and behaviour that will be required of them.
They also point out that people resist organisational change because ‘they assess the
situation differently from their managers or those initiating the change’.
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Employee cynicism and/or resistance to cultural change is also likely where the new
culture being espoused is seen as having little or no relevance to the workplace reality
experienced by the employees themselves (Legge, 1995a). Put bluntly—‘ … rational
suggestions for implementing change are most useful when they are addressed to the
entire range of people involved in the change process’ (Kanter et al, 1992: 375).
Employee’s perceptions of an organisation’s readiness for change have also been
identified as important factors in understanding sources of resistance to large-scale
change. Employees respond to what is happening in their environment and make
assumptions about the change process which then lead them to try to make sense of
the apparent chaos (Wheatley, 1992). Personal experiences are important as
employees interact with the organisation and draw conclusions about the
organisation’s priorities and how it will fare during the change period (Eby et al,
2000).
Employee perceptions have also been shown to either facilitate or undermine the
effectiveness of change interventions (Eby et al, 2000). Many models of
organisational change note that employee resistance can be one of the most important
and difficult aspects of effecting successful change. These models suggest that
building momentum, excitement and buy-in to the change effort are critical
components of any change initiative (see for example Beer and Walton, 1990a).
Further, it has also been suggested that employee attitudes towards a pending change
can impact on morale, productivity and turnover intentions (Eby et al, 2000).
At times of change, organizational members will construct an interpretation of events and
of the implications for them (sensemaking). The senior management of an organisation
cannot prevent this process occurring, but they can seek to have major influence on the
interpretations that are arrived at by presenting their own construct of the events
(sensegiving) (Dunford and Jones, 2000: 1207).

If the concerns of staff are acknowledged, however, the question then becomes what
to do to reduce and overcome these concerns so that the desired change can be
brought about as quickly and easily as possible. Kanter (1995: 676) points out that
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‘pinpointing the source of resistance makes it possible to see what needs to be done to
avoid resistance, or convert it into commitment to change’. She identifies from her
own years of experience, ten common reasons why employees resist change. Many of
these became apparent during interviews for this research and will be discussed again
in later chapters.
1. Loss of Control – most people want and need, to feel in control of events around
them, and how they greet change has to do with whether they feel in control of
not.
2. Excess Uncertainty – not knowing enough about what is going to happen and
when, leads people to become uneasy.
3. The Surprise Factor – people are easily shocked when decisions or requests are
sprung on them and their first response when they have not had time to prepare is
resistance.
4. The Difference Effect – change will always make things different, particularly
routines and habits that people find particularly comforting.
5. Loss of Face – accepting the necessity for change means admitting that past ways
of doing things were wrong (or at the very least, are no longer appropriate). No
one likes to be associated with such suggestions and people will often look for
ways prevent or reduce the embarrassment of such suggestions.
6. Concerns about Future Competence – no one likes to look inadequate, especially
if they have been around for a long time. But changed circumstances usually
required different competencies that people may fear they do not, or cannot,
possess.
7. Ripple Effects – change rarely affects only the targeted area, inevitably ripples
move into other places which can impact on for example, people’s lives outside
the workplace
8. More Work – the effort needed to work and manage in normal circumstances is
multiplied when things are changing. Extra effort is required and if this goes
unrecognised, or people feel unable to meet the additional requirements, they may
withdraw from the change process.
9. Past resentments – it is a reality of organisational life that past cobwebs can get in
the way of the future. Previously unresolved matters often resurface in the more
pressured environment of change.
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10. Sometimes the Threat is real – this is probably the most reasonable reason for
resistance of all! Change does create winners and losers: people do sometimes
lose status and even their jobs. And even the winners can lose in that they have to
give up past routines or traditions and put in extra effort to catch hold of the new
opportunities presented to them.

(Source: Kanter, 1995: 677-682)

Reform that relies on the market place
Persistent criticism of the public sector has led to calls for no less than radical change.
But achieving lasting change is neither simple nor quick. Change programs do not
always achieve all that they intend and resistance to change can be enormous—and
often with very good reason.
Recourse to the market-place to find better and more effective ways to provide
government functions has been popularised by sloganising that entreats public
organisations to ‘stick to the knitting’ (Peters and Waterman, 1982), and shed
functions that are not central to their business. Further, claims that considerable
savings are to be found if public agencies change the way that government services
are provided (see for example Cubbin et al, 1987) have fuelled interest in alternative
approaches and heightened interest in the possibilities of CTC methods. The
Australian public sector has seen a marked increase in the use of competitive
tendering and contracting processes in the last three decades aimed firmly at
achieving large-scale and rapid changes in organisational culture and practice.

Competitive Tendering and Contracting
Contracting is not new to the public sector. Public sector organisations in Australia
have been using the services of private companies where particular activities have
required specialist skills, or where in-house resources have been inadequate, since the
time of the First Fleet (Domberger, 1998; Gittins, 1995; McIntosh et al (K), 1997).
But this traditional view of contracting as primarily a method of procuring necessary
goods and services has been extended in more recent times to encompass broader
elements of public sector reform including notions of searching for more effective and
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efficient ways to work (see for example OPSS, 1993; Kelliher, 1995); applying the
value of competition in itself (see for example DOFA, 1998); and of forcing change
within organisations by subjecting them to the pressures of competition and possible
substitution through notions such as contestability (see for example Aulich:1999a;
Uttley and Hooper:1993).
Drawing heavily on overseas experiences, and especially those of the United
Kingdom in the 1980s, recent advocates of CTC in Australia have proclaimed the
possibilities for change and the efficiencies that are apparently to be found in
subjecting hitherto internally provided government services to the kinds of
competitive pressures commonly experienced in the private sector. Change, it has
been argued, can be brought about by subjecting monopolistic government functions
to competition and the threat of possible substitution through ‘the economies of scale,
specialisation and the “cut-throat” discipline of the competitive market’ (McIntosh
(M) et al,1997: 39). This, it is claimed, will not only improve provision of services but
should also make that provision much cheaper! (see for example Cubbin et al, 1987;
Domberger et al, 1986; Fonseka, 1992; Rimmer, 1991 & 1998)
Such has been the belief in the ability of CTC processes to bring about change and
improve public sector efficiency that in some instances it has been made a
compulsory tool of reform (Aulich and Reynolds, 1993: 397; Department of Health
and Social Security, 1983).
Many functions once almost the exclusive domain of the public sector are now being
purchased directly from private sector providers and activities traditionally
undertaken by public employees are being market-tested to determine the best
methods of continued provision. Contracting is now more widely used by public
sector agencies at all levels of government (Rimmer, 1998). Functions commonly
market tested and contracted these days include cleaning and waste removal;
construction and maintenance; logistical support; technical services; Information
Technology functions; and provision of corporate support services such as payroll and
personnel records administration. And, where once contracting was seen as having a
support role for organisational functions, these days it is often seen as integral to their
very functionality (Domberger, 1998).
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But for all the enthusiasts supporting CTC as a mechanism for leveraging public
sector reform, there have also been critics who have questioned the gains being
claimed and, indeed, whether CTC is appropriate at all—and not merely some passing
management fad (see for example Wanna et al, 1992). Borland (1994: 86) notes that:
much of this enthusiasm for contracting out appears to derive from the force of
fashion rather than from any rigorous conception of how contracting out will assist in
achieving government objectives.

What is Competitive Tendering and Contracting?
CTC relies on the application of the long-practised procurement processes of
competitive tendering in which public sector organisations invite potential suppliers
(generally from the private sector) to bid for the opportunity to provide those goods or
services being sought by the purchasing organisation. A selection process ensues, and
eventually a preferred tenderer is selected and some form of contractual arrangement
for supply of the required good or service is negotiated between the parties. The
ANAO noted in a review of CSP (1998: 36) that ‘aside from the complications of
IHOs, the CSP methodology is a standard methodology for the procurement of
services’.
CTC exercises generally follow a standard approach divided into a series of stages or
steps. These have been documented in a number of places over the years (see for
example CIMA, 1994, DOD, 1998d; DOF, 1997). With some slight variations in
nomenclature and the points at which the individual stages begin and end, all
generally cover the basic steps of defining or specifying the work requirement, calling
for bids, evaluating bids and transitioning to the selected option. Further detail on the
CSP Methodology is provided in Chapter 6.
While the procurement of goods or services remains at the heart of CTC processes
CTC, as it has come to be understood and practiced over the last two decades, is much
more sophisticated than simple purchasing. Greater attention has been focussed on the
connection between the CTC processes themselves and the outcomes that they are
expected to achieve. As noted previously the term Competitive Tendering and
Contracting was popularised by Domberger and his colleagues in the 1990s to
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describe what they saw as an expanded use of already well-established practices.
More recently the term privatization has also been used to describe many of the
outcomes that are expected; but competitive tendering and contracting process still
remain the mechanism by which many of these outcomes are achieved.
Increased efficiency and effectiveness in the provision of government programs;
greater responsiveness to the needs of government and users; and the adoption of
more business-like approaches to working all feature in the discussion surrounding
the use of CTC these days. CTC has, itself, been ‘reformed’ (McAuley, 2000b: 8) to
deal with a wider range of elements than was traditionally the case and to achieve a
new array of reform outcomes.
A number of features make current approaches to competitive tendering distinctive.
Ernst (1994: 1-2) suggests that there are three particular features worthy of note:
1. the fact that competitive tendering is being applied across virtually the entire
range of government activity;
2. the zeal with which central governments are promoting it as an instrument of
micro-economic reform; and
3. the elaborate theoretical framework within which it is located.

The Department of Finance has defined CTC as the
process of selecting the most preferred provider of goods and services from a range of
bidders by seeking offers and evaluating these against predetermined selection
criteria (DOF, 1997: i).

In this definition the emphasis is placed firmly on the twin ideas of inviting interested
bidders to participate in a competitive process by proposing how they would meet a
particular requirement or set of specifications, and of assessing these proposals and
selecting the preferred bidder against a set of selection criteria that should determine
the best overall outcome for the purchasing agency.
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Domberger (1998: 159) defines contracting out as ‘the application of competition to a
set of economic activities which were previously immune to it’. The distinctive
feature of contracting under this definition is that it is what economists refer to as ex
ante competition—competition for the market rather than competition in it. CTC
exercises often review functions and activities that hitherto have been the sole
province of public sector agencies. Bidders in this situation are, therefore, often
bidding for the opportunity to perform work not currently available in the
marketplace.
The Industry Commission (1996: 2) has noted that:
CTC has two features which distinguish it from the way many public services have
traditionally been provided. First, it means clearly defining the services to be
delivered. Second, it involves periodically opening their delivery to competition from
external suppliers.

This definition of CTC introduces that idea that purchasing agencies must be able to
specify clearly what it is that they require and that they will also turn to the
commercial market place to seek suitable potential suppliers (market testing).
Contestability of functions also features in this definition as internal providers can not
expect immunity from consideration.
Cox and Love (1991: 5) suggest that competitive tendering ‘involves a synthesis of
public and private roles’. The public sector decides what services are required, what
can be competitively tendered and under what arrangement this might occur. The
competitive market (generally comprising the private sector) responds to this
invitation. The public sector retains policy control while the competitive marketplace
produces the required service.
In 1996 the Industry Commission summarised the key arguments in favour of
pursuing CTC. The Commission suggested that:
1. CTC has been associated with substantial improvements in management and
work practices.
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2. CTC may allow public sector managers to devote more time and resources to
strategic issues rather than day-to-day operations.
3. CTC can provide cost savings and other benefits by encouraging innovative
solutions through access to a wider knowledge base, new ideas and/or new
technology.
4. CTC can produce savings due to more productive use of capital or access to
economies of scale (IC, 1996: 14).

On the other hand the Department of Finance (1997: ii) points out that CTC ‘is not an
end in itself but a means of achieving performance improvement’. According to
advice from this Department CTC should observe six key principles:
•

CTC should be applied to achieve optimum value for money;

•

CTC should be integral to an agency’s corporate strategy;

•

agencies remain accountable for the activities subjected to CTC;

•

dealings with industry should be fair and ethical;

•

there should be open and fair competition; and

•

agency staff affected should be treated fairly and equitably. (DOF, 1997: 1-2)

Why pursue Competitive Tendering and Contracting?
Many reasons have been presented for why pursuing CTC is an effective means of
bringing about public sector reform. A study by Domberger et al (1995) found that the
single most highly rated reason for pursuing contracting within the Commonwealth
government sector was ‘effectiveness’—and, one presumes, the search for increased
effectiveness. This aspect was considered to be ‘very important’ in 48 percent of cases
within their sample and ‘important’ in a further 48 percent of cases. Other reasons
given for pursuing contracting included government direction to do so, lack of
expertise, resource constraints and budget directives.
MAB/MIAC (1992b: 21-22) argue that contracting may improve program
performance by sharpening management’s consideration of program objectives and
strategies aimed at achieving outcomes and that contracting may also act as a prompt
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for organisations to improve their performance monitoring and management
information systems.
Domberger (1998: 50-51) suggests that four headings are needed to explain the value
of contracting:•

specialisation which shows demonstrable economic benefits. By concentrating on
activities in which an organisation is relatively more efficient, total value added is
maximised. It also facilitates the exploitation of scale economies;

•

market discipline which provides a range of benefits, namely focus by the
purchaser on outputs not inputs, competition (contestability) between suppliers,
choices by purchasers, and innovative work practices;

•

flexibility as networks of small organisations linked to their clients via contract
can adjust more quickly and at lower cost to changing demand conditions
compared to integrated organisations; and

•

cost savings which studies show lead to significant cost savings—on average of
the order of 20%. As a rule efficiency gains need not lead to lower quality.

The influence of ideology
Much of the impetus for recent public sector reform can be traced to the ideology of
the so-called New Right which adheres to the value of the market economy and sees
only a minimal role for the State. Whitfield (1992: 25) notes, for example, that the
New Right’s view of the State in the UK was based on a number of beliefs:
•

that the private sector is more efficient than the public sector;

•

market forces and competition will increase choice and reduce the cost of
services while maintaining or improving their quality;

•

private firms and competitive markets are more responsive to consumer
preferences and demand/supply conditions; and

•

government is too big and too costly.

Whitfield (1992: 25) contends that the ‘sloganising’ of the Right has idealised the
view of how markets and competition work and reduced the argument to the
simplistic level of

‘public = bad — private = good’.
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McAuley (2000b: 1) goes even further arguing that in Australia ‘emulation of the
private sector, or of an imaginary private sector, lies at the heart of recent public
sector reforms’ which are built on the assumptions that the private sector is
intrinsically more efficient than the public sector and that there is indeed one clear set
of private sector practices.
In Australia the Labour Government (1983-96) had pushed the public sector towards
private sector ideals but the election of the Conservative Government in 1996 saw this
accelerated. The Howard Government was committed to private sector primacy
because of its strong belief in the sector’s creativity and adaptability. ‘Government
policy was to apply private sector principles to the public service’ (Halligan, 2000:
52). It was during this period that the idea of the ‘Yellow Pages Test’ gained
prominence: if suppliers of the required service were listed in the telephone book then
obviously these services could be purchased from external sources and the public
sector’s role in providing that service should be questioned.
There is evidence to suggest however that the private sector does not necessarily do a
better job than the public sector. An extensive study by Tang (1997) of private sector
efficiency in the provision of contracted services noted that in the areas of fire
protection, refuse collection and cleaning services private provision was generally less
costly than public provision. In the areas of water and electricity supply, on the other
hand, costs could be higher. When it came to transport systems such as urban bus
lines, railways and airlines there was no discernable difference in efficiency between
the two sectors. Thus, Tang (1997: 468-469) concluded that empirical studies had
‘failed to establish the supremacy of the private sector … [as there is] no conclusive
proof which allows us to say that the private sector is necessarily far more efficient
than the public sector …’
Domberger (1996: 1) suggests that one of the clear intentions of the current use of
CTC is to break up or fragment monolithic public sector organisations. The
application of CTC in this context is ‘seen as highly threatening to in-house service
providers, carrying a clear but unwelcome message of “shape up or ship out”.’
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Third-party government
There are functions that are seen as inherently core to government business and which
should, therefore, be undertaken by government. But the boundaries between core and
non-core activities are ‘not immutable over time’ (DOD, 1994a: 128): and indeed, as
Jones (1993: 45) has noted ‘What is, and is not, ‘core’ depends on Government policy
and Government policy changes over time’.
The increased use of contractors or third parties to undertake work for, on behalf of,
government has been an inevitable result of greater reliance on competitive processes
and market-based supply mechanisms. However, this has attracted only a little
attention amongst those seemingly keen to pursue reforms aimed a reducing the size
of government.
Guttman (2000) refers to this new ‘contract’ sector as Third Party Government and
notes that in the US this sector has risen dramatically, and largely uncontrolled, in the
last decade. He cites a 1999 study by the Brookings Institute that reported that while
the number of federal employees numbered only 1.9 million, the number employed on
federal grants and contracts approximated 8 million. Guttman’s concern is not so
much with the rising number of people in this work situation but with the apparent
invisibility of their circumstances within government reporting—particularly financial
statements. He also expresses deep concern over the lack of accountability for the
actions and management of this workforce, government agencies’ inability to
effectively manage all their contractors, and the blurring of public and private sector
roles (Guttman, 2000; Guttman, 2003).
At the same time as acknowledging this rise in the contract sector Guttman (2000)
also contends that there are some functions that are ‘inherently governmental’ and
should not be passed over to third parties. It is, he claims, ‘axiomatic that certain
functions can only be performed by officials’ (Guttman, 2000: 891). Any decisional
responsibility should remain with Government officials: so too should there be
sufficient technical competence within the Government so that outside technical
advice does not become de facto technical decision-making.
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Pragmatic Outsourcing
CTC in the Australian public sector has now shifted from its initial emphasis as an
outsourcing tactic designed to promote private sector development to much more of a
means of achieving an organisation’s business outcomes. Pragmatic outsourcing, as it
has been called, has been described as a ‘second generation sourcing’ and is based on
an agency’s prediction that outsourcing is preferred to in-house provision where
transaction costs of outsourcing are low; contestability is high and will be relatively
unaffected by outsourcing; contract specification is relatively easy; and/or the costs of
seasonal fluctuations or developing an internal skill base are less than the costs
involved in-house (Aulich and Hein, 2005, 35-36).
At the same time dissatisfaction with service quality, difficulties in contract
specification, failure of markets to meet desired outcomes and failure by government
to adequately manage contracts have led some government agencies to reversecontract or to contract back-in. (Hefetz and Warner, 2004).
The purely ideological basis for outsourcing is being replaced with more pragmatic
approaches to contracting that also address the business needs of the organisation and
where necessary are prepared to reverse initial contracting decisions. Although they
were first used at time when CTC was seen more as a means to outsourcing IHOs are
perhaps now seen as a viable option that should not be dismissed out of hand.

Competition
The introduction of competition has been a crucial element of the reforms
implemented in the public sector in the last two decades. Competition, it has been
argued, will help to overcome many of the problems inherent in government provision
of goods and services. Hilmer et al (1993: xv) noted:
The benefits of fostering more competitive markets are being increasingly recognised
by governments around Australia, and indeed around the world. Within Australia, all
levels of government have made important reforms to enhance competition.
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Support for this approach has come from the highest sources and from both sides of
politics (see for example, Fahey, 1997: Keating, 1992). As former Prime Minister
Keating observed, ‘the engine which drives efficiency is free and open competition’
(Keating, 1992: 15). The National Commission of Audit appointed by Prime Minister
Howard noted that ‘market competition ensures that service providers focus on the
efficiency of their activities’ (Officer et al, 1996: 13). The Competition Principles
Agreement of 1994 further enshrined the place of competition in the public sector as
the federal and state governments agreed not to restrict competition in any way unless
it could be shown that those restrictions were in the public interest.
Competitive tendering saves money not because the private sector is superior to the
public sector; competitive tendering saves money because competition induces lower
costs than monopoly (Cox and Love, 1991: 6).

Government monopolies, like any monopoly, often display significant inefficiencies.
These inefficiencies are commonly exhibited in substantial over-staffing, rather than
over-charging, and the costs are often borne by the taxpayer rather than the customer
(Harris, 1999:32). Fair competition, it is argued, ‘can improve the quality of services
provided to customers and benefit the economy as a whole’ (DOF, 1993: 13).
‘Competition promotes greater choice of suppliers and ways of providing services’
(Rimmer, 1998: 75). And, as Rimmer (1991: 292) has put it, ‘The primary aim of
competitive tendering is to harness competition to provide effective incentives to
service providers to increase (productive) efficiency’.
Domberger (1992: 3) notes:
Competition does not make every operator efficient but reduces the range of
inefficiency that is observed. The high cost operators are eliminated from the
marketplace by repeatedly failing to win competitive tenders. In this way the overall
efficiency of the industry is enhanced and cost reductions realised.

Competition as it is applied within CTC is expected to achieve the twin aims of
driving down costs while promoting a better quality of service—or at least of
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achieving the same quality more cheaply (Collins, 1995). According to Domberger
(1998: 39) there has also been a mounting body of evidence accumulated over time to
suggest that the mere exposure to competition of in-house service providers
(contestability) is sufficient to elicit significant changes in areas such as working
practices and innovative approaches to work redesign—and as a consequence,
significant cost savings. What is equally interesting is that these savings arise whether
the providers in question are privately or publicly owned. It would appear therefore,
that the forces of competition are both powerful and independent of ownership.
Johnson and Johnson (1989: 4) note that ‘in a competitive situation, individuals work
against each other to achieve a goal that only one or few can attain. Individuals are
expected to work faster and more accurately than their peers’. They identify 5 features
of competitive situations:
1. For competition to exist there must be a perceived scarcity.
2. Competitions vary as to how many winners there will be.
3. Competitions also vary as to the criteria for selecting a winner.
4. Competitions vary as to the interaction that takes place among participants.
5. Competitions require social comparisons. (Johnson and Johnson, 1989: 4-5)

Australian governments are, of course, not inexperienced in the application of
competition within the public sector; outer government and public enterprises have
understood and relied on the forces of competition for many years. The push to
introduce competition into the central public service is, however, much more recent
and has brought with it new challenges. It is the advance of competition into central
government that is the key consideration in the research being reported here.

The case against competition
There are, of course, those who do not necessarily view competition as an inherently
good thing. Kohn (1992), for example, contends that ‘the case for competition is
based on a great deal of misinformation’ and argues that this case has been
constructed on four myths:
•

that competition is an unavoidable fact of life—part of ‘human nature’;
36

•

that competition motivates us to do our best—or in a stronger form, that we
would cease being productive if we did not compete;

•

that it is sometimes asserted that contests provide the best, if not the only way
to have a good time; and

•

that competition builds character that is good for self-confidence (Kohn, 1992:
8).

Kohn (1992: 9) bases much of his criticism of competition on the idea that it is really
about ‘mutually exclusive goal attainment … One person succeeds only if another
does not’. Johnson and Johnson (1989: 2) suggest that co-operation ‘is the heart of all
economic systems’ as people and organisations depend on others to supply the raw
materials and the goods needed to produce products that can, in turn, be onforwarded
(sold) to consumers. They also argue that competition can be ineffective in certain
circumstances. Such competition they contend is characterised by:
1. Inappropriate tasks.
2. Lack of achievement motivation due to being unevenly matched against others.
3. High anxiety levels generated by fear of being the loser.
4. Inappropriate competitive behaviour due to ambiguity about rules, criteria for
determining the winner, and boundaries determining where competition does
and does not exist.
5. Importance of winning is too high which results in interference with adaptive
problem-solving, over generalization of results, and cheating.
6. Lack of competitive skills. (Johnson and Johnson, 1989: 30)

Rothery and Robertson (1995; 26-27) suggest that competition ‘is a bit like advice
and criticism—it can be constructive and destructive. A certain amount of competitive
activity is necessary, they argue, for an organisation to enthusiastically pursue goals
and have healthy customer-supplier relationships. But competition can quickly
become destructive when these relationships are not well maintained or if the parties
no longer benefit from the relationship in the way that they had expected.
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Contestability
The notion of contestability has its origins in economic theory. The conventional
economic definition pertains to the very real threat of competition in traditionally
closed environments. This threat includes the possibility of a product or service being
provided by an alternate supplier. The rationale for moving toward a competitive
environment is that, in the absence of market failure, it offers the best chance of
avoiding high prices and shoddy services or products. Without the spur of
competition, so the argument goes, monopoly suppliers, whether public or private,
may be tempted to charge excessive prices, allow quality to deteriorate, fail to
minimise costs, and tolerate stagnant productivity (DOF, 1995). In other words, the
mere threat of competition is seen as able to ‘result in significant improvement in
service delivery’ (Collins, 1995: 16).
Recently the term has been used more broadly in the context of public sector reform
where the prospect of competition has less to do with pure economics and more to do
with changing the way the public sector operates: or as the Department of Finance
puts it, with ‘generating a new culture where “nothing is sacred”—If a task is not
performed well, there are other options which can be explored to get better results’
(DOF, 1995: 2).
Contestability allows competition for the market to substitute for competition in the
market (Preker et al, 2000: 7). As such, contestability has been suggested as being at
the heart of recent CTC activities—where the object may not necessarily be to
contract out a particular function but rather to use the power of competition (or
possible competition) to leverage change and efficiency gains within what were once
monopoly circumstances. As Hodge (1998: 99-100) notes, the threat of contracting
out can stimulate the same level of savings as actual contracting out. And,
furthermore, the near threat of competition and the ability to benchmark internal
performance can have the effect of improving performance and lowering costs in
adjacent organisational units: perhaps because they might expect to be next to be
considered for possible outsourcing.
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Market Testing
Competitive tendering commonly subjects activities traditionally performed in-house
to the scrutiny and disciplines of the commercial marketplace. Hence, it is also often
seen as a mechanism for market testing. Market testing effectively involves searching,
or testing, the marketplace for alternative and better ways to provide particular goods
or services. The distinction is sometimes made between pure outsourcing and market
testing, suggesting as Thorman (1997: 1) has done, that market testing is ‘slightly
broader [than outsourcing because] it enables an in-house bidder to compete with
external bidders’. Beckton et al (1996: 7) note that ‘the primary objective of Market
Testing is not to privatize or contract-out the target activity, but rather to produce
efficiency savings and performance improvements through the competitive process’.
The UK Government’s Guide to Market Testing (OPSS, 1993: 3) notes that in market
testing
… an activity currently performed in-house is subjected to competition. Whether the
decision is taken to contract-out or to retain the work in-house, the market test can
ensure that the service will be delivered in the way which gives the best value for
money. …
… a key feature of the market testing process is that there should be an “in-house”
bid from those currently doing the work. This bid should be formulated on the
assumption that those doing the work continue to do it as Crown servants.

Intentions of CTC-based reform
Public sector reform has a number of aims. Some of these sit comfortably with each
other—the notion that competition can generate cost savings is perhaps the most
obvious and generally well-supported claim. Other intentions do not necessarily
appear to complement each other so well—the ideological pursuit of private sector
provision of services via outsourcing or contracting out, for example, does not appear
to create a place for IHOs, yet they exist in many CTC processes.
CTC is in effect a loose collection of practices that can vary according to an
organisation’s intentions and where the emphasis is placed. If the focus is on the

39

‘Competitive’ then pursuing competition for it own ends through contestability
becomes important; if the focus is on ‘Tendering’ then seeking bids via open tender to
search for alternatives as espoused by market testing philosophies is paramount; and if
the chief aim is ‘Contracting’ then the focus is on outsourcing and the use of contracts
to govern operations.
The previous discussion examined the various ways in which CTC can manifest itself
in practice. This section turns to the various aims of CTC-based reform and the claims
and counterclaims about just what CTC can achieve.

Cost Savings
The expectation of cost savings has been the lure that has led many organisations in
Australia and overseas to initiate programs for contracting out activities and functions
(Fonseka, 1992: 16).

CTC, we are told, ‘aims to improve the efficiency and effectiveness of services
delivered to (or for) governments’ (Rimmer, 1998: 75). Yet for all the references to
efficiency much of the attraction of competitive tendering for government policy
makers resides in the belief that exposing public sector services to competitive
pressures will produce significant cost savings (Ernst, 1994). The popular business
press has actively promoted ideas about the levels of savings that can be obtained
through contracting out or outsourcing. Blumberg (1998: 5), for example, suggests
that ‘outsourcing can lead to a 20-40 percent reduction in costs’. Cox and Love (1991:
5) claim that competitive tendering reduces public costs in three ways:
1. Lower costs though provision of services at no more than the competitive rate
(the going or market rate).
2. Lower costs through the ‘ripple effect’ as public agencies improve their cost
performance in response to the competitive environment.
3. Lower net costs as a result of tax revenues, licenses, and fees paid by private
contractors on the public service they operate.

Savings the order of 20 percent, on average, were initially claimed to be achievable
from CTC (see for example Cubbin et al, 1987; Domberger et al, 1987; Jones, 1992:
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29-32; Savas, 1982). This became a seductive target for government agencies under
pressure to do more with less. But this figure has, latterly, been revised downwards in
light of actual outcomes (see for example Paddon, 1991; Walsh, 1991). Experience in
Australia has shown that, in some cases, reported savings have been as high as 70
percent of pre-CTC costs (DOD, 1998c): but they have also been as low as 0.7
percent (CTC Consultants, 1999).
Cost savings of between 15 and 60 percent have been achieved in refuse collection
and disposal (Boston et al, 1996: 194). Competitively tendered public transit services
in the US have exhibited average cost savings of 30 percent with actual savings
having ranged from 10 to 60 percent (Cox and Love, 1989: 4-5). In testimony to a US
Congressional Sub-Committee Cox (1995: 3) claimed that savings of between 15 and
50 percent were ‘frequent’, with savings occasionally being as a high as 75 percent:
but perhaps even more significantly that savings were reported in 98 percent of cases!
But not everyone has accepted the claims of substantial savings. Walsh (1991), for
example, estimated savings in the first year of new refuse collection arrangements at
only 8%. Paddon (1991: 3-4) suggested that Domberger’s seminal work had
apparently used data of ‘a self-selecting group’ which were already convinced of the
positive benefits of contracting out and favourably disposed towards its procedures.
Ganley and Grahl (1988) argued that Domberger and his colleagues had mis-specified
the cost equation and thus overestimated the cost reductions that would result from
competitive tendering in refuse collection.
Possible savings figures were revised downwards during the 1990s to closer to 7
percent on average (Officer et al, 1993; Ernst, 1994; Walsh and Davis, 1993). In
Australia it has been suggested that savings might be as little as 3 to 6 percent,
although there are still reports of some at the higher levels (Williams, 1994: 1). Hodge
(1998: 106) claims that the 20 percent savings rule is ‘deceptively optimistic’ and that
savings in Australia are more likely to average between 8 and 14 percent.
While savings can be great, CTC can also lead to an increase in costs of as much as
60 percent (Walsh and Davis, 1993). In Australia the Industry Commission found that
in 8.5 percent of cases costs increased (IC, 1995). The Commonwealth Auditor
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General noted that costs rose by seven percent with outsourcing in the now failed
Commonwealth Information Technology outsourcing plan (Spoehr et al, 2002, 13).
Domberger et al (1996) support this with claims that although costs generally
decrease there have been increases in the areas of property management and executive
management services. CTC Consultants (1999) found that contracted corporate
advisory services and Information Technology cost more than when provided
internally.
Accumulated experience has also shown that the actual level of savings achievable
using CTC can vary markedly according to the complexity of the function being
tested and the structure and nature of the market for particular functions. More
complicated, individualised or non-routine services will invariably incur higher
transaction costs, and as such, are likely to achieve lower levels of savings. And of
course, competition only yields savings where there is scope for greater efficiency to
start with, and where competition itself is effective (Domberger, 1998: 40).
Domberger et al (1995) indicated that savings in the order of 16.3 percent, on average,
were possible even after taking out annual contract fees and management costs.
Management costs were themselves put at around 2.32 percent of the overall contract
value.
After undertaking a meta-analysis of public sector contracting Hodge (1998)
concluded that while empirical evidence on cost savings is by no means unanimous:
There is little doubt that the weight of evidence appears to support the notion that, on
average, the unit cost of services is reduced through competitive tendering [and that
these] savings appear to have been found irrespective of whether the contract
arrangement is from public to private sector, from private to private sector, from the
public to other public sector bodies or from the public sector to in-house production
teams (Hodge, 1998: 98-99).

Source of savings
The source of cost savings under competitive tendering has drawn, surprisingly, much
less interest from researchers than the question of size of cost savings (Ernst, 1994:
11).
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It has been suggested quite strongly by Unions, for example, that savings attributed to
CTC may have be obtained by reducing labour costs or reducing service standards (or
some combination of these factors), rather than from pure efficiency and productivity
improvements alone (Ernst, 1994; Ganley and Grahl, 1988; Quiggin, 1996).
Reductions in staff numbers are often put forward as the source of a good proportion
of the savings achieved from CTC (see for example Paddon, 1991). And nowhere is
this claim more strongly made than in materials prepared by Unions. One survey
using data obtained by Unions in the UK suggested that in the first 15 months of CTC
there had been reductions in employment in 51% of the Direct Service Organisations
which had been selected. Job losses were highest in refuse collection and street
cleaning with 73% and 70% reductions in staffing respectively, and lowest in catering
(32%). But perhaps more significantly, it was claimed that 10% of the winning
contracts involved cuts in pay for staff; 17% involved cuts in hours of employment;
about 9% involved cuts in holiday leave; and 6% involved cuts in bonus payments
(Paddon, 1991: 11).
‘People costs’ commonly comprise between 30 to 80 percent of general
administrative costs in most organisations (Cascio, 1993). Within the Australian
Public Service a widely used rough rule of thumb has been that an employee will
really cost the organisation about two and a half times his or her actual salary. Given
these sorts of estimates, cutting costs by cutting staff numbers appears a natural
strategy.
The US General Accounting Office reports that competition for larger activities
generally produces greater savings. US Air Force data show that in competitions for
one to 25 personnel positions, reported savings averaged 13 percent and that in
competitions for over 300 positions the average savings were 41 percent. Figures for
the US Navy are apparently similar (cited by ANAO, 1998: 56).
Defence’s experience which is discussed in more detail in later chapters shows that
CSP reviews always identify savings and even when IHOs win they still reduce staff
numbers by at least 20 percent on pre-CTC levels (DOD, 1998c).
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Costs of CTC
Recourse to the competitive market is not costless. There are costs associated with
searching for vendors and managing ensuing contracts, and there are costs in
switching from one provider to another. These are normal market costs but they are
far from trivial and can influence the selected outcome—and indeed whether an
organisation pursues CTC at all. In a similar vein to the arguments over the savings
that competitive tendering is claimed to be able to achieve, the costs of tendering are
also contested and, perhaps more importantly, the overall levels of ‘real’ savings that
can be attained after these costs are included have been hotly debated.
Paddon (1991) cites two surveys conducted in the UK that estimated significant
increases in the costs to administer competitive tendering processes. The first
suggested that the increased number of personnel needed to administer competitive
tendering in 300 authorities would cost an additional ₤3.85million. The second put the
cost (including consultants’ fees) at an additional ₤45 million. Research funded by the
UK Department of the Environment estimated that the average cost of preparing for
competition as a percentage of the annual contract size was 10.7% (Walsh, 1991).
A survey of public sector tendering practices in the early 1990s (Domberger et al,
1993: 410) found that:
the public sector practice of advertising for open tenders seems to achieve little in
terms of generating more effective competition. The average bid price for public
sector contracts was essentially the same as for the private sector where, typically,
there were far fewer bidders.

Interestingly Domberger and his colleagues had reversed their view on this aspect by
the end of the decade claiming that Open Tender was associated with greater cost
savings than was achieved with alternative methods (CTC Consultants, 1999).
A Defence study of the Costs of Tendering (which included some CSP activities)
found that the costs to companies of preparing tenders for purchases of around
$1million were 2 to 5 percent of the contract price, tapering off to 1 to 3 percent for
larger acquisitions. The survey also showed evidence that for contracts below
$1million; tendering costs grew disproportionately to around 10 percent for projects
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worth around $10,000 (Thompson, 1993). A significant number of CSP contracts fall
into the group worth less than $1million suggesting that they are expensive for
industry to bid for and perhaps give at least one insight into why industry did not like
having to also bid against an IHO.

Switching Costs
Transition or Switching Costs are defined as ‘the total costs of moving from the
current activity to the new activity after an in-house or private option has been
selected’ (IC, 1994: 81). While these are not costs that are borne directly by the
bidders, they most certainly are borne by the purchaser, and can be very significant
considerations when changing from one form of operations to another. As such, final
assessments about which option that will ultimately provide best value for money to
the purchaser normally include an evaluation of the costs of changing.
In CSP commercial and in-house bids are loaded with estimates of these costs which
are then amortised over a 10-year period before a final decision is made. Not
surprisingly industry and in-house groups alike have complained about this practice
arguing that it places an unfair burden on their bids. But, as the Industry Commission
noted in 1994 (IC, 1994: 82), in the 52 CSP decisions made to that time ‘transition
costs have not been a significant factor in decisions on the successful tenderer’. The
Commission went on to note that it considered Defence’s approach to transition costs
to be ‘correct in principle as Defence must incur them when a CSP contract is let’
(1994: 82).
Transition Costs were a significant factor in the selection of the Engineering Support
IHO at DSTO. This will be discussed in more detail in later chapters.

Value for money
Value for money is ‘widely recognised as a balance between cost and quality’
(Cabinet Office Efficiency Unit, 1996: 19). It is, however, an emotionally laden term
that can mean different things to different people and has, thus, often leads to more
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confusion than clarity in the CTC context which is, itself, often also already quite
emotional and confusing for participants—as this research will show.
A review of international experience of competitive tendering within public transit
services (Cox et al, 1995: 3) found, among other things, that while the stimulus for
competitive tendering has been savings, the focus has tended to be on value for
money. None of the successful instances of competitive tendering have awarded
contracts solely based on the lowest price.
In the US contracts are awarded to the lowest responsive and responsible proposer
(Cox and Love, 1989: 4). In the UK ‘competition does not mean invariably choosing
the cheapest service: it means finding the best combination of quality and price which
reflects the priority of the service (HM Treasury, 1991: 1). In Australia the Industry
Commission (1995) noted that the goal of getting best value for money, not
minimising costs, should underpin the CTC process.

Quality
While efficiency gains are clearly important outcomes for CTC exercises, the ex-post
quality or effectiveness of the service is an equally important policy issue
(Domberger, 1994: 94). The concept of quality is universally, if not uniformly,
understood as most people believe that they know what quality means. Applying it
more rigorously though, turns out to be ‘devilishly difficult’ (Domberger and Jensen,
1997: 75). Reduction in the quality of services has probably been the most commonly
raised area of concern in the outsourcing of services previously provided by internal
operators (see for example Bach, 1989).
Critics of contracting out have often stressed the potential trade-off between cost and
quality of service. They claim that lower costs are related to a drop in performance
standards, and in some instances these claims seem to be supported by anecdotal
evidence. Unions in Australia, and in the UK before that, have highlighted examples
of where standards have apparently deteriorated (Hall and Rimmer, 1994: 453). The
Evatt Research Centre (1990: 60) in a survey if local government in Australia found
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that ‘there is tentative evidence to suggest that lower costs may be achieved in many
cases at the expense of service quality’.
Quiggin (1996: 52) suggests that there are strong incentives for governments to
reduce quality in order to reduce costs and that the contracting process is a good way
to do this without being seen to be making an obvious effort to do so. He also notes
that there are sound profit incentives for contractors to reduce quality to the minimum
specified in their contract.
The UK White Paper Competing for Quality (HM Treasury, 1991: 1) noted that
‘competition is the best guarantee of quality and value for money’. A review of the
Program (Cabinet Office Efficiency Unit, 1996: 21-22) found, however, that there
was much anecdotal evidence among affected staff that service quality had declined
during the competitive testing process, although this view was apparently not shared
by service users. Perceptions amongst staff within in-house teams were divided with
32 percent thinking that quality had increased, 32 percent thinking it had stayed the
same and 29 percent believing that it had fallen.
There have also been cases where quality is claimed to have been improved whilst
still achieving cost savings. For example, a study by Walsh and Davis (1993: 129143) of CTC in the UK found that of the 267 councils examined, 23 percent had
specified higher quality standards be adopted, 68 percent did not change
specifications and only 8 percent adopted lower standards. More importantly though,
this study found that in 90 percent of cases service standards established in contracts
were met by the contractor. Hall (1992) found similar increases in service quality in
her study of hospital cleaning services in Australia. As Walsh and Davis (1993:
check) noted:
The most important question is not the standards that are specified, but the extent to
which they are being attained.

The Industry Commission (1996: 7) concluded that ‘CTC does not, of itself, bring
about reductions in service quality’ and that ‘agencies can do much to ensure that
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quality services are delivered by specifying quality objectives and monitoring the
performance of contractors’.
Domberger et al (1995) found that there was no evidence to support the hypothesis
that efficiency gains were traded off for lower quality of service. Hodge (1998: 100)
supports this view with the observation that ‘lower costs are often not accompanied
by detrimental changes to service quality levels’.
Other research suggests that the problem of the non-contractability of quality may be
serious enough to tilt the balance in favour of in-house provision (Domberger, 1998:
165). Certainly this was a serious consideration of Defence and one which at least
some stakeholders felt made IHOs an essential consideration in the design of CSP.

Constraints on Competitive Tendering and Contracting
The expected benefits of contracting are not guaranteed in practice (MAB/MIAC,
1992b: 22). There are also limits in the extent to which public sector services can be
realistically outsourced. This has led to a good deal of debate about just where these
limits might be reached. Domberger (1998: 204) believes that:
The outer bounds of contracting will be discovered wherever contracting experiments
consistently fail. By consistently it is meant that contracts have not failed because of
random errors of design or implementation, but because of systemic factors which
make contractual solutions non-viable.

Furthermore …
Contracts are never complete. There are always matters that cannot be precisely
stated and covered in contract conditions and specifications before the contract is let.
A major purpose of the contract is to ensure that issues of incompleteness can
effectively be dealt with in the contract management process (Walsh, 1995: 130).
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Klass et al (1999) posit that when considering outsourcing, organisations must choose
between alternative governance structures. When relying on external providers they
are relying on contracting as a form of governance. When they rely on internal
employees, they are relying on organisational hierarchy as the form of governance.
Neither is right nor wrong but as organisations try to choose governance arrangements
that minimise total transaction costs one or the other may be seen as more appropriate
according to the organisation’s particular characteristics such as size, cost pressures
and the degree of uncertainty in its environment.
Market-based governance is thought to offer strong incentives for high performance,
which when combined with the discipline of market competition offers stronger
incentive for efficient completion of contractual obligations and adaptation to supply
and demand shifts. Organisational hierarchy on the other hand relies heavily on the
employment relationship which, in turn, is based on authority within the hierarchy
and, as such, creates a ‘zone of acceptance’—a willingness among employees to
accept direction and redirection across a wise range of issues. This zone of acceptance
avoids the costs associated with forming complex long-term contracts. But
organisational hierarchy is seen as offering weaker incentives, being less responsive
to supply and demand shifts and requiring higher levels of monitoring. It is also
subject to bureaucratic distortions caused by the pursuit of sub-unit goals at the
expense of organisational goals.
Until recently the general practice within public sector agencies has been to identify
specific activities as peripheral and to then consider options such as CTC to seek
better ways to provide those services. More recently though, influential bodies such as
the Industry Commission have reversed this presumption by suggesting that all
activities are potentially able to be considered for CTC unless they are shown to be
core operations (Quiggin, 1996: 51).
Research by Domberger et al (1995) found that Commonwealth agencies themselves
assessed their contracting outcomes as ‘very successful’ in 15 percent of cases,
‘successful’ in 58 percent, ‘fair’ in 26 percent and ‘poor’ in only 1 percent. These
same agencies felt that the quality of service received compared with expectations
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was ‘much better’ in 10 percent of cases, ‘better’ in 40 percent of cases, only ‘fair’ in
47 percent and ‘poor’ in 3 percent (Domberger et al, 1995: 22-26).

Barriers to Contracting
Outsourcing can create a number of economic advantages—eliminating investments
in fixed infrastructure; allowing for greater quality and efficiency in services; and cost
reductions. But it can also have disadvantages that, if not managed effectively, can
lead to financial losses—or in the case of public enterprise CTC exercises, more
likely, to lower levels of savings. Blumberg (1998: 7), for example, describes the
major disadvantages of outsourcing as being ‘of a psychological nature’. Fear of loss
of control or potential conflict of interests, he believes, inhibit many managers from
objectively comparing the costs and benefits of internal or external supply. And
motivating employees to effect changes to outsourcing is not easy either—there is not
usually much for current employees to gain from such circumstances. Downey (1995:
40) suggests that consideration should also be given to more strategic issues:
outsourcing can increase an organisation’s vulnerability to the theft of business
secrets, trade practices, propriety processes, or reduced integrity of systems security.
The problems of outsourcing stem from a variety of causes determined partly by why
outsourcing was chosen in the first place and partly by how it was put into effect
(Reilly and Tamkin, 1996: 27-36). The most common problems relate to:
•

contractual difficulties (including disputes and dispute resolution);

•

time spent monitoring contractor performance;

•

service difficulties (including contractor failure to perform, lack of contractor
innovation and the disadvantage of being tied to arrangements that turn about
to be inflexible);

•

loss of expertise to manage contractors (particularly when insufficient
capability is left behind after transfer of functions);

•

problems with user groups (who may have false expectations about what the
contract is intended to provide);

•

employee difficulties (including terms for and selection of staff to transfer,
consultation and negotiation with trade unions, subsequent resourcing
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considerations and comparisons of terms and conditions amongst those
affected);
•

unexpected costs (covering inadequate contractual arrangements, costs of
monitoring contracts and allocation of retained overheads);

•

inability of managers to adjust (generally for lack of requisite skills in
negotiation and contract and people management); and

•

poor communication between the parties.

Donaldson (1996) claims that relationships are actually undermined by tender bidding
processes because the practice itself conflicts with the so-called rules of relationships
such as trust, openness and commitment. He points to marketing literature which
claims that to build superior market positions organisations must strive to build
relationships with suppliers and customers based on these rules. The idea of
bidding—often in secret and against unknown competitors—undermines relationships
because the focus for the purchaser is usually on price, and for the vendor on how to
reduce the costs of tendering itself.
Cox (1996: 3-4) suggests that there are two primary obstacles to successful
competitive tendering:
1. Public managers often oppose competitive tendering because it lowers costs
and reduces staff size, both factors whose increase has, in the past at least,
been directly related to career advancement.
2. Competitive tendering is often criticised for lowering costs on the backs of the
workers—reducing their conditions and entitlements—something that Cox
argues has been shown to be ‘plain wrong’.

One of the biggest barriers to competitive tendering is resistance by trade unions:
perhaps not surprisingly, as public sector unions potentially have a good deal to lose if
their membership is effectively taken away from them by contracting out. Differences
in wage rates between the public and private sectors is one area that has received
some attention in this regard. Love and Seal’s (1991) examination of public transit
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systems found that unionised drivers were paid double that of unionised drivers in the
private sector and 65 percent more than the average production worker at the time.
Given the perception that outsourcing may not always be the answer it is not
surprising that managers have included internal bids as a way of ensuring that the
organisation does not get caught with an ineffective CTC outcome.

Accountability concerns
One of the chief objectives of current public sector reform is increased accountability.
CTC has been put forward as a mechanism for improving accountability—primarily
by prompting reviews of standards and service specifications; by introducing rigorous
performance monitoring; and by setting up mechanisms for redress in cases where
individuals or organisations have suffered loss or damage (Domberger and Jensen,
1997: 76). But views on the changes to accountability that have actually resulted from
CTC are mixed.
Those that see improved efficiency and cost reduction as being important outcomes of
CTC exercises point to the savings being claimed as evidence of improved
accountability—at least in the use of resources (see for example Edwards, 1996;
MAB/MIAC, 1997). But it has, in practice, not always been easy to separate the
savings attributable to pure CTC endeavours from those of other, often concurrent,
activities such as business process re-engineering (Barrett, 1997: 4).
The Industry Commission has argued that accountability has improved more broadly
through increased flexibility in service delivery; greater focus on outputs and
outcomes rather than inputs; increased focus on high priority areas; encouraging
suppliers to provide innovative solutions; and of course, overall cost savings (IC,
1996: 4-7). Barrett (1997: 3) points out though, that while all these things may be
possible, and may indeed improve accountability, there is also
clear evidence, that if managed poorly, CTC can result in higher costs, wasted
resources, impaired performance and considerable public concern about the waste of
taxpayers’ funds.

52

The ANAO has identified from its own reviews of government contracting a number
of common problem areas. These include:
•

vague or ambiguous objectives that make ex-ante evaluation difficult;

•

high transaction and compliance costs;

•

roles and responsibilities insufficiently defined for parties to the contract;

•

performance information being inadequate to determine whether outcomes are
being achieved;

•

progress payments often being made in advance of need and not being linked
to program/project milestones; and

•

insufficient rigour in assessment and management of financial risks for the
Commonwealth

(Barrett, 1997: 12).

MAB/MIAC (1992b: 7) have also pointed out that:
It is the responsible minister who is ultimately accountable for program performance
and it is, therefore, the minister who must ultimately decide whether the use of
contracting would prejudice his or her capacity to ensure that program objectives are
met and accountability maintained.

The social costs of CTC have also been raised on a number of occasions as very real
considerations for accountability to the wider community. The disruption of
restructuring and job losses (Barrett:1997) and the diminution of workers pay and
conditions (ACTU, undated; Bach, 1989) for example, have been raised regularly as
areas of concern and where greater social accountability needs to be factored into
public sector reform.
Mulgan perhaps sums up the state of the debate most succinctly:
Contracting out inevitably involves some reduction in accountability through the
removal of direct departmental and Ministerial control over the day-to-day actions of
contractors and their staff. Indeed, the removal of such control is essential to the
rationale for contracting out because the main increases in efficiency come from the
greater freedom allowed to contracting providers. Accountability is also likely to be
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reduced through reduced availability of citizen redress under such instruments as the
Ombudsman and FOI. At the same time, accountability may on occasion be increased
through improved departmental and Ministerial control following from greater
clarification of objectives and specification of standards. Providers may also become
more responsive to public needs through the forces of market competition. Potential
losses (and gains) in accountability need to be balanced against potential efficiency
gains in each case (Mulgan, 1997: ii).

Against this backdrop it is not surprising that IHOs have found a place within CTC—
if only as a form of reassurance against the possibility of some of the less desirable
accountability outcomes that could result from CTC. Although, as will be discussed
later, IHOs are not immune from some of these criticisms either.

Impact on the incumbent workforce
Unlike the more traditional use of competitive tendering simply to purchase needed
goods or services CTC, as it is practised today, is more often than not about market
testing functions currently being performed internally. This means that the
organisation already has an internal capability in that area and a workforce already
able to meet the task requirement—albeit that they may not be as efficient as the
organisation’s management might wish. The motivation for pursuing contracting in
this case in not only to purchase a needed good or service but rather to find better
ways of continuing to provide that good or service. Managing the incumbent
workforce through a CTC exercise, and whatever transition arrangements might be
needed, therefore becomes an important consideration within the overall CTC
process.
Contracting exercises also often have a significant impact on an organisation’s
workforce that should not be overlooked.
No matter how small the percentage of people that are affected, all of them will be
worried about change and about uncertainty. If they worry, they are unhappy, if they are
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unhappy they will not be giving 100 percent to the job at hand (Rothery and Robertson,
1995: 49).

As a general rule there are three possible outcomes for staff in the wake of a CTC
exercise: transfer to the incoming contractor (whether private sector or in-house);
redeployment (within the organisation or wider public sector); or redundancy.
Data on just what happens to people affected by CTC exercises is difficult to obtain.
This is partly because of the disparate nature of CTC activities. But it is also because
some organisations have not focussed specifically on the workareas directly affected
by CTC exercises opting instead for a more general ‘hands up’-type approach where
they have called for volunteers to leave—whether from the area being contracted or
not. Afterwards they rearrange the staff that are left behind and set about
implementing the chosen outcome. This has been the preferred approach within the
Defence Organisation that has tried as far as possible to reduce the need for
involuntary redundancy.
Some information, however, comes from the UK’s Competing for Quality programme
(Cabinet Office Efficiency Unit, 1996: 46). Between 1992 and 1995 this programme
affected 34,765 British civil servants: 11,924 transferred to the in-coming contractor;
2,572 took early retirement or voluntary redundancy; 2,917 were given involuntary
redundancy; natural wastage accounted for 2,773 4 ; and the remaining 14,579 were
redeployed within the civil service.
This report also found that, while most Departments and staff expressed a preference
for market testing over strategic contracting-out on the basis that it reduced the impact
on staff, the vast majority of staff found the process of undergoing market testing
demotivating. Staff reported a reduction in job satisfaction following the competitive
process noting that workloads had increased, resources were inadequate, there was
4

While there is little or no hard data to support or refute these claims, anecdotal evidence suggests that

during periods of upheaval such as those created by CTC exercises, natural wastage rates through
resignation or age-related retirement increase.
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more stress and an overall lack of security. Dissatisfaction with communications
throughout the process was amongst the most consistent and forceful of the
complaints made by staff. They felt that poor communication had added to the
uncertainty of the situation and eroded trust between staff and their managers and
colleagues. They critisised management for making insufficient effort to keep them
informed and claimed that what communication did occur was too little, too late. Inhouse bid teams also felt unable to share details of their bids with colleagues for fear
of leaks to competitors. And in at least some cases, staff discovered the outcome of
the competitive process through the media rather than from their own management
(Cabinet Office Efficiency Unit, 1996: 46-57).
Competition tends to reduce the number of jobs or employment conditions, or both,
and this appears to occur regardless of whether contracts are awarded externally or inhouse (Ernst, 1994 citing Paddon 1993; Whitfield, 1992). The extent to which this
might be offset by the creation of alternative jobs within the contractor’s organisation
is not well understood. Nor is the overall impact of government contracting on overall
employment levels. There is currently no evidence that clearly links unemployment
levels with the intensity of contracting in either the public or the private sector. What
is clear, however, is that the costs of contracting are not uniformly distributed among
the stakeholders (Domberger, 1998: 172; IC, 1996: 16). The employees directly
affected by contracting may be those who bear the greatest costs in that they face
disruption, uncertainty and a possible lowering of terms and conditions of
employment (Domberger, 1998: 172).
The limited information available suggests that wages and conditions for those
employed to deliver services are often lower after the application of CTC (IC, 1996:
15-16). This has been attributed to differences between public and private sector
Awards and general labour market trends such as increased use of part-time and
casual labour, and the introduction of enterprise bargaining. The Industry Commission
also noted that women, people from non-English speaking backgrounds and those
employed in jobs requiring little training appear to have been most likely to lose their
jobs as result of CTC. Concern has been raised by Defence personnel that CSP has
disproportionately affected employees within these groups as they are traditionally the
people who work in the support roles that are specifically being targeted by CSP. But
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this issue was not raised as a particular concern by those who participated in this
research.
The management of staff affected by a decision to outsource an activity is a critical
and integral part of any outsourcing exercise. HRM issues have a major bearing on
the successful conduct of an outsourcing exercise (PSC, 1995: 2-3).

Those with responsibility for managing staff within a competitive tendering process
have recognised the significance of the process for these staff. As Herbert (1994: 3)
notes ‘A strong commitment to staff ensuring that information, consultation and
training are constant features throughout the CCT process should be given a high
priority …’.
To address these matters the Australian Public Service Commission (1998:7-8) has
developed six principles, which it suggests should underpin the management of HRM
aspects of outsourcing (including when in-house bids are used). These are:
1. Ensure fair and equitable treatment of all staff affected by the decision.
2. Provide a degree of certainty about the approach to be adopted so as to assist
all relevant parties to make appropriate decisions in relation to staffing
matters.
3. Seek to maximise a harmonious industrial environment and minimise the
potential for industrial disputation prior to, and during, the changeover to the
new provider.
4. Maintain the viability of the function during the outsourcing process.
5. Ensure that related processes are focussed on achieving the best value for
money.
6. Ensure that staff are aware of what constitutes ethical standards and behave
ethically in relation to then outsourcing of an APS activity.

Downsizing
One of the more common outcomes of organisational change, including public sector
reform, in recent decades has been a significant reduction in size and workforce of
some organisations. Outsourcing and downsizing are not the same thing (McMorrow,
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1999: 9), but in practice it is uncommon for any organisation that is outsourcing any
part of its operations to not also be reducing the size of its workforce to some extent.
And, as will become evident in the later discussion, many of the issues discussed
within the literature on downsizing are also relevant within the context of CTC and
feature in the experiences of the IHOs examined for this reseach.
The term ‘downsizing’ emerged in the late 1980s when it became a ubiquitous feature
of corporate restructuring in the United States (ACIRRT, 1999; Ryan and Macky,
1998). Downsizing has been described as a ‘popularist’ term, which arose out of
managerial and business press usage, and which lacks precise theoretical formulation
(Littler et al, 1994; Littler et al, 1997; Ryan and Macky, 1998). Once used as a
‘euphemism for sacking workers’ (ACIRRT, 1999: 147) it has also been associated
with a variety of other (obviously related) notions such as restructuring, rightsizing,
delayering, redundancy, contracting or outsourcing, leaning up, release of resources,
career change opportunity and even elimination of employment security (Ryan and
Macky, 1998: 30). But as Ryan and Macky note:
Many of these terms may reflect management’s attempts to give organizational
downsizing a positive glow. However, it is questionable that employees would be less
distressed to know that they were losing their jobs due to ‘leaning up’ or ‘release of
resources’ rather than ‘downsizing.

In strategic terms:
Organisational downsizing consists of a set of activities that are undertaken on the
part of management, designed to improve organizational efficiency, productivity,
and/or competitiveness. It represents a strategy that affects the size of the firm’s
workforce and its work processes (Cameron et al, 1993: 24).

The two major drivers for commercial companies to downsize are financial
considerations and organisational management reasons. Cascio (1993) summarised
these as:1. Lower overheads;
2. Less Bureaucracy;
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3. Faster decision making;
4. Smoother communications;
5. Greater entreprenuership; and
6. Increases in productivity.

Interestingly these are the very same reasons being put forward for why the public
sector in Australia needs to be reformed.
There are many ways in which an organisation can reduce the number of its
employees, including reducing the amount of work required; eliminating functions or
entire business units—sometimes by contracting out; cutting out hierarchical levels
within the organisation (delayering); offering early retirement schemes, or either
voluntary or involuntary redundancy; or via layoffs. For employees downsizing
typically means job losses, an uncertain future and possibly unemployment. Even for
those who remain, the aftermath of downsizing can often mean changed jobs and
responsibilities, job intensification (more work and/or longer working hours),
increased stress and feelings of guilt, anxiety or anger, and lower morale and overall
commitment to the organisation (Brockner et al, 1986; Brockner et al, 1992; Littler et
al, 1996; Littler et al, 1997; Ryan and Macky, 1998; Turnbull and Wass, 1997).
Although it is common to group many forms of organisational contraction under the
term ‘downsizing’, the more academic literature, at least, tends to emphasise the
planned nature of downsizing which is accomplished by selected managerial actions
such as hiring freezes, staff layoffs and normal or induced attrition (Cameron et al,
1993; Freeman, 2000). Kozlowski et al (1993: 267) define downsizing as ‘a deliberate
organisational decision to reduce the workforce that is intended to improve
organisational performance’. Cascio (1993: 96) defines downsizing simply as the
‘planned elimination of positions or jobs’. However, there is some evidence to suggest
that not all downsizing is perceived, at least by the employees that it most affects, to
be all that well planned (Littler et al, 1996; Littler et al, 1997). For as Cascio (1993:
99) notes:
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in many companies, downsizing is limited to reductions in headcount (rather than
integrated with organisational redesign or broad, systemic changes designed to root
out redundancies, waste and inefficiency).

Downsizing does not usually include dismissal of employees on the grounds of, for
example, improper behaviour, nor does it apply to ‘normal’ resignation or retirement.
However, early retirement schemes and voluntary redundancy packages are
commonly used to reduce the size of workforces and no matter how it might be
expressed the result is the same—employees lose their jobs (Cascio, 1993).
For most organisations labour costs represent the biggest proportion of their overall
cost structure. Personnel related costs can extend from 30 to 80 percent of an
organisation’s recurrent expenditure (Cascio, 1993). In addition, many of the public
sector organisations that are being subjected to competitive forces via CTC, are being
reviewed precisely because they are perceived to be inefficient and to be carrying a
good deal of slack within their resources that might be better utilised elsewhere.
However popular downsizing might appear it has not always been successful in
achieving the anticipated results (Littler et al, 1994). Studies conducted on US
corporations show that downsizing commonly falls far short of its objectives, and
sometimes the so-called benefits never materialise at all (Cascio, 1993; Cascio et al,
1997; Filipowski, 1993; Morris et al, 1999). Cascio (1993) found that only 46 percent
of companies felt that downsizing reduced expenses sufficiently over time (in part
because four times out of five, managers ended up replacing some of the very people
that they had dismissed); fewer than one in three believed that profits increased to the
level expected; and only 21 percent reported satisfactory improvements in
shareholders’ returns on investment. Mirvis (1997) found that as a consequence of
downsizing over 60 percent of companies cited lower morale amongst the remaining
workforce, and some 30 percent noted an unexpected increase in the use of temporary
workers or consultants, overtime and the need for retraining of the remaining
workforce. Twenty percent felt that they had lost the wrong people and 16 percent
found severance costs to be higher than predicted.
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To a large extent these results reflect a failure on the part of these organisations to
break out of traditional approaches to organisation design and management. An
approach which Cascio (1993, 95) notes is ‘founded on principles of command,
control and compartmentalisation’. He suggests that for long-term, sustained
improvements in efficiency, reducing the number of employees within an organisation
needs to be viewed as part of a process of continuous improvement that includes
organisational redesign, along with broad systemic changes designed to eliminate
redundancies, waste and inefficiency.
Downsizing trends in Australia and New Zealand show that no less than 43 percent of
Australian organisations downsized during the period 1990/91 to 1995/96: and that
downsizing levels had remained remarkably consistent (ranging from 43 to 60%)
during that time. The same research also indicated that delayering was happening on a
much more extensive scale than had been expected. Significantly, the conclusion was
that it was not so much the extent of downsizing, but the frequency with which it
occurred, that was a key factor in generating negative reactions amongst employees.
Forty four percent of organisations studied had downsized three or more times over
the two-year period 1993-95 and 71 percent twice or more. Clearly downsizing had
not been a panacea (Littler et al, 1996; Littler et al, 1997).
In 1999 ACIRRT suggested that many Australian employees had become quite fearful
of losing their jobs. ACIRRT considered these fears to be ‘well-grounded’, noting that
between 1986 and 1997:3.3 million full-time workers in Australia were retrenched—
with the public sector leading the way. In 1995 voluntary redundancy, the more
common approach to downsizing within the public sector, accounted for 37 percent of
those who left public sector employment (Morehead et al, 1997). A clear message that
seemed to be coming from some downsizing exercises was that it didn’t matter how
well you do your job—you could lose it anyway (Appelbaum et al, 1997).
Rama (2002: 111-113) observed that voluntary reductions in public sector staffing
have become increasingly popular as the offer of severance payments encourages
workers to leave and, thus, helps to overcome resistance to downsizing and bypasses
legal obstacles to dismissal of public sector workers. He goes on to suggest that if
‘public sector downsizing increases efficiency, it should be possible to compensate
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redundant workers in the public sector and still make a net gain for the economy’.
Rama does, however, acknowledge that traditionally one of the obstacles to voluntary
downsizing has been the up-front cost, and that some redundancies have been
mishandled with either the ‘wrong’ people being let go or the ‘revolving door’ being
observed as recently separated employees are rehired. Rama concludes that even the
most carefully designed downsizing protocol:
could prove ineffective if the mechanisms that led to overstaffing in the first place
remain unchallenged. The equilibrium level of public sector employment is probably
determined by political forces operating in the context of a particular institutional
setting. Temporary incentives to downsize, such as financing for severance pay
packages, will probably fail to modify that equilibrium. The institutional setting itself
would need to evolve in the direction of increased professionalism and efficiency.
Downsizing operations should therefore be part of a broader effort to reform and
modernize the public sector, not just isolated endeavours (Rama, 2002:113).

Survivor Syndrome
Those who witness the dismissal of co-workers often report feeling positive inequity
and guilt about the situation. These negative reactions were however, reduced if
survivors felt that their co-workers had been dismissed with care and were treated
fairly in the process. Layoffs typically heightened survivor’s stress levels, and
resistance to change was apt to be greater in such environments. Survivors often
exhibited an increase in work performance albeit that this was moderated by their
individual personality types, economic need to work and self-esteem levels but, the
increase was often in quantity rather than quality of work. Random layoffs tended to
cause subjects to increase the quantity of their outputs: in merit-based layoffs subjects
tended to perceive that they had performed more favourably and thus, had deserved to
retain their positions. Plus, moderate levels of job insecurity caused either by
perceptions of high threat to employment coupled with a high sense of control over
their own destinies or low levels of threat to employment coupled with low levels of
control led to the greater increase in work effort (see Brockner, 1988; Brockner, Davy
and Carter, 1985; Brockner, Greenberg, Brockner, Bortz, Davy and Carter, 1986;
Brockner, Grover, Reed and Dewitt, 1992).
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Greenhalgh and Rosenblatt (1984, cited by Brockner et al, 1992) suggest that the level
of job insecurity survivors experience depends on firstly the perceived threat which is
affected by considerations such as estimated likelihood of job loss, and secondly,
perceived control which is influenced by the survivor’s belief that they or their
employer can take some action to help them counteract the negative consequences of
job loss. Diminished expectations regarding chances for advancement, leading to a
decline in commitment to the organisation and increased staff turnover are commonly
cited symptoms (Littler et al, 1994).
The circumstance of having IHOs automatically creates the potential for survivor
syndrome. Of course, it could have happened anyway had the alternative of
contracting out been chosen. But by ensuring that at least some of the employees
remain, and continue to do the same or similar work, the likelihood of those
employees starting to make comparisons to the circumstances of their former
colleagues and feeding off their own concerns is markedly increased. This research
did not specifically set out to examine survivor syndrome. But considerable evidence
of the phenomenon was found, along with equally significant evidence that it was not
being managed particularly well, if at all.
At the heart of the relationship between employers and employees is the
psychological contract established between them which governs their actions and
interactions with each other. This unwritten agreement involves mutual expectations
and defines the roles and behaviours of both parties. It is a powerful determinant of
behaviour within organisations. One result of change, and downsizing, is that these
processes have ‘fundamentally altered the terms of the psychological contract that
binds workers to organisations’ (Cascio, 1993: 99). Littler et al (1994: 6) suggest
downsizing in particular has ‘multiplier effects’ throughout the whole organisation as
the ‘resulting low morale and lack of trust have ripple effects on virtually every
people-related aspect of business activity’ (Cascio, 1993: 101).
To the affected employees, the prospect of contracting out may seem like the threat of
a hostile takeover bid. … The employment relationship … is about to be broken,
betrayed to the principle of economic efficiency’ (Domberger, 1998: 134)
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Summary
Despite Australia’s long history of governments contracting for the provision of
goods and services it can be claimed that ‘only a decade ago there was very little
Australian information about the use and impact of CTC’ (Rimmer, 1998: 76).
Previously, CTC processes had been used solely as a method for procuring goods and
services. This activity had been confined to well-defined and commonly contracted
functions such as construction or grounds and building maintenance. Government
contracting adhered to well-established and time-honoured procedures and was
undertaken by a limited number of people. Contractual arrangements were entered
into in support of internal activities rather than in place of them.
CTC has become a significant feature of efforts to reform the public sector. Recent
reform initiatives have broadened the focus of CTC and given the process a new
impetus as the public sector tries to address persistent criticism by finding more
efficient and effective ways to deliver government services. CTC has been
conceptualised and operationalised in a number of different ways. Each view,
perhaps, reflects a different perspective on the intentions and expected outcomes of
CTC exercises but these are often seemingly at odds with each other leading to a level
of perceived inconsistency in the fundamental aims of CTC and to an apparent
contradiction in a process that commonly leads to outsourcing, yet at the same time
encourages internal bids to compete against the future outsourced providers.
CTC can be seen in its traditional guise as a mechanism for public organisations to
procure goods or services that they are unable or unwilling to produce themselves.
But it can also be seen as a process of introducing competition; a vehicle for
outsourcing; a mechanism to leverage organisational change; a mechanism to improve
efficiency and/or drive down costs; and as a mechanism for reducing the overall size
of an organisation.
Arguments in favour of the use of CTC stem from beliefs in the fundamental value of
the private sector and its inherent ability to provide services more efficiently and with
greater consumer choice. This, it is argued, is due to the virtuous effects of
competition and the stimulus for efficiency that the profit motive renders (Bach,
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1989). As the mainstream public sector has traditionally been devoid of competition
there were few incentives to be efficient and consumers faced with a monopoly
service provider had no opportunity to exercise choice. These arguments have been
suggested as having become ‘articles of faith’ for the New Right which has sought to
change the public sector by introducing competitive pressures (Bach, 1989: 3).
Governments of all persuasions, together with public sector top management, are
leaving no stone unturned or sacred cow in place in the search for more cost effective
ways of delivering and improving services to the Australian public (Kelaher, 1991:
39).

Current approaches to public sector reform rely heavily on competition as a lever for
change. There is nothing new about using competition to drive costs down and/or
product or service quality up. What is new for the public sector is its application in
areas that were once the sole responsibility of the sector. Competition is being applied
in the hope that it will foster improvements in efficiency, give greater focus to the
‘real’ work of the government bureaucracy and bring about the cultural change
necessary to achieve these aims.
The introduction of contestability into the public sector has challenged the notion of
monopoly in the provision of government services and has helped to entrench the idea
that nothing is scared—anything can, and might, be subjected to review. Market
testing services currently provided by internal providers to see if there are other ways
to perform work further enforces the notion that there are always other ways to do
business. CTC processes provide a mechanism by which these intentions can be
turned into action.
Outsourcing is one of the primary outcomes of CTC exercises—some might argue the
ideological reason for pursuing CTC. Of course when an in-house bid is selected
outsourcing does not actually occur, however, there remains a view amongst some
proponents of CTC that outsourcing is the only reason for pursuing a competitive
process and they do not support the inclusion of internal bids. Recently agencies have
moved towards more pragmatic outsourcing, using this mechanism only where it suits
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the organisation’s business needs and when internal provision is less appropriate. This
more pragmatic view of the purpose of CTC-based reviews has further paved the way
for internal bids.
Perhaps the most dearly sought-after outcome of public sector reform is a reduction in
the resources that the public sector uses to deliver government programs. CTC
methods are seen as being able to contribute to this aim by operationalising
contestability and leveraging competition between potential suppliers to drive down
costs. The emphasis on the cost savings that can be achieved often overshadows the
organisational change that is required to deliver these savings.
Downsizing is about making organisations smaller. While CTC and selecting IHOs do
not lead a priori to downsizing it is a fact that to achieve the organisational cost
savings which are at the heart of current efforts to reform the public sector downsizing
is inevitable. Experience has shown however, that many of the anticipated outcomes
of downsizing do not eventuate: nearsighted planning, ineffective management,
inadequate information sharing, unjust treatment of displaced employees and the
absence of support and training interventions have been put forward as some of the
reasons for downsizing failures. Downsizing is consistently associated with decreases
in morale, productivity, commitment and job/work satisfaction—often leading to job
insecurity stress and inclination to job turnover. And survivors too are more prone to
voluntary turnover as their situation lacks stability (Casey et al, 1997).
The various arguments commonly put forward in favour of the use of CTC in the
current climate for reform can be summarised as follows:
1. procurement of necessary goods and services (the traditional view of CTC);
2. the broader pursuit of public sector reform that comes simply from adopting a
philosophy that promotes being open to and searching for alternative ways to
organise and undertake work (finding better ways to work through market
testing);
3. subjecting monopoly providers to competitive forces and the threat of possible
substitution (contestability);
4. cultural change within the public sector and its workforce (being more open to
alternative ways to delivery government services);
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5. reform of the management of the public sector—making changes in
management approaches (focussing on results and outcomes);
6. reduction of costs and generation of savings (including downsizing);
7. seeking value for money in public sector service provision (both efficiency
objectives); and
8. outsourcing of functions for which this considered most appropriate
(contracting out)—an outcome which, of course, potentially prohibits the use
or selection of IHOs.

The rapid increase in the use of CTC in the 1980s and 1990s saw government
agencies being required to competitively test functions that hitherto they had
controlled and conducted internally. With this came concerns about a largely
unknown marketplace, the potential for managerial loss of control over the function
and concerns about loss of employment among staff. There was also a general
ignorance, and perhaps fear, of the legal and contractual aspects of CTC. When
coupled with the fact that many of the functions being subjected to competition were
larger and more complicated than those which had previously been outsourced it is
not surprising that confidence was not high and that those tasked with implementing
CTC would look at ways to help manage the risks and uncertainties that they
perceived to be inherent in the reform agenda. Including IHOs in CTC methodologies
provided a way to balance these considerations while still striving for the aims of
reform. The following chapter discusses the place of IHOs within CTC processes and
examines how they have been able to contribute to aims outlined above.
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Chapter 3

In-House Options
As discussed previously, contracting for the provision of goods and services is not
new to governments in Australia. What is new, however, is the fervour with which
governments have pursued this approach; and not merely as a method for procuring
necessary goods or services as was traditionally the case, but also as an alternative to
public sector provision and as a tool of public sector reform. Some public sector
agencies have even gone so far as to pit their own workforce against the private sector
as part of the search to find better ways to deliver government programs. And these
bids, have, in a number of cases, been selected ahead of their commercial rivals.
The importance of IHOs in providing competition for commercial tenderers has been
emphasised and promoted as a positive feature by those organisations using them: and
one which, it is claimed, is achieving significant improvements in the efficiency of
public services. This efficiency, it is suggested, is obtained in two ways. Firstly,
through the savings being made by selecting approaches which offer better value for
money (and which are also usually cheaper) than the previous internal monopoly
supplier. And secondly, through the discipline and focus on value for money which
the mere state of competition forces on all bidders. The quality of the bids, and thus of
the outcomes, so the argument goes, is better for the more competitive environment
generated by the inclusion of internal bids (Chipman, 1995; McNamara, 1995).
This chapter examines in detail the notion of IHOs—what they are, why government
agencies use them and what they expect to gain by doing so. It also reviews briefly
the experiences of IHOs within the various levels of government in Australia.
Overseas experiences in the use of competitive tendering and contracting
methodologies and IHOs have also been particularly influential on the Australian
Defence Organisation’s decision to include in-house bids within CSP. Annex B looks
briefly at some of the key aspects of the use of IHOs in other countries.
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What are In-House Options?
An IHO is essentially an internal tender developed and submitted by a group of
employees of a public sector organisation in response to a statement of requirements
or set of work specifications. This bid is placed in direct competition with tenders
submitted by private sector (commercial) companies. If a commercial option is
selected, the function is outsourced. If the IHO is chosen, the internal work unit is
notionally or really separated from the rest of their parent organisation, some form of
internal contract is generally negotiated with the organisation’s management and the
work group is expected to meet the undertakings proposed in their bid.
The Public Service Commission (1995: 1-2) defines an in-house bid as:
a tender which is developed by the staff affected by the outsourcing exercise, in
competition with commercial tenders.

The Industry Commission (1996: 33) describes an in-house bid as a:
situation where an internal team, often based on the existing internal provider,
participates in the tender process and, if successful, supplies the required service on a
‘contractual’ basis.

The Australian Capital Territory Government (ACT Government, 1996: 4) notes
simply that an in-house bid is
a response to a public tender lodged by a government agency seeking to compete for
that business.

Once selected, IHOs are expected to set about implementing the proposals set out in
their winning bid. They are commonly established as a discrete work unit within their
organisation. They are generally guided by some form of internal operating directive,
service level agreement or quasi contract that specifies what is required of the IHO
and what resources will be provided to it in order to meet those requirements.
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There are, in practice then, two separate but closely related, aspects to how IHOs are
conceptualised and operationalised. First, an IHO is an internal tender developed and
submitted by a group of employees of an organisation in response to a statement of
requirements or set of work specifications. If the in-house bid is selected a form of
internal contract is commonly drawn up with the management of their parent
organisation and the work group is expected to meet the undertakings proposed in
their bid. The provision of the service is effectively 'contracted with-in' which brings
into being the second notion of IHOs—discrete work units working to deliver the
services proposed in their winning bid.
These two elements of IHOs are both important despite the fact that most of the
literature relating to IHOs tends to focus primarily on the first. Suffice to say at this
point, the generally lower level of interest in IHOs once the CTC processes
themselves are complete and they are in place has, in fact, proved to be problematic
for the staff working within them. These aspects will be discussed again later in the
context of Defence’s IHOs.

Where are In-House Options used?
IHOs have been used at all levels of government in Australia and overseas for some
time now.
At the State government level in Australia examples of IHOs can be found across the
country. In New South Wales the Liberal-National Party coalition government elected
in 1988 moved to introduce a series of reforms aimed at improving public sector
management and enhancing productivity and efficiency. Reform relied on CTC and
included provision for IHOs (Domberger and Hall, 1995: 13). Successive
governments have continued these reforms. The Kennett government in Victoria also
moved rapidly towards similar goals. There, reform included greater use of market
testing and contracting-out within government activities but also allowed for IHOs in
some cases. IHOs have also been used in CTC processes in South Australia.
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IHOs are most commonly seen in Australia at the Local (Municipal) Government
level which has made extensive use of contractors for more a century in the provision
of municipal services such as refuse collection and road maintenance. Today there are
more than 600 local government units across Australia and many of these have
included IHOs in competitive contracting processes for the provision of goods and
services to their communities. The widely accepted rule of thumb is that about 80
percent of all CTC exercises within local government have been awarded to in-house
teams.
Defence, through CSP, is the only Commonwealth agency that has explicitly sought
to include internal bids as an integral part of its CTC methodology.
IHOs have developed differently across the three levels of government within
Australia. For example, some IHOs within local government are, in fact, first steps
towards full commercialisation of particular functions. Others are in the form of
management or staff buy-outs which, for all intents and purposes, become commercial
operations and can no longer be seen as internal bids. The IHOs contained within the
CSP are modeled primarily on the British approach, and retain clear ownership and
control of the IHO by the parent or host organisation.
IHOs can also cover a wide range of service areas. The traditional areas of refuse
collection and domestic services feature strongly (see for example Hall, 1995: 99).
But newer areas have also begun to emerge. The design, construction, operation and
maintenance of the Mount Piper power station in New South Wales, for example, was
awarded to a combination of in-house and commercial bids (Aenishanslin, 1995: 53).

Why have In-House Options?
There are many reasons put forward for having IHOs. The ANAO (1998: 18) has
suggested that IHOs serve several valuable purposes and note that:
a strong in-house bid provides a sound benchmark against which to judge commercial
bids and should provide a viable alternative to those bids.
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MAB/MIAC (1992: 21) consider that within CTC:
In-house suppliers are given a real incentive to seek better ways of providing the
service, in order to maximise their opportunity to continue to service the needs of the
organisation.

In 1999 CTC Consultants examined more than 7,500 outsourcing initiatives
undertaken by government agencies across Australia between 1995 and 1998. This
research focused primarily on CTC activities at State government level and did not
include Defence’s Commercial Support Program. CTC Consultants found among
other things that:
1. In-House teams secured five percent of the contracts awarded, and a similar
proportion of the total outsourcing expenditure.
2. In-House bids were more likely to be included in the market testing process if
the in-house team had already achieved a measure of efficiency improvement
(in terms of staffing levels) that was reckoned to make it competitive against
the external market.
3. The inclusion of an in-house bid did not have a significant impact on the level
of cost savings achieved, although savings were slightly lower than when such
bids were absent (The presence of an in-house bid suggested that internal
provision was relatively efficient prior to market testing and that therefore, the
potential for further cost savings was reduced).
4. The average cost of managing private sector contractors was slightly higher
than the cost of managing in-house teams—4.5 percent versus 3.7 percent. But
this is considered unlikely to have had a significant impact on the overall cost
of outsourcing.

(Source CTC Consultants, 1999)

Data held by the Local Government Management Board in the UK on 2,558 contracts
awarded in England and Wales up to January 1991, and examined by Paddon (1991),
showed that while 30% of all reviews resulted in outsourcing, they accounted for only
16% of the overall value of work competitively tested and contracted out. In other
words, 70% of competitive tendering exercises were won in-house and these
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constituted 84% of the total value of all Competitive tendering exercises undertaken
to that time.
The decision to include IHOs within a CTC process has been described by Ogden as a
‘first-order strategic decision’. She suggests that this decision is likely to be ‘strongly
affected by the history, tradition or culture of the [organisation] as shaped by [its]
political nature’ (Ogden, 1995: 36). The Industry Commission (1996: 33) has
recommended that agencies consider the option of in-house bids; but that the decision
on whether to allow an in-house bid should be made on a case by case basis and taken
only after weighing the costs and benefits in each case. An in-house bid may not
always be appropriate. The Department of Finance (1997: 9) offers the following
questions for organisations considering including an in-house bid:
•

Would an in-house bid assist the agency to achieve other objectives such as
acting as a spur for further internal reform?

•

Would the in-house bid have a realistic chance of competing, taking into
account the current performance and skills of staff?

•

Would the costs and risks associated with the in-house bid damage its
competitiveness?

•

Can competitive neutrality be achieved cost effectively?

•

Does it fit with the agencies' corporate and human resource management
strategies?

•

Can the agency put in place suitable arrangements to ensure accountability for
the performance of the in-house bid if selected? (DOF, 1997: 9)

Thus, the reasons for using IHOs must be seen as being inextricably linked with the
very reasons for pursuing CTC in the first place—but these must be tempered by the
particular circumstances of the organisation concerned and its ability to sustain them.

Problems with In-House Options
While sound reasons have been put forward for using IHOs they have also given rise
to a number of troublesome issues. During the tender phases these often revolve
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around the costing of in-house bids which can be difficult and imprecise, and the
potential for bias in the selection processes in favour of the (known) in-house bid
(Domberger and Hall, 1995:7). Later, contractual arrangements can become difficult,
especially as governments cannot technically contract with themselves which leads to
forms of quasi-contracts to fulfil this purpose. There also seems to be an idea in at
least some quarters that, once signed, these 'contracts' cannot be varied in respect of
the type or quantity of services that are provided. Yet, host organisations have been
known to impose resource restrictions on IHOs that were not included in the original
agreement. For example, an in-house tender selected for garbage collection within the
Manly Council in Sydney was subsequently withdrawn by the bidders when
management refused to pay them a 10 percent contingency over and above the tender
amount (Jensen and Fernandez, 1995:127).
In a more controversial case the mere possibility of having an IHO gave rise to
industrial action involving the Government Cleaning Service (GCS) in New South
Wales. In this case a study by the relevant union, the Federated Miscellaneous
Workers Union (FMWU), suggested that a viable in-house bid was possible although
the cleaning function was eventually contracted out with GCS staff being transferred
to the incoming contractors. The FMWU subsequently applied to the New South
Wales Industrial Relations Commission for payment of redundancy benefits as the
staff had ceased employment with the State Government. Justice Schmidt found in
favour of the FMWU which set a precedent in relation to the payment of redundancy
payments to surplus staff even though these people were re-employed by the
incoming contractor (Jensen and Liebenberg, 1995:29). Whether this situation would
have arisen if staff were allowed to submit a bid for this function could be the subject
of much speculation.
Thus, some jurisdictions have come to the conclusion that in-house bids are more
trouble than they are worth, and have ruled them out: but the majority have not. Why
then do many public sector organisations believe that the benefits outweigh the costs?
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In-House Options and Competition
An essential element of CTC is the notion of competition between possible suppliers
bidding for the opportunity to provide government goods or services. Competition, it
is argued, will reduce the perceived inefficiencies of monopolistic approaches and
improve service provision to the client or customer (Hilmer et al, 1993; McNamara,
1995).
If competition is seen as a key driver of many of the potential benefits of CTC then
ensuring effective competition is vital. And that raises questions as to what is being
competed for, how often competition takes place, who is allowed to compete and on
what basis they are allowed to compete (IC, 1996: 29). This has opened to the way for
IHOs to be considered in many cases.
Contestability has been a significant feature of CTC efforts but, for all the arguments
presented as to the value of possible competition, Cox and van de Velde (1997: 2)
note that real competition achieves greater and faster cost-savings than the various
forms of indirect or threatened competition. In this context IHOs have found a place
in being able to ensure that there is at least one genuinely competitive bid for the work
on offer. In the US around 50 percent of competitions under the A-76 Program 5 , for
example, have been won by in-house bidders (ANAO, 1998: 84).
Unlike many other commentators who see IHOs as adding to the potential
competition within a CTC exercise Johnson and Carse (1997: 7) suggest that in-house
bids may in fact, pose a threat to competition. Presumably as it has to do with whether
or not external companies would bother to bid for work if they felt that there was
already a bidder that they perceived as having a good chance of winning. There has
been no conclusive evidence that having in-house bids causes external bidders not to
follow through. Certainly, in the case of CSP, there were complaints from external
companies about in-house bids having the advantage of apparent inside running, but
this does not appear to have stopped any of them from actually entering the
competition.

5

The A-76 Program is discussed in more detail in Annex B.
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There can be no doubt that including an in-house provider increases the competition
by one but Domberger (1998: 175) suggests that the real reason for using IHOs
appears to have more to do with policy implementation than with the promotion of
competition in the market per se. Contracting policy, he argues, is founded on the
beneficial effects of competition and has been promulgated on that basis. While there
have been those who have argued that contracting should simply be about transferring
activities from the public to the private sector allowing in-house bids reaffirms the
view that competition is the key rather than whether services are actually provided by
public or private contractors.
The Industry Commission also pursues the policy implementation argument claiming
that ideological opposition to contracting is less intense than it otherwise might have
been when in-house bids are included, thus facilitating the usually difficult transition
from bureaucratic service provision to market-type mechanisms (IC, 1996: 398-399).
Certainly the Defence experience lends support to this point of view.

Competitive Neutrality
Perhaps not surprisingly there has been some disquiet in the private sector about the
fairness of competing against in-house bids. Many private sector companies believe
that they are at a disadvantage when competing against an in-house team. Their
arguments have primarily taken two forms. First, to argue that internal bids have
apparent cost advantages by not being subject to capital and rental costs, and by being
exempted from taxes and charges such as payroll tax. Second, to argue that in-house
bids have information advantages because they may have better knowledge of the
clients requirements based on long-term experience and unhindered access to the
client representatives (Domberger, 1998: 175). This latter argument may well be
realistic, but it would be equally true of any incumbent service provider, whether
public or private, and could reasonably expect to be offset by access to new
technologies or alternative work methods and time on site. The former arguments may
also have been nullified to some extent by the generally higher pay rates awarded
within the public sector and certainly have been offset to a considerable extent by the
introduction of a Competitive Neutrality Policy.
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A survey of private sector companies bidding for work under the UK’s Competing for
Quality program found that less than 5 percent of companies felt that they had any
advantage over an internal bid—largely because the IHO does not have to make a
profit. And very few saw the in-house bid as ‘just another competitor’ (Cabinet Office
Efficiency Unit, 1996: 60-61). In contrast though, in-house teams often felt at a
disadvantage because of weaknesses in knowledge about competitive processes and
the commercial market place.
In an effort to head off real or perceived imbalances in the playing field here in
Australia the federal Government has introduced the notion of Competitive
Neutrality. Competitive Neutrality requires that competition between in-house and
external tenderers is fair and that assessments of the relative performance against
evaluation criteria are made on the same basis.
The key elements of competitive neutrality are that:
•

the tender process does not give an unfair advantage to either the in-house or
external tenderers;

•

organisational

structures

ensure

visible

and

auditable

accountability

arrangements; and
•

financial comparisons reflect full cost attribution including taxation, or a taxequivalent regime, return on capital and overheads (including where these are
only notional costs to the in-house bidder (DOF, 1997: 10).

According to Competitive Neutrality Policy financial assessment of in-house bids
should ensure full costs including a share of overheads and non–cash costs such as
depreciation and costs of capital are taken into account; that actual, or equivalent,
taxation requirements are applied; that the in-house bid provides for an appropriate
rate of return; and that the in-house activity does not enjoy any regulatory advantages.
Where selected, in-house bids are expected to pay similar borrowing costs to those of
private sector businesses, earn commercial returns at least sufficient to justify the
long-run retention of assets and pay commercial dividends from those returns (DOF,
1997: 23-24).
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Equally, to be effective, in-house bids should be able to compete on a fair commercial
basis that ensures as far as possible, the freedom of decision making and flexibility
enjoyed by their private sector competitors. The ACT Government Guidelines for
Competitive Tendering (ACT Government, 1996: 9) note that
Where the in-house group is disadvantaged by any government policy not impacting
on their competitors then these factors will need to be addressed in the context of
determining the level playing field on which tenders are evaluated. In most cases it
will be more practical to adjust or weight in-house bids rather than complicate matters
for external bidders by requiring them to include non-industry staffing or other
conditions in their bids.

An ANAO audit of CSP (1998: 83) found, overall, no evidence of systemic bias
towards either in-house or commercial bidders although it did note some instances
‘where the playing field was not as level as far as IHOs were concerned but these
instances were acting against the IHO just as often as they were acting for it’.
Thus, the use of IHOs is not seen as encouraging anti-competitive practices but rather
stimulating organisations into strenuous efforts to make their own workforces
competitive (Domberger, 1992: 7).

In-House Options and Cost Savings
There can be no doubt that one of the key intentions of the increased use of CTC
within the public sector has been to bring stricter financial discipline to the sector.
And cost reduction and the generation of savings are seen as key objectives within
this framework.
Savings from CTC exercises can be significant regardless of whether an external bid
or in-house bid wins. The Industry Commission reported (1996: 11) that the CSP IHO
for F111 Maintenance at Amberley had reduced annual personnel costs from $20
million to $10.5 million, and even after transition and tendering costs were
considered, there were still annual cost savings of about $8 million.
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Hall (1992) compared the tendering results for provision of domestic services within
six hospitals in New South Wales. Here the results were equally divided with three
tenders being awarded to private sector contractors and three to in-house bids. This
symmetrical result was seen as testimony to the integrity of the CTC processes in not
favouring either internal or external bids. Savings claimed ranged from 14.9 percent
to 29.7 percent and were spread across internal and external providers, suggesting that
IHOs could match their private sector counterparts.
In practice to be successful IHOs must reduce their costs to a level at least comparable
to that to their private sector counterparts. This generally means that there must be at
least some reductions in staff numbers. Hall (1992: 14) reports, for example, on one
in-house bid for domestic services in a New South Wales hospital that reduced its
staffing by 20.8 percent of previous costs by eliminating 16 full-time positions. The
Defence experience shows that IHOs always reduce staffing by at least 20 percent of
pre-CTC levels.
Other studies have shown that competition tends to reduce the number of jobs or
employment conditions, or both, and that this occurs regardless of whether contracts
are awarded externally or in-house (Ernst, 1994 citing Paddon 1993; Whitfield, 1992).
The correlation between service quality and the employment conditions and morale of
direct labour and contract staff seems to continually escape some commentators in
this area. Another area that is often overlooked is the complex relationship between
service outcomes, service management and quality control (Ernst, 1994: 13).

Contracting issues
If an in-house team wins a competitive tender it is not strictly speaking a case of
contracting-out as the activity obviously remains in-house. It can be viewed however
as a form of ‘contracting’, because the relationship between the client and the
provider should be made explicit through an internal agreement of some sort—even
though it may not have the legal status of a traditional contract. An organisation
cannot legally enforce a contract with itself, although it can design and implement a
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set of contract-like agreements with internal producers or service providers. The
principal effect of contracting in this sense should be the discipline imposed by the
introduction of competition and the subsequent management of performance
(Domberger, 1998: 13). Service Level Agreements are used in many instances to
emulate the disciplines that would normally apply in a contractual relationship.

Preparing In-House Bids
For change to be successful, employees must trust not only management, but also
their co-workers (Eby et al, 2000). Nowhere is this more so than in the development
of in-house bids. The nature of CTC processes is such that a degree of secrecy usually
surrounds the development and assessment of bids. It is common for an individual or
a small team of people to develop a bid on behalf of their whole work area. Bids
teams can consult with staff during the development of their bid but it appears that
probity concerns sometimes prohibit them from discussing the details of the bid with
colleagues. The CSP experience discussed in later chapters will show that while
employee trust has been well placed in successful bids staff remain concerned about
the lack of information available to staff.

Benchmarking
One particularly problematic starting point for CTC exercises can be that many
organisations simply do not know how much the function under scrutiny is actually
costing them in the first place (Rothery and Robertson, 1995). Clearly this can make
comparisons and decisions about more cost-effective alternatives quite difficult.
Some organisations have used IHOs to try to overcome this lack of information—with
the in-house bid being used as the benchmark against which alternatives can be
assessed. The UK Ministry of Defence’s Guide to Competition in Defence Services
(MOD, 1992: 5) notes that the Department encourages the use of in-house bids to
‘provide a benchmark from which to make value for money judgements’.
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In-House capability – Just in Case
Organisations embarking on CTC-type exercises for the first time, and where they
have traditionally retained control of a function internally, are often exhibit some
trepidation in case a selected contractor fails and they are left with the difficulty of
having to re-establish an internal capability where they had only recently removed it.
IHOs can serve a valuable purpose in some cases by giving organisations the option
of market testing particular functions and gaining some savings by seeking a more
cost-effective option but then retaining the capability internally in the event that they
find it necessary to reestablish an internal service delivery capability after it had
previously be outsourced and abolished.
Instances of contractor failure have been reported with functions being returned to
internal providers. Reverse contracting, as it has been called, has been occurring
where public sector agencies have been disappointed with service quality and where
there have been difficulties in contract specification (Hefetz and Wrner, 2004). Some
recent examples in Australia include linen services for the Hunter Area Health Service
in New South Wales, security services at Calvary Hospital in Canberra and the
abandonment of an IT outsourcing exercise by the Bendigo Bank. There have even
been suggestions that private sector retailing companies are withdrawing from
outsourcing at a rate of 10 percent each year while many finance companies now
restrict those areas offered for competitive tendering in the first place (Davis and
Wood, 1998: 93-94).
A good deal has been made of the risks associated with CTC and the importance of
managing these. It is generally agreed that the party with the most control over risk
should be the owner (Quiggin, 1996, 2). One strategy for managing potential loss of
critical organisational skills has been to maintain an in-house unit with those skills
and capable of meeting critical needs (see for example DOF, 1997: 6). IHOs have an
obvious place within this line of thinking. In this conceptualisation it is possible to use
CTC processes to market test a particular function and either delay the choice to
outsource until the last possible moment once alternatives have been assessed or,
indeed, to ultimately choose the in-house bid for reasons other than simple cost
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considerations. Thus, the organisation can retain an internal capability but still
improve its efficiency by using the power of market forces to promote that efficiency.

Managing In-House Options
Johnson and Carse’s (1997) study of CTC across Australia and New Zealand found
that managing in-house bids rated among the top ten most significant issues for
governments implementing CTC. Unfortunately Johnson and Carse (1997: 7) did not
expand on this finding other than to suggest that that the two main considerations in
using in-house bids were:
1. implications for probity; and
2. whether in-house bids contributed to, or detracted from, the capacity of the
procurement process to deliver value for money.

The Industry Commission (1996: 35) has recommended that:
Where an in-house team wins a tender, it should be managed, at the very least, as a
commercially autonomous unit, with its own set of commercial accounts and formally
separated from all aspects of contract management. Monitoring and reporting
arrangements should be established to ensure that the agreed price and performance
standards are achieved.

The 1996 review of the UK Competing for Quality Program (Cabinet Office
Efficiency Unit, 1996: 44-45) identified a number of concerns about the long-term
viability of winning in-house teams. These concerns included:
•

constraints placed in IHOs by existing civil service policies;

•

lack of capital investment;

•

complex reporting lines;

•

confusion over whether or not IHOs were part of the department; and

•

difficulty in remaining competitive without a wider market to generate
investment capital with which to access support and training and to defray
losses.
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In-House Options and the Incumbent Workforce
While a good deal has been written about the value of IHOs in providing competition
and helping to drive costs down (see for example IC, 1996; DOF, 1997), much less
attention appears to have been given to the people who work within these IHOs or to
the new considerations in managing these people in their new-found circumstances.
Work areas that are subjected to market testing via CTC exercises usually have an
existing workforce that must be managed as part of the overall process.
The Public Service Commission (1995: 1-2) has noted in relation to successful IHOs
that:
When an in-house bid is successful, the activity remains part of the APS, and
positions are filled in accordance with normal APS principles and practices. An
implementation directive, which is the internal equivalent of a commercial contract, is
determined, to conduct the activity in accordance with the processes set out in the inhouse tender.

Those with responsibility for managing staff within a competitive tendering process
have recognised the significance of the process for these staff. As Herbert notes ‘A
strong commitment to staff ensuring that information, consultation and training are
constant features throughout the CCT process should be given a high priority …’
(Herbert, 1994: 3).
The ACT Government has noted that in their CTC processes:
staff will be consulted and given reasonable time and support to become more
competitive before the work they undertake is subject to competitive tendering with
in-house bids encouraged and facilitated where it is cost-effective to do so (ACT
Government, 1996: 2).

When an IHO is selected the function or activity that has been the subject of review is
not outsourced—its provision remains within the parent organisation, as do the staff
who actually perform the task(s). These people are generally treated no differently to
their colleagues who are not part of any in-house team. Although, having been
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through a competitive process employees are usually very well aware of the tenuous
nature of their position in such circumstances, and they will no doubt have formed
views about the appropriateness of the whole process. As will be discussed later, a
number of those who participated in this study saw being able to prevent outsourcing
as one of the main reasons for having in-house bids in the first place 6 .
As noted previously, much of the literature pertaining to CTC and IHOs is actually
couched in terms of ‘outsourcing’. To address these matters the Public Service
Commission has developed six principles, which it suggests should underlie the
management of HRM aspects of outsourcing [and the management of IHOs]. These
are:
1. Ensure fair and equitable treatment of all staff affected by the decision.
2. Provide a degree of certainty about the approach to be adopted so as to assist
all relevant parties to make appropriate decisions in relation to staffing
matters.
3. Seek to maximise a harmonious industrial environment and minimise the
potential for industrial disputation prior to, and during, the changeover to the
new provider.
4. Maintain the viability of the function during the outsourcing process.
5. Ensure that related processes are focussed on achieving the best value for
money.
6. Ensure that staff are aware of what constitutes ethical standards and behave
ethically in relation to then outsourcing of an APS activity (PSC: 1995.

One of the reasons often presented in support of outsourcing is that it allows
organisations to get out of, or avoid entering into, difficult relationships (Rothery and
Robertson, 1995). These are commonly matters pertaining to employment of staff
such as not wishing to enter into employment arrangements that are considered overly
restrictive, or of attempting to avoid follow-on considerations that employing staff
often cause such as having to deal with employee Unions. In reality these
considerations do not evaporate when responsibility is passed to an external, third
6

See for example the discussion of the IHO at RAAF Williams discussed in Chapter 7.
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party. But for the outsourcer the problem is seemingly no longer theirs – they have
passed it onto another organisation to deal with on their behalf, albeit that they may
have to pay a high premium for that privilege.
IHOs have also served a particularly useful industrial relations role. Unions have not
been happy about their members not being able to bid in some directly outsourced
activities. Clive Brooke, former General Secretary of the Inland Revenue Staff
Federation in the UK, has had this to say:
It is regrettable that the only people who can show they can do the job properly—the
staff who do it now—have been prevented from bidding for their own work (Cited by
Rothery and Robertson, 1995: 51).

It is also not surprising that the increased use of CTC has been seen as a threat in
some quarters. Staff and Unions who potentially had a good deal to lose if public
sector jobs were replaced with outsourced private sector ones saw themselves as
particularly vulnerable. Staff and Unions’ concerns generally revolved around the
potential loss of jobs and union coverage and an overall deterioration in wages and
conditions (Hall, 1992: 6). As a consequence, industrial disputation has been a feature
of some CTC processes across all government jurisdictions. Disputes, though, have
often been reduced in severity or averted altogether by the inclusion of IHOs within
CTC processes. IHOs have been seen as giving the incumbent staff a chance where
they could otherwise simply have been out of a job and the provision of organisational
assistance to the staff to mount their bid has been viewed as not simply abandoning
them in favour of private sector providers. And the fact that at least some IHOs have
been selected has been seen as vindication of this stance by staff and particularly by
Unions.
One way in which industrial disputation has been manifest is by Union instruction to
members not to get involved with CTC processes or selected contractors. Hall (1992:
20-23) discusses one such incident at a New South Wales hospital. It is difficult
however for this type of directive to actually be effected when an in-house bid is also
mounted.
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One of the clear intentions of the current use of CTC is to break up or fragment
monolithic public sector organisations. Murfitt et al (1996: 25) noted in their study of
CCT in Victoria that an important precursor to a significant change in ethos will be
the success of in-house teams and their operations under new structures and
conditions of competition. In-house team successes, no matter how small, were seen
as particularly important for morale and instilling confidence in in-house teams.
Certainly there seems to be some basis to the view that exposing local authority
service providers to competition, or a least the threat of competition, promotes a
change in organisational culture and, in the new language, a stronger “customer
focus”. But whether this is a short term Hawthorne effect or a permanent change in
culture has yet to be fully established (Ernst, 1994: 11-12).

Summary
Not all government agencies include IHOs within their CTC processes but those that
do have claimed significant value from that choice despite the additional costs and
efforts that can be required. Competition between prospective service providers has
traditionally been at the heart of Competitive Tendering and current views on CTC
have continued this reliance. The use of IHOs is viewed by many as simply adding
‘another player’ into this process and, thus, bolstering the competition itself. But not
surprisingly that decision has not been without some criticism. Commercial
companies have not always appreciated the extra competition and have cried foul.
Elaborate counter measures in the form of Competitive Neutrality Policy have been
seen as necessary to help manage the inclusion of this extra ‘in-house’ player.
The inclusion of IHOs within competitive tendering and contracting processes may
well have been a deliberate strategy to guarantee at least a minimal level of
competition, or to enhance the outcomes of the CTC process. But, organisations
adopting this strategy have also made no secret of their desire to bring about broader
goals of reform by using the power of the competitive situation to force changes in
organisational culture and practices (Uttley and Hooper: 1993), or to moderate Union
and staff attitudes towards possible outsourcing (IDC: 1991). IHOs can then, also be
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viewed as a strategic choice intended to foster organisational change, to address some
of the potentially problematic employee management aspects of organisational
review, change and possible outsourcing, and to assist the organisation to achieve its
aims in the most effective and least disruptive manner possible.
The majority of literature pertaining to IHOs deals with their value in enhancing the
CTC processes themselves. The importance of adding to the competition has been
noted strongly but there are other perceived benefits in using IHOs that generally fall
into the area of employee management. Giving incumbent staff a chance to enter the
competition and demonstrate their worth is probably the most common reason put
forward by practitioners for having in-house bids yet there is little reference to this
aspect within the CTC literature. This idea of including staff is, however, a key
feature in the change management literature and will be returned to in later chapters.
The other common reason for using IHOs is to do with industrial relations and the
value of in-house bids in helping to overcome potentially difficult industrial
situations. Including staff is seen as a way, if not of gaining staff support, of at least
reducing their resistance.
The primary aims of CTC are to improve organisational efficiency by focusing on
what is required, reducing costs and generating savings that can then be used do for
other purposes. IHOs have proven that they can reduce costs and make the required
savings equally well as commercial options—albeit that this is often at the expense of
staff numbers. The extent to which they have been able to improve organisational
efficiency by other means such as re-engineering and job redesign has not been
addressed to the same extent within the literature however this has been a
consideration in the research reported in later chapters.
Competitive reviews, including those where in-house bids have been selected, have
apparently returned generous savings (generally around 20 to 30 percent on previous
costs) reinforcing the idea that the competitive processes themselves contribute to
overall achievements and not merely whether internal or external service providers
have been chosen. Other countries, as is discussed in Annex B, also appear quite
satisfied with the achievements of their internal options which have returned similar
savings levels to commercial options in many cases.
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The selection of an IHO does not result in an entire function being contracted–out,
although IHOs may utilise supporting contracts for some elements. Further,
organisations cannot contract with themselves, and as such, IHOs cannot have
‘contracts’ in the traditional sense. Internal Working Directives or Service Level
Agreements are therefore commonly used to service this purpose.
Perhaps not surprisingly to those who work within CTC areas one of the most useful
aspects of having IHOs has been in their ability to allow managers (and particularly
those who are wary of losing control of functions as a result of possible contracting
out) to participate in the CTC process while still having the assurance that their
decision on which way to go can be made with the greatest amount of information,
and only after external providers have been assessed against internal provision.
The inclusion of in-house bids is often portrayed as useful in managing the potential
for industrial disputation or sabotage of organisational functions. Whilst this may be
so, experience has shown that these possibilities cannot be completely avoided by the
use of in-house bids and in both the UK and Canada problems have surfaced when
internal bids were unsuccessful.
Competitive reviews have been recognised as being unsettling for all concerned and
the time and effort associated with them, together with the uncertainty inherent in the
process, need to be managed. Savings are commonly achieved at the expense of
positions for employees. All these countries have considered this aspect and have
arrangements in place to deal with displaced workers. IHOs are seen as one way to
reduce the impact of competitive processes on employees by giving them chance to
participate in the competition and potentially reduce the number of staff who will
actually be displaced. However, lowered morale, restricted mobility and confusion as
to just what is being sough from these reforms have been reported.
IHOs have become an important aspect with many CTC exercises for a number of
reasons. The nature of these in-house bids is perhaps best summed up by the ACT
Government (1996: 10) in their Guidelines for Competitive Tendering which note
that:
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The in-house provider is that part of the Agency which previously supplied the service
which is now open to outside competition AND which intends to compete for that same
business. For all practical purposes this group should structure itself and act on a
commercial basis similar to its private sector competitors. They must in effect set up and
compete as a business like any other, separate from the other activities of the Agency.
To compete effectively with outside agencies wishing to compete for their existing
business in the open market must be allowed the opportunity to re-organise, to reform
work practices and acquire the skills to operate in this new environment. To deny this
opportunity without significant commercial evidence that they cannot effectively compete
would be unfair both to staff and to the Government who will bear the financial
responsibility for that decision (Original emphasis).

In drawing this chapter to a close it is useful to summarise the reasons commonly put
forward for using IHOs as these must lie at the heart of any assessment of their
achievements. As noted previously, not all conceptualisations of CTC support the
inclusion of IHOs but as the reasons listed below demonstrate, when the focus is on
improving outcomes by using the power of the competitive environment to achieve
change rather than simple recourse to outsourcing there appears to be a genuine place
for IHOs.
1. To guarantee at least a minimum level of competition within the CTC process
itself (taking contestability to its ultimate conclusion and reinforcing the
notion that leveraging the power of competition rather than proceeding
directly to outsourcing is the aim of many CTC exercises).
2. As an Insurance policy against receiving no compliant bids, or receiving no
bids at all (this happened overseas and was also an important consideration for
Defence in implementing CSP).
3. As a Benchmark against which other bids can be assessed (when market
testing functions previously provided in a monopolistic way by internal
providers it is often difficult to be sure of the quality and value of alternative
bids. IHOs can add a degree of confidence to source selections).
4. As a Mechanism for clarifying what the organisation currently does and how
much it costs leading to a specification for what the organisation needs and an
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estimate of how much that might cost (SORs, Baseline Costings and IHO bids
and Directives should, in combination, provide an organisation’s managers
with a thorough picture of what is required and the most efficient way that the
organisation can perform a particular function internally).
5. Flowing from greater clarification of requirements, the expectation of greater
accountability in their delivery (a key reform aim).
6. To contribute to driving costs down by ensuring genuine competition
(probably the key aim of CTC as it has developed in Australia over the last
two decades).
7. To achieve Better Value for Money in the provision of particulars services
(closely linked to reducing costs).
8. To temper or moderate staff and Union attitudes towards organisational review
and possible outsourcing (change management literature predicts that staff will
resist change and that managers need to find ways to engage them actively in
the process to achieve the best outcomes. This was a particularly import
consideration for Defence in the implementation of the CSP.).
9. To involve and stimulate staff in the search for innovative and more efficient
and effective work practices (a key feature of successful change identified in
the literature on change and change management).
10. To give staff an opportunity to demonstrate their contribution to the
organisation and thus provide the possibility to retain their employment (a
further feature of sound change management practice that creates an obvious
place for IHOs within CTC methodologies).
11. To keep the function going during the CTC process (organisational review is
unsettling for staff and can lead to them losing commitment to the
organisation, IHOs provide a mechanism to directly involve staff in
determining their own futures and promotes commitment to keeping the work
area functioning well during this time).
12. To minimise the possibility for sabotage during the CTC Process (acts of
sabotage by disaffected employees are a very real possibility in the
circumstances generated by a CTC-driven review. Sabotage had been reported
overseas and some Defence managers were also concerned about this
possibility).
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Chapter 4

The Australian Defence
Organisation (Defence)
In July 1991 Defence introduced the Commercial Support Program as part of the
Organisation’s ‘continuing quest for more efficient and effective use of its resources’
(DOD, 1991b: 1). CSP, as it became more widely known, was an initiative designed
to assist the Organisation to find better ways of doing business (see for example
McNamara, 1995). The Program was intended to achieve better value for money in
the provision of non-core support services for the Australian Defence Force and
incorporated the techniques of organisational review and competitive tendering that
typify CTC processes. A key element of the CSP approach was the inclusion of an
IHO.
By the end of 2005 Defence had completed 121 separate reviews using the CSP
Methodology. These reviews had evaluated work previously performed by some
15,900 positions within the organisation and Defence was claiming projected annual
recurring savings of $416,736. Thirty-two (26.45%) CSP decisions have been
awarded to IHOs. Defence has recently announced that CSP has ‘served its original
purpose of competitively testing the in-house delivery of non-core services’ and will
no longer be used. Future business improvement will focus on restructuring and/or reengineering of work areas (DOD, 2005c, 2; DOD, 2006a, 1). Several CSP reviews
already underway will be completed. Any other workplace review, including any
further evaluation of exiting IHOS, will addressed via other mechanisms.
Defence is unlike any other public sector agency in Australia. CSP will be discussed
in greater detail in Chapter 6 but it is useful at this point to look briefly at some of the
key aspects of the structure and nature of the Defence Organisation so that the reader
is familiar with the context and boundaries of this research.
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Background
From the time of the establishment of the first penal colony in 1788 Australia has had
some form of military presence. The first convicts were, of course, guarded by
soldiers of the realm, and coming as they did from Britain these soldiers transplanted
to the new colony many of the traditions and expectations of their military heritage: a
heritage which is still recognised and respected within the Defence Organisation in
the twenty-first century.
The first significant moves towards an Australian military force occurred in the midnineteenth century when the six Australian colonies began to raise small volunteer
forces. Following Federation in 1901 the colonial naval and military forces were
integrated under a national command as defence became one of the major
responsibilities of the new Federal Government (Andrews, 2001: 12). Indeed the
importance of national defence for the fledgling nation was emphasised by Prime
Minister Alfred Deakin in a speech in 1907 when he stated that ‘One of the chief
reasons for the union of our States was the need of a common defence’ (Hyslop, 1973:
29).
The primary aim of Australian defence policy during WW1 was to support the
Imperial Forces until Germany was defeated in Europe. During WW2 Australia was
under much greater and more immediate threat. National security became more
closely linked with the United States than with Britain, but it also became more
apparent that Australia could not expect to fully rely on these allies for her defence.
This situation coupled with instabilities in Asia and the Cold War led Australia to
move by the mid 1970s towards a stance of greater self-reliance—though the
Government at the time did not believe that Australia faced any direct threat for the
next ten to fifteen years.
The notion of self-reliance was first set out in the 1976 White Paper, Australian
Defence, and has generally been supported by all subsequent governments up to and
including the Howard Government’s 2000 White Paper Defence 2000: Our Future
Defence Force. Put simply, self-reliance means being able to ‘defend Australia
without relying on the combat forces of other countries’ (DOD, 2000d: 46).
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To acquire and maintain a modern military capability, however, also takes substantial
financial resources and the ability of governments to sustain defence funding has been
subject to broader economic factors and budgetary constraints. These considerations
have, over the last two decades or so, led to reductions in government commitment to
defence spending and led the Defence Organisation to ‘restrict expenditure on
personnel and on operating costs in order to have sufficient funds for capital
investment, mostly for new equipment’ (Woolner, 2000: 1). A series of reviews
during the 1980s and 1990s (see for example Fitzgerald and Ferguson, 1989;
McIntosh (M) et al, 1997; Wrigley, 1990) focussed rationalising Defence resources
and reducing expenditure. But efforts to maintain the purchasing power of the
Defence budget through management interventions such as reducing personnel costs
have not been as effective as might have been hoped. As Woolner (2000: 2) suggests:
The nub of the financial problem facing Defence is that, to date, it has proved
impossible to fund the force development plans created to meet the policy of defence
self reliance.

In short, the Defence Portfolio has not had sufficient funds to sustain itself and its
intentions, and efforts to reduce costs in some areas to offset rising costs in others
have also proved insufficient. Indeed, for this and other reasons, the Howard
Government has recently seen its way clear to increase defence funding (Howard,
2000) and real increases in the defence budget are now planned for each year until at
least 2016 (DOD, 2006b).
Concern over the use of government funds for defence is not new however. Hyslop
(1973), for example, notes that for much of its history the Royal Australian Navy has
experienced both questions over its use of funds and disagreement between it and
other key players (such as the Treasury) as to how monies should be used. This has
been especially so in peace-time when ‘many people thought that small and static
defence establishments were adequate, and they had no wish to hear of needs for
expensive naval [also read Defence] training, renewal of installations or re-equipment
with up-to-date weapons’ (Hyslop, 1973: 65).
In addition to the difficulties of apparently insufficient funds, Defence has also been
beset by seemingly endless allegations of mismanagement of its finances—
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particularly those allocated to the capital acquisition projects that many of the reforms
of the last two decades were intended to fund (see for example, Kerin, 2002). Thorn
(2000: 25) notes that:
the major hurdle in getting more money for the ADF is simply that many people,
quite rightly, would suggest that they don’t deserve any more funding when the
media is full of stories of waste on what to the average tax-payer is an immense scale.

But even in the face of this constant scrutiny there have been many within Defence
itself who have felt that criticism of Defence’s financial systems was unjust. They
have argued that defence costs money and that the government and the community
need to understand this (see for example Hyslop, 1973: 63). It is undoubtedly true that
the defence of Australia and its interests costs, but it is equally true that the
Government expects Defence to continually seek to provide that function in the most
efficient and effective manner. The fact that reform initiatives have fallen short of
fiscal expectations is, however, perhaps a sign that the difficulties within Defence run
much deeper than simple inadequacy in funding—or even of mere mis-management
of funds made available.
Community expectations of military activities have also shifted over time. Wrigley
(1990: 8) noted, for example, a lack of community interest in defence and a general
apathy and ignorance towards the armed forces.
While communities will generally give strong support to the maintenance of armed
forces for their protection, they can easily become divided when not persuaded that
these forces are being used for national defence (original emphasis) (Wrigley, 1990:
2).

In the years since the Gulf War of 1991 there has also been a growing ‘expectation
from the citizens of Western countries that wars in the future may be relatively
bloodless affairs’ (Goodyer, 2000: 16). Moreover traditional forms of ground combat
are now seen as politically unpalatable due to the ‘inevitability of casualties and
collateral damage’ (Goodyer, 2000: 16). Writers of Military Doctrine are now
wrestling with issues of what future events requiring military intervention might look
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like and just what forms of military action might be required. At the same time
Australia’s involvement in conflicts around the world has increased dramatically
placing further demands on resources. Terrorism and Australia’s commitment multinational operations overseas have further extended the need for an up to date military
force and have raised expectations that the Australia Defence Forces will be available
when called upon.

The Australian Defence Organisation today
In the past the various elements of what is now referred to as Defence were separate
government instrumentalities. In the 1970s, however, structural changes were made to
bring together the former Navy, Army and Air Force Departments and the Services
with the Departments of Defence and Supply to form one combined Defence
portfolio. The Defence Organisation of the twenty-first century is now seen an
integrated or joint organisation comprising the Department of Defence and the three
Services—Navy, Army and Air Force, which, in turn, incorporate regular and reserve
forces. Indeed, the organisation is now known colloquially simply as ‘Defence’.
The Governor General is Commander-in-Chief of the Australian Defence Force but
general control and administration of the Defence Organisation is vested in the
Minister for Defence. Defence is managed jointly by the Secretary of the Department
of Defence and the Chief of the Defence Force within a diarchy that is not seen in any
other public sector organisation in Australia. The Secretary adopts the traditional roles
of administering the Department and of being chief policy adviser to the government
on Defence matters while the Chief of the Defence Force (CDF) is chief military
adviser to the government and commander of the Australian Defence Force (ADF).
The Australian Defence Force (ADF) is a volunteer force whose core function ‘is to
defend Australia from armed attack’ (DOD, 2002a: 1). The ADF ‘aims to be a highlytrained, well-equipped, professional force that operates within the boundaries set by
domestic and international law and ethical standards’ (DOD, 2002a: 20). The role of
civilian staff working within Defence is seen as one of providing necessary support
for the military elements of the organisation and their primary functions.
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Defence is organised into a number of Programs, or Groups, as they are called. These
Groups incorporate the three Services; a number of units which support these
including, for example, the Defence Reserve Support Council and the Ordinance
Council; and the traditional policy, implementation and management elements of
Department of Defence. The Defence Science and Technology Organisation (DSTO)
and the Defence Materiel Organisation (DMO) which are both well known in their
own right remain part of Defence.
While obviously working closely with Defence, organisations such as the Defence
Force Remuneration Tribunal and the Defence Force Retirement and Death Benefits
Authority reside outside the Defence Organisation. As a statutory authority The
Defence Housing Authority is also not part of Defence. Other organisations such as
the Australian Submarine Corporation (which is now a government Business
Enterprise) and Australian Defence Industries (ADI) (which has been privatised) also
fall outside the Defence Organisation as it is currently described. Chart 3-1 shows the
15-Group structure of Defence at the time of finalising this Thesis 7 .
Defence is probably the biggest and most complex organisation in Australia—second
only to Coles Myer as Australia’s largest employer (DOD, 2000). In 2004-05 it had an
annual operating budget of $19.065 million (DOD, 2005d) and controls assets with a
net book value of over $46 billion (DOD, 2004a: 322-363). The Defence Organisation
of the twenty-first century is, nonetheless, much smaller in terms of personnel
numbers, at least, than it was even two decades ago. The number of people in the
ADF has reduced from around 70,000 in the mid-1980s to 51,813 in 2005 and, on the
civilian side, from 40,000 to 18,556 (DOD, 2005d) 8 .

7

The structure of the Defence Organisation has changed a number of times since CSP began in 1991.

These restructures do not appear to have had any significant impact on the IHOs examined by this
research.
8

Staffing figures for 30 June 2005 have increased from those reported in the later 1990s when CSP

was being pursued vigorously. Former Secretary Allan Hawke noted in 2000 that ADF numbers had
reduced to 40,000 and APS to 16,000.
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Figure 4-1 Defence Organisation as at July 2005
(Source Department of Defence)

The Culture of Defence
Culture can affect the motivations, commitments and activities of individuals and
groups throughout an organisation. Culture is unique to particular organisations or
groups. This section examines the ‘culture’ of the Defence Organisation and sets the
groundwork for later discussion on how the nature of Defence and the culture of the
organisation itself contributed firstly, to the decision to use IHOs within the CSP and
secondly, to the achievements of these IHOs.
Members of the Military have been described as professionals in violence (Janowitz,
1960) whose primary function is the application of that violence (Sarkesian et al,
1995: ix). Service in the military is seen as participation in the profession of arms (see
for example, DOD, 2002a) where members ‘can be required to kill and inflict injury,
and stand grave risk of death or injury themselves’ (Grey, 1996: 2). Traditionally the
role of military personnel has been seen as being first and foremost to be able to fight
and win wars (Sarkesian et al, 1995). Professionalism within the military is seen as
requiring service to the state (particularly in the management of violence), use of
specialist skills and loyalty to the State which is generally motivated by patriotism
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and a sense of service to society rather than by financial gain (Huntington, 1964: 7).
Speaking of the US Officer Corp in the early 1960s Huntington (1964: 79) wrote:
The military ethic is … pessimistic, collectivist, historically inclined, power-oriented,
nationalistic, militaristic, pacifist, and instrumentalist in its view of the military
profession. It is, in brief, realistic and conservative.

Janowitz (1960) also noted, however, that while the image of the professional soldier
remains firmly rooted in the past the traditional notion of the warrior as a
conceptualisation of military professionalism has been challenged by the rise of the
manager-technician and the politically sensitive officer. Janowitz (1960: 3) noted that
in the United States the military profession no longer carries great prestige and
officership remains a relatively low-status profession. Rightly or wrongly, the public
now views the military as simply another career opportunity—and often one that
offers employment opportunities for the socially underprivileged.
Moskos (cited by Sarkesian et al, 1995: 14) has gone so far as to suggest that selfinterest has begun to replace traditional notions of selfless loyalty and that the military
profession is beginning to reflect some characteristics of an occupation with
individuals entering the service primarily for financial return and acquiring skills for
use on returning to the wider society. Sarkesian et al (1995: 22) posit that ideas of
‘lifetime commitment’ to the profession of arms are also changing as military careers
are increasingly seen as just one of the several careers that individuals may follow in
their lifetimes.
Thus, in the last few decades, emphasis has shifted away from the description of a
soldier as simply a warrior to a much greater acknowledgement that military
organisations and military personnel—in the western world at least—are servants of
their governments who must be able to fulfil more roles than just fighting and killing
the enemy. Involvement in domestic crises, peacekeeping and humanitarian efforts,
for example, have all served in recent years to highlight the other roles preformed by
the military. Sarkesian et al (1995: 68-69) identify four particular challenges for the
future military professional:
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1. The battleground of the future is becoming evermore complex.
2. There is a need for military professionals to be trained to cooperate beyond the
battlefield.
3. Military professionals will operate in a milieu that is necessarily
heterogeneous.
4. These themes need to be incorporated into a professional ethos that nurtures
professional competence compatible with the values and norms of the
democratic society and its political character.

The military culture predominates within Defence for two reasons. Firstly, and quite
rightly, the military role of the organisation takes precedence. Secondly, and this is an
organisational management issue, former military personnel, after completing their
military service, commonly re-enter Defence as civilian employees. The retention of
skill and knowledge that accompanies this practice is clearly beneficial to Defence but
it also influences other aspects of work in the organisation such as the culture of the
civilian parts of the organisation which are, as a result of this practice, often not all
that different from the military areas in the ways that they think about issues.
Civilian employees working within Defence remain part of the wider Australian
Public Service (APS). Their employment provisions are set out in the Public Service
Act 1999. Chapter s discussed in some detail the so-called problems of the public
service that have prompted reform of the sector. Suffice to say at this point that the
public servants working within Defence have been no less a target of these criticisms
than any other members of the APS. The sheer size of Defence has perhaps also
drawn attention to the numbers of employees and has made Defence a prime target for
calls for staffing reductions and cost cutting initiatives.
Dissatisfaction in the ADF has grown in recent years, not only with conditions of
service and with the way in which the Service family is affected by Service life, but
also with management (Brooks et al, 2000: 38–39). Internal Defence staff surveys
undertaken in since 2001 (see for example DOD, 2002c; DOD, 2002d; DOD, 2005a)
show that ADF and APS staff alike have limited confidence in their senior leaders,
especially when it comes to them communicating with their staff. Promotion
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prospects are seen as less than adequate in some cases and especially among the
civilian workforce. Significant numbers of staff rate the stress in their work lives as
high. And employees believe that recent changes to their Service (Military or APS)
have not significantly improved their sense of job satisfaction. The uncertainty that all
this has created has been acknowledged by senior Defence managers (see for
example, Baker, 1997: 2) but they have yet to achieve any significant turnaround in
these attitudes.
Gates and Nathan (2001: 77) note that the Defence culture is, rightly or wrongly,
perceived as being ‘anti-people’ and while suggesting that this needs to be rectified
they caution that simply throwing more money at the problem will not fix it. Defence
makes a good deal of the importance of the people who work within the organisation.
As the later discussion will show, however, there is a good deal of cynicism amongst
those who participated in this research about whether the rhetoric is matched by
actions. But leaving that criticism aside for the moment, Defence management has
been careful in recent years to stress the importance of the people who work within it
as being vital to the achievements of the organisation. The 2000 Defence White Paper
noted that ‘people should not be regarded as a cost but valued for what they provide—
the competitive advantage’ (DOD, 2000d: 61). The recent Results through People
initiative, for example, places a particular emphasis on the contributions of Defence
personnel:
It is not technology, systems or platforms that generate the real capabilities for our
Defence Force it is the strength of our people. The power of Australia’s Defence
Force has always been in the quality of its members. We have a history of
achievement and excellence, which provides a firm foundation for our current
activities as well as those of the future. However, this foundation may be eroded if we
do not give our people the high priority they deserve (DOD, 2002b: 6).

Summary
Defence of the nation has been a primary function of the Commonwealth since
Federation. But attaining and sustaining a modern defence capability is costly and in
recent decades the Australian Defence Organisation has found it increasingly difficult
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to maintain a modern military force within a climate of fiscal restraint. By 1990 the
use of Competitive Tendering and Contracting was seen as a way of improving the
efficiency of support functions and identifying much needed resources that could be
redirected into military capability.
This chapter has outlined the history, current organisational structure of the Australian
Defence Organisation and the nature of the military culture that predominates within
the Organisation. These factors are all significant in determining the nature of IHOs
within Defence and in supporting and hindering the changes that these IHOs have
been able to make.
The previous two chapters have discussed the use of CTC as a tool for reforming the
public sector and the place of IHOs within this. The issues raised will be discussed in
greater detail in later chapters that examine the Commercial Support Program and
how IHOs have been used in Defence. The next chapter will explain how the
intentions of CTC-based reform and the nature and circumstances of the Defence
organisation had to be considered in the design and conduct of the research being
reported here.
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Chapter 5

Research Methodology
Through the 1980s and 1990s especially, the public sector in Australia has stood
accused of being inefficient and wasteful in the use of its resources; rigid in its
structures; overly centralised; inflexible; and unable to operate competitively in
today’s dynamic environment. Outsourcing of many of the functions once provided
by the public sector has been seen as the way to address these apparent failings.
But rather than simply cutting loose functions that might be better provided by
external providers recent reform initiatives have also focused on ways of using the
capacity of the commercial market-place to smarten up internal service provision. The
public sector has been seen as contestable and the power of competition has been
employed by organisations market testing internal services to determine the best way
to continue to provide these services in the future.
CTC has a long history in Australia as a method for procuring necessary goods and
services, but in more recent times it has become a vehicle for reform by providing a
ready-made mechanism for operationalising the pursuit of increased competition,
market testing and the search for improved efficiency in delivery of government
programs.
Pure outsourcing provides no place for in-house contenders but when the focus is on
competition, improvement in service delivery and finding cost savings the emphasis
shifts from an ideologically based position to the more pragmatic pursuit of
organisational change. In this environment in-house alternatives also find a place and
an opportunity to show what the current workforce can do if given the chance.
The purpose of this research was to examine the achievements of IHOs within
Defence. To have any chance of being considered successful Defence’s IHOs must
address the criticisms of the public sector, contribute to the intentions of market
testing and contestable workplaces and demonstrate that they can make a difference.
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Research problem
The guiding questions for this research were:
What have been the achievements of IHOs in Defence? and
What can be learned from Defence’s experiences?

Embedded within these two questions, however, were a number of important
supporting issues that needed to be addressed if these questions were to be answered
successfully. For simplicity’s sake these issues can be phrased as supporting
questions:
1. What were the pressures on Defence to pursue organisational reform in the
first place?
2. Why did Defence choose to adopt CTC as its strategy to address these
pressures?
3. What was expected of this approach—what was it intended to achieve?
4. Why did Defence choose to include IHOs in its CTC Methodology?
5. What were the intentions for IHOs?
6. Have the successful IHOs lived up to those expectations?
7. What, if any, aspects of the Defence culture impacted on the decision to use
CTC and IHOs?
8. How were IHOs expected to operate—have these expectations been realised?
9. What has Defence (the organisation) achieved by having IHOs?
10. What have the selected IHOs (the organisational units) achieved?
11. What have been the experiences of Defence as an organisation of using IHOs?
12. What have been the experiences of the people who were caught up in IHOs?
13. How and why were these experiences significant? and
14. What can we learn from this experience that might assist other organisations
considering a similar course of action?
In order to answer these questions a number of complementary data collection
methods were employed. Primary information was gathered by undertaking a
documentary analysis of Defence publications, examining relevant departmental files,
and by interviewing key stakeholders within CSP and selected IHOs. Secondary
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information was obtained from publications from external groups such as the
Australian National Audit Office (ANAO), the Defence Press and external consultants
who have, at various times, reviewed aspects of CSP and/or its IHOs.
In addition to the considerations implicit in the questions raised above there were also
a number of organisational considerations relating to the Defence organisation itself
that needed to be taken into account in designing a methodology to realise the
research aim. These included Defence’s intentions for CSP itself; why IHOs were
included; how IHOs were expected to operate; the nature of Defence and the impact
of its culture on the operations of IHOs; and the reactions of Defence employees.

Research Design
This research adopted a qualitative paradigm in the manner of Creswell’s (1994: 1-2)
explanation that describes it ‘as a process of understanding a social or human
problem, based on building a complex, holistic picture, formed with words, reporting
detailed views of informants, and conducted in a natural setting’.

Aim
The aim of this research was to establish what IHOs have been able to achieve—for
Defence as a whole; for themselves as individual work units; and for the people who
work within them.

Objectives
The objectives of the research were to:
•

investigate the phenomenon of IHOs;

•

enhance overall understanding of the place of IHOs within CTC processes;

•

understand why Defence chose to use IHOs within its CTC processes;

•

determine what Defence expected to gain by using IHOs;

•

determine how Defence’s IHOs have been implemented;
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•

understand the impact of the nature and culture of the Defence organisation on
the implementation and operation of IHOs;

•

record the experiences and perceptions of those directly involved with IHOs;

•

identify and record the achievements of IHOs;

•

establish the most important issues in using IHOs;

•

understand how these issues have affected the organisation and its managers
and employees and other stakeholders;

•

identify the particular lessons that can be learned from Defence’s experiences
of using IHOs; and

•

identify future issues and implications of using IHOs in other organisations.

A Case Study
There are a number of research designs in qualitative research within human and
social sciences (Creswell: 1994). Chief amongst these are case studies in which the
researcher explores a single entity or phenomenon (the case) bounded by time and
activity (a program, event, process, institution, or social group) and collects detailed
information by using a variety of data collection procedures during a sustained period
of time.
Yin (1994: 13) has defined a case study approach to research as:
An empirical inquiry that investigates a contemporary phenomenon within its real-life
context, especially when the boundaries between phenomenon and context are not
clearly evident.

There can be no doubt that the increased use of CTC and IHO processes as a vehicle
for public sector reform is a contemporary phenomenon. As the following chapters
will show, this approach to public sector reform has gathered quite a pace in the last
two decades—in Australia as overseas—and it is showing no signs of slowing in the
foreseeable future. Additionally, for those organisations that choose to use IHOs, it is
a practical reality that separating these organisational sub-units from the broader
context of their parent organisation, the overarching environment of reform and the
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specific CTC processes from which they arose is, at times, seemingly next to
impossible. Hence, it becomes apparent that these phenomena need also to be studied
within their ‘real-life context’.
CTC methodologies can vary from organisation to organisation despite following a
generally similar pattern. In addition, IHOs are usually quite specific to the
organisation within which they reside. They take on, or have to deal with, many of the
cultural characteristics of their parent organisation and they have to operate within the
parameters of the policies and practices of that organisation. Attempting to examine
the issues arising in IHOs from within different organisations with varying cultures,
policies, and procedures would have introduced an unmanageable array of factors and
considerations that would have obscured, rather than highlighted, the issues associated
with using IHOs.
As well as being mindful of the obvious differences between organisations and IHOs
referred to previously, the case study method also allows the researcher, and through
her, the reader, to develop a thorough understanding of all the factors that may
influence and impinge on particular IHOs—and on how they were dealt with. As
Stake has pointed out (1995: 4-8):
Case study research is not sampling research. We do not study a case primarily to
understand other cases. Our first obligation is to understand this one case. … The real
business of case study is particularization, not generalization. We take a particular
case and come to know it well, not primarily as to how it is different from others but
what it is, what it does.

Defence, CSP and its IHOs constitute the case for this study. CSP is a reform program
that uses a standardised CTC evaluation methodology to examine functions provided
in support of the combat capabilities of the Australian Defence Forces (DOD,
1998:2). But, as the Program operates solely within one organisation it also limits the
possible impact of variations between organisational cultures or intentions that might
otherwise cloud research findings. That is not to say, however, that there are not some
differences between various parts of Defence; there are, but these were considered to
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be less significant than those that might be identified between entirely different
organisations.
Defence has selected 32 IHOs to date. Six of these were selected for closer
examination. Thus, the consideration of Defence and CSP as a whole may be seen as
a macro case study whilst each of the six individual instances may be seen as micro
case studies.

Research method
Often research is a combination of different research methods from a variety of
sources (Gabrielian, 1999).

The design of this research draws on a number of different, but not incompatible,
aspects of qualitative research methodology to tell the story of IHOs within Defence.
Primary data were acquired by reviewing Departmental documents and files
pertaining to CSP; by examining six examples of CSP IHOs; and by interviewing a
selection of key stakeholders from within the ‘CSP Community’. Additional data
were obtained from materials produced by external bodies that at various times have
reviewed aspects of the CSP. These included reports from consultants (Ernst and
Young and The Effective Change Agents 9 ), the Parliament, the ANAO and the
Industry Commission 10 . Furthermore, a detailed literature review was undertaken to
examine the wider area of CTC and the use of IHOs by other organisations.
Information obtained from these various sources was used to ‘triangulate’ the
information obtained and to sift out the truly important aspects. Triangulation allows a
researcher to use different data sources to cross check the perspectives of informants
and thus to establish the relative truth of their findings. Burns (1994: 272) defines
triangulation as ‘the use of two or more methods of data collection in the study of
some aspect of human behaviour’.
9

The Effective Change Agents is an external company engaged by Defence to review aspects of the

CSP and its IHOs in 1994.
10

The Industry Commission has since been incorporated into the Productivity Commission.

107

Defence undertakes a wide variety of functions in support of its combat role. The
activities identified for review via CSP also varied greatly in terms of the complexity
of the functions being assessed; their apparent criticality to Defence operations; the
cost to provide the function; the numbers of staff involved; the technical expertise,
training and experience required of staff performing these tasks; and the
organisation’s perceptions of the extent to which external providers could meet
Defence’s needs. CSP was used to review tasks as diverse as specialised engine
maintenance, munitions storage, cooking and catering, and gardening and cleaning.
Further, CSP reviewed activities right across the country and which were managed by
different parts of the Defence Organisation.
The six IHOs identified for closer investigation are shown in Table 2-1. They
represent a purposive sample of Defence’s IHOs selected between 1991 and mid1996. They reflect the five particular considerations listed below which were
identified as potentially the most influencial in relation to firstly, the decision to select
an IHO and secondly, how it might operate once selected:
1. the differing nature of functions or activities performed within IHOs (Base
Support or Maintenance for example);
2. the varying numbers of positions tested (the size of the function);
3. the average annual value of each In-House Directive;
4. the different tiers, or stages, of CSP implementation; and
5. a cross section of Defence Programs and locations.

As it turned out, however, (and this is discussed later) the only one of these
considerations that appears to have had any real bearing on how an IHO fared was
point number four which related to when an IHO was developed and implemented
vis-a-vis the overall implementation of the CSP. Defence does appear to have learned
from its early experiences and mistakes, and later CSP reviews and IHOs generally
seem to have fared better than earlier ones. For example, later IHO Directives
generally provide clearer guidance than early ones did.
The size (in terms of staff numbers or contract value), location or parent Program of
an IHO did not appear to noticably influence the selection of an IHO or how it
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operated after selection. All the IHOs examined in this study demonstrated changes
and improvements in work structure and organisation, and all reported significant
problems in trying to implement the proposals included in their successful bids.

ACTIVITY

CATEGORY

TIER

LOCAL

No of Pns
Tested

RAAF Fairbairn Base Support (Canberra)

Base Support

1

ACT

83

Ave Annual
Contract
value
$2m

ADFA Clothing (Canberra)

Logistics

1

ACT

7

$0.5m

DSTO Salisbury Engineering Support
(Adelaide)

Maintenance

1

SA

142

$8m

Broadmeadows
Logistic
Battalion
Catering/Accommodation (Melbourne)

Hospitality

2.1

VIC

34

$1m

ADF School of Languages (Melbourne)

Training

2.2

VIC

53

$4.3m

Domestic Services RAAF Support Unit
Williams (Melbourne)

Base Support

2.3

VIC

21

$4.2m

Table 5-1 Defence IHOs examined

A further point which was expected to be significant, but which was difficult to select
for, was whether the staff at a particular site were military or civilian. The research
design did not presume that members of either employment group might be more or
less affected by CSP, or that they might react differently to the other, but this was, of
course, quite possible. But should the research select sites for examination based on
their staffing mix before CSP, after CSP or on both? This dilemma was impossible to
resolve easily and the selection of sites was eventually guided by the staffing mix
prior to CSP. Defence only maintained information on staffing prior to CSP review
and the availability of information to support this research had to be a prime
consideration.
The IHOs at Fairbairn, ADFA, Broadmeadows, the School of Languages and
Williams all had mixed workforces comprised of military and civilian staff prior to
CSP. This mix did not really alter for the successful IHOs at ADFA and
Broadmeadows. It shifted somewhat in favour of a civilian workforce at the School of
Languages: and it shifted radically towards a civilian workforce at Fairbairn where
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about fifty percent of the staff within the successful IHO were civilians. At Williams
the successful IHO was staffed totally by civilian employees. DSTO was a fully
civilian group prior to CSP and remained so afterwards. These changes in staffing
profiles will be addressed in later discussion.
This research examined a selection of the IHOs selected and implemented before 30
June 1996. This timeframe meant that all cases had completed their initial period of
operation prior to the conduct of this research, and it allowed for the capture of issues
that influenced the IHO as a result of the CSP process itself, as well as those that
arose later in the implementation and re-evaluation phases. Furthermore, it ensured
the research activities themselves did not inadvertently prejudice the outcome, or raise
concerns in relation to probity or ‘commercial-in-confidence’ aspects, for CSP
reviews where decisions had not yet been made.
Protocols and approvals were particularly important in gaining access to people and
information, and in giving credibility to the research. Apart from the obvious and
usual courtesies, it was important to also gain the support of senior management
within the Defence Organisation. Defence employees would not have been willing to
participate in this study if they had not had written advice indicating that their
commanding officers knew about, and were supporting, the study. Furthermore, much
of Defence’s work and the considerations that affected its use of CTC and IHOs are of
a particularly sensitive nature. These aspects had to be acknowledged and respected
by the researcher so that Defence managers were willing to allow the research to
proceed in the first place.
Permission to undertake this research was sought and obtained from senior Defence
management. In addition, a number of senior managers personally participated in the
study and were happy for subordinate staff and people from other parts of the
organisation to know of their support for, and participation in, the research. This
openness on their part was useful in establishing the credibility of the research itself
and in reassuring possible participants of the authority of the researcher to be working
within Defence.
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Once senior managers had authorised this research CSP Coordinators within the
various Defence Programs were approached directly to seek their agreement to having
particular IHOs examined. The six CSP IHOs listed previously were eventually
agreed for close investigation. Initially, one other IHO had been identified as a
candidate but this was withdrawn at the request of Defence management and another,
similar alternative substituted. Apparently a number of allegations had been made in
relation to that particular IHO by an unsuccessful tenderer and it was the subject of a
departmental investigation at the time that this research was being proposed.
In accordance with internal Defence procedures this Thesis has also been reviewed by
Defence management before submission.

Literature Survey
There has been a plethora of previous work undertaken into aspects of public sector
reform and, in particular, examining the implementation of CTC. Studies from the
mid 1980s onwards have examined over and again different examples of CTC and
have raised, and disputed, all manner of claims about the levels of savings that might
be made and the extent of organisational change that can be achieved. Much less
attention has been paid, however, to the use of IHOs, the impact of using them or to
what they may or may not have been able to achieve.
The research reported here recognises the value of this earlier work in helping to set
the scene for both the operation of the CSP (and its IHOs) and for the conduct of the
current research. An extensive literature survey was undertaken to review the findings
of previous work and to identify the salient aspects of CTC and IHOs that may have
had some bearing on the research being reported here. These were discussed in detail
in Chapters 2 and 3.

Documentary analysis
An extensive documentary analysis was undertaken to examine a range of materials
relating to CSP and its IHOs. Departmental files relating to CSP generally, and more
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specifically to all six selected IHOs, were reviewed 11 . The primary intention in
reviewing general CSP files was to establish the departmental, or ‘official’, position in
relation to the intentions for and outcomes of CSP. Files related to each of the six
selected case studies were reviewed to obtain information about the conduct of CSP in
each case; to attempt to establish why an IHO was mounted; and to gather information
on what happened with each IHO.
Other Defence publications pertaining to CSP were also reviewed. These included the
various editions of the CSP Manual (now in its fifth edition), CSP Newsletters and
articles on CSP prepared for industry journals 12 . Most of these documents were
produced by the Defence Organisation but, even so, they reflected views of other
groups such as Defence-related industries that stood to gain a good deal from Defence
outsourcing.

Interviews
Reform that relies on CTC and IHOs has an immediate impact on the people who
currently work in the public sector—and particularly those who find themselves
caught up in CTC processes and IHOs themselves. It will, after all, be these people
who will potentially be either removed from the public sector to make it smaller, or
who will be expected to work more efficiently and effectively in what remains. They
are being asked to participate directly in the reform process by reviewing their own
work areas and come up with new and innovative ways of working and managing
within the hitherto unfamiliar environment of competitive processes. If they win, they
retain employment and have the opportunity to implement changes (theoretically at
least)—but if they lose, the function will be outsourced and they are potentially out of
a job so the stakes are high. To draw on the first-hand experiences of people who had
been through CTC and IHO processes was the obvious way to help answer the
research questions and to add to our overall understanding of the many facets of
public sector reform, CTC and the use of IHOs.

11
12

All files reviewed for this research are detailed in the Bibliography.
All publications cited in this Thesis are detailed in the Bibliography.
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Sixty-three people were initially interviewed for this study between November 1996
and February 1997. They included Defence personnel ranging from the most junior of
staff on Military Bases to senior managers located in Canberra, and Union
representatives who are outside the organisation, but who were closely involved with
CSP processes and keen stakeholders. An additional senior manager was interviewed
in March 2000 to obtain information specifically relating to the re-test of a number of
successful IHOs where in-house bids were not mounted in the second round of CSP 13 .
Interviewees represented a stratified purposive sample of the different stakeholder
groups who participate in CSP and IHOs. They all had direct involvement with at
least some aspects of CSP and could speak with authority, and from personal
experience, on the implementation of the CSP and its IHOs. Details of interviewees
are shown in Table 2-2. All interviewee responses were coded for ease of later
reference. Details of this codification are at Annex A.

Type of involvement

No. of Interviewees

CSP Policy
CSP Implementation
IHO Management
IHO Staff
Human Resource Management
Union

2
5
11
39
3
2

TOTAL

64

Table 5-2 Classification of Interviewees

Interviews with supervisory and managerial personnel were generally conducted on a
one-to-one basis. Interviews with staff from IHOs were usually conducted as small
group discussions in the manner of focus groups. This was done primarily to ensure

13

IHOs were not mounted in the second round of CSP reviews for the Base Support function at

Fairbairn, the Clothing Store at ADFA, Catering and Accommodation at Broadmeadows and Domestic
Services at RAAF Base Williams. The circumstances of each of these IHOs are discussed in more
detail in Chapter 7.
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that participants did not feel in any way singled out and to help preserve their
anonymity. The protection of the identity of participants has been shown in other
studies (see for example Hamlin, Reidy and Stewart: 1997) to be crucial in allowing
them to speak freely. This was a significant issue for some participants in this
research who felt that they wanted to have their say but who were clearly concerned
about retribution. As such, these groups were usually conducted more informally in a
neutral area such as a tea room or meeting room. This approach was also a
compromise with managers at some sites where work pressures were such that staff
would simply have not been available for interviews at all had a more intrusive or
time-consuming method been adopted.
Interviews lasted from about one hour to just over two hours. This could have been
seen as too long but, again, consideration of the constraints on participants had to be
taken into account. It was unlikely that a second round of interviews could have been
arranged if follow-up questions arose. It was therefore necessary to gather as much
data as possible at one interview and sift and sort this later. Interviews were recorded
and later transcribed for ease of later reference. Only one participant was unwilling to
have his interview recorded. In this case detailed notes were made. In all 26
interviews were conducted with individuals or groups.
I personally conducted all interviews at the participants’ work sites. This was more
convenient for participants and had the added bonus that they were, in all cases, keen
to show me around their establishment and explain some of the intricacies of their
operations. This exposure has added to the richness to the descriptions that follow.
A semi-structured interview format was adopted to allow interviewees to raise the
issues that they believed were important. This also allowed for comparison of
experiences across the different IHOs and for cross checking of the views of staff
directly affected, and with those other stakeholders outside the IHOs themselves.
More specific questioning of interviewees was employed when it was considered
useful to pursue points in more detail or to compare or contrast the views of some
participants with those of others.
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Interview Questions
Interviewees were questioned around five broad themes with supplementary questions
used to draw out key issues or to expand on significant points made at interview. The
five themes were:
1. How respondents felt about IHOs, that is, developing and implementing them
and if they were delivering on expectations.
2. The effect of IHOs on work and management practices within Defence, and
the extent to which these might have changed as a result of IHOs.
3. The management issues which have arisen in the implementation of IHOs,
why these issues were important for the IHO and what was done to address
these issues.
4. What influence the HRM issues experienced by IHOs have had on Defence's
approaches to human resource management.
5. The impact Defence's approaches to human resource management have had on
the operation and performance of IHOs.

Key Considerations
There were a number of specific considerations that needed to be included in the
design of this research. Firstly, anything to do with IHOs must address the very notion
of their ‘in-houseness’. IHOs remain within the confines of their parent organisations
and cannot escape the influences and constraints of this location. They usually remain
governed, and in some cases are restricted by, the policies and practices of that
organisation. These policies may, in turn, be influenced by the wider environment
within which the parent organisation resides and operates. Any research that
investigates IHOs must therefore be cognisant of the nature of the parent organisation
and of the interaction between the organisation, its environment and its sub units.
Secondly, the nature and culture of the parent organisation itself can influence the
manner in which CTC processes are pursued and the way in which IHOs are viewed.
All organisations have discernable characteristics that may be grouped to form the
culture of the organisation: as such Defence is no different from any other
115

organisation. But Defence has a distinctive culture built largely on heritage and the
command and control concepts of the military that need to be appreciated to
understand the achievements of IHOs in this context.
Thirdly, the environment within which the parent organisation operates, and within
which IHOs were conceived and implemented, must be considered. The Australian
public sector has been experiencing many pressures for reform over the last few
decades and Defence has not escaped scrutiny of its activities. Successful IHOs within
Defence must take into account all these factors if they are to function effectively and
achieve something for themselves and for their parent organisation.
Fourthly, I already knew from prior dealings with Defence that, while it had pursued
CSP with great vigour, this effort had commenced, in many cases, from a base of very
little previously recorded information. Furthermore, this lack of information was not
being addressed by the parallel development of information systems within the
Organisation. Defence simply did not have accurate or reliable information in relation
to many aspects of CSP such as costing of activities before or after CSP review, or of
the numbers of staff directly affected by such outcomes as redeployment or
redundancy payments as a direct result of CSP. While this shortage of information has
left some gaps in the pictures that could be created for each IHO studied it also
provided an opportunity to add to Defence’s understanding of the achievements of its
IHOs by helping to fill some of those gaps.
Participants in social research have a right to be assured that no harm will come to
them personally, psychologically or socially as a result of their participation in that
research (Coontz: 1999). Asking people to speak about their experiences within a
highly emotive and widely publicised program that is being undertaken within their
own work place was potentially placing all participants in a position that could be
injurious to themselves or their careers. Some participants expressed their very real
concern not to be able to be identified for fear that their comments might in some way
be used against them. It is perhaps an unspoken principle, but to publicly criticise a
senior officer (as happened in this research) is not generally accepted as an
appropriate course of action in Defence and personnel were aware that such action
could lead to negative consequences such as being passed over for promotion.
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CSP and its form of IHO have been the source of a good deal of uncertainty and stress
for Defence employees and people were genuinely concerned for the future of their
employment. These aspects and the emotions flowing from them needed to be
appreciated and treated with sensitivity. Equally, it also enriched this research to be
able capture these emotions as part of the overall picture of the impacts and
achievements of IHOs in Defence.
All those who participated in this research did so voluntarily. All were given an
undertaking of anonymity and confidentiality. Even though some indicated that they
were happy to be quoted publicly this was not done as it could have been possible to
identify other participants simply by eliminating those that were obviously involved.

Insider Research
Qualitative research necessitates that the researcher interact closely with those that
she intends to study and, indeed, that she try to minimise the distance between herself
and those being researched (Creswell, 1994: 6). Insider Research occurs when a
researcher researches within her own organisation—the place where she may for
example, also live or work (Smyth and Holian, 1999). The research reported here is a
form of ‘insider research’. I have worked within Defence for a number of years and
worked within CSP itself from 1992 to 1998. There were potential pitfalls with this
form of research but as Smyth and Holian (1999: 1) point out this approach can also
offer ‘a unique perspective because of [the researcher’s] knowledge of the culture,
history and actors involved’—factors which, as already pointed out, are crucial to
understanding what IHOs have been able to achieve in Defence.
As Smyth and Holian (1999: 1-2) argue
insider research is worthwhile and special because it helps solve practical problems. It
forces us to ground our work in everyday issues as those involved experience them, it
confronts us and others with our assumptions, perceptions and their impact, it enables
us to learn, reflect and act and it insists that we engage with what and who we are
curious about. Above all it is about learning and making a difference—in our case
about ourselves and others in organisations and how our practices might be more
effective.
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There is a risk with this form of research that the researcher could inadvertently lead
the research to an outcome that she had already expected by virtue of her closeness to
the organisation and the issues being investigated. This was considered in the research
design. Deliberate use was made of broad interview questions that allowed
participants to raise and discuss the issues that were of importance to them—and not
necessarily the matters that the researcher expected would be raised.
There was also a risk that the researcher could introduce and report on information or
knowledge that had been gained outside the data gathering processes employed for
this particular study. And, given the nature of Defence organisation and the issues
being examined, also a risk that some of this information might be particularly
sensitive and even damaging if reported. It is certainly the case that the researcher is
aware of a number of matters that have had some bearing on the progress of the CSP
and on the place of some IHOs that were not reported here. Some participants also
discussed issues that have not been recorded or reported14 . Other points, more directly
related to this study, have been deliberately obscured to protect individuals or
organisations but this action has not detracted from the accuracy of the information
being reported, or from the integrity of the analysis and discussion.

Transferability of findings to other instances
This research relies on the examination of one macro case study of CTC. The fact that
this case study is of the Australian Defence Organisation that has particular
characteristics not seen in other organisations possibly limits its generalisability. But
these considerations do not detract from the importance of the study or its findings.
Nor does this necessarily mean that the findings and conclusions are not credible or
transferable to other situations. Most countries have defence organisations: and many
that would be considered Australia’s allies are also pursuing, to various degrees, the
use of CTC and outsourcing to find ways to stretch their budgets. In many cases IHOs
14

Recordings of a number of interviews were interrupted at the request of the interviewee in order to

raise issues ‘off the record’. These were usually side issues important to the context of the point being
made but not of direct relevance to the aims and findings of this study. These comments have not been
recounted.
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are also a key feature of these efforts. Indeed, representatives of some of these
countries have already expressed interest in the findings of this research and their
hope to be able to relate the findings reported here to their own activities in the future.
The findings of this research necessarily reflect the perspectives of those who
participated in it—those who were most immediately affected by the use of IHOs. It is
not surprising then that the discussion includes a number of criticisms of Defence and
its managers. The employees at the centre of IHOs have, in a number of cases, been
hurt and offended by their experiences. They saw this research as one way to express
that upset and to point out just how they felt to the people that they believed had
contributed to their anguish. The views of these people have been reported faithfully
but this Thesis tries to portray a balanced picture that also discusses the views of the
managers and the difficult circumstances within which the organisation found itself.

Analytical Framework
Change does not usually occur in isolation and the catalysts for public sector reform
such as those discussed here must derive from some particular forces. The importance
of broader considerations within an organisation’s environment and its organisational
culture cannot, therefore, be ignored: nor should the influence of these aspects be
underestimated. They can be strong drivers for change and they can lead to strong
resistance to change. IHOs do not occur in isolation either. They are, by definition,
part of a CTC process and must therefore adhere to the inherent principles and the
expectations of the outcomes of those processes. If IHOs are used within a CTC
process they become an integral part of that process and, therefore, must be able to
satisfy (or at the very least acknowledge) the intentions of CTC itself.
While a good deal has been written about CTC itself, much less attention has been
paid to IHOs, the reasons for using them and the difficulties associated with them. It
is known, however, that IHOs have served a role in fostering competition within CTC
and that they have been able to demonstrate savings levels commensurate with those
of their commercial rivals (see for example CTC Consultants, 1999). But there is also
a cost in terms of time and organisational resources associated with mounting and
managing IHOs that cannot be ignored. The greatest benefits of IHOs however,
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appear to arise from their ability to involve staff in the review processes themselves
and thus reduce potential resistance and possible industrial disputation to facilitate
overall organisational objectives.
These reasons for having IHOs provide an obvious starting point for assessing the
place and value of IHOs within a CTC process and provide an initial framework
against which to consider their contribution and to evaluate the lessons of using IHOs.
The primary reasons put forward for pursuing CTC as a method of public sector
reform were discussed in detail in Chapter 2. It is useful however to review these at
this point as they serve to expand the role of CTC processes beyond the traditional
view of CTC as merely a mechanism for procurement of necessary goods and
services. CTC, as it is currently practiced is used for:
1. Procurement of necessary goods and services (the traditional view of CTC).
2. The broader pursuit of public sector reform that comes simply from being
open to and searching for alternative ways to organise and undertake work
(finding better ways to work).
3. Subjecting monopoly providers to competitive forces (market testing) forces
and the threat of possible substitution (contestability).
4. Cultural Change within the public sector and its workforce.
5. Reform of the management of the public sector—making changes in
management approaches (focussing on results and outcomes).
6. Reduction of costs and generation of savings.
7. Seeking value for money in public sector service provision (both efficiency
objectives).
8. Outsourcing of functions for which this considered most appropriate
(contracting out)—an outcome which, of course, potentially prohibits the use
or selection of IHOs.

Chapter 3 examined the use of IHOs in detail. There are also a number of reasons
commonly expressed in support of using IHOs. These too are usefully summarised at
this point to establish an Analytical Framework for this research. Like the reasons for
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pursuing CTC in the first instance, they are not generally mutually exclusive. IHOs
are considered useful:
1. To guarantee at least a minimum level of competition within the CTC process
itself.
2. As an insurance policy against receiving no compliant bids, or receiving no
bids at all (this was also an important consideration for Defence).
3. As a benchmark against which other bids can be assessed.
4. As a mechanism for clarifying what the organisation currently does and how
much it costs leading to a specification for what the organisation needs and an
estimate of how much that might cost.
5. Flowing from greater clarification of requirements, the expectation of greater
accountability in their delivery.
6. To contribute to driving costs down by ensuring genuine competition.
7. To achieve better value for money in the provision of particulars services.
8. To temper or moderate staff and Union attitudes towards organisational review
and possible outsourcing (this was a particularly import consideration for
Defence in the implementation of the CSP).
9. To involve and stimulate staff in the search for innovative and more efficient
and effective work practices.
10. To give staff an opportunity to demonstrate their contribution to the
organisation and thus provide the possibility to retain their employment (and
thus creating a place for IHOs).
11. To keep the function going during the CTC process.
12. To minimise the possibility for sabotage during the CTC Process.

A number of these reasons are to do with the expected outcomes of the CTC Process
itself—forcing costs down for example. Other reasons are to do with maximising the
benefits of the CTC Process—ensuring competition and providing a benchmark
against which to assess bids for example. The remaining reasons are primarily to do
with managing the organisation’s incumbent workforce through the CTC process.
IHOs are therefore, also, a management strategy (whether this is explicitly stated or
not), intended to address some of the potentially problematic aspects of organisational
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review, change and possible outsourcing, and to assist the organisation to achieve its
aims (of reform) in the most effective and least disruptive manner possible.
The data gathered during this research was analysed against the reasons for pursuing
CTC and the reasons for including IHOs in that process as summarised above. This
provided information on the purpose served by including IHOs and the extent to
which IHOs had been able to contribute to CTC objectives and, through this, to public
sector reform.
As noted previously, as earlier research had not tended to focus to any great extent on
IHOs or what they might have achieved, there was not a lot of material available to
guide this research and no clear indication of what other IHOs had achieved or
experienced. Analysis of data therefore also employed a level of grounded theory
(Glaser and Strauss, 1967) to ‘explain what was happening in the terms of those
involved in the situation’ (Rubin and Rubin, 1995, 4) and to build from the data a
picture of what had happened within the IHOs examined. Together these two
approaches to analysis have provided more balanced conclusions that reflect the
various facets of the use of IHOs within Defence.

Summary
CTC has become a popular method for pursuing public sector reform across all levels
of government in Australia and in a number of other countries. IHOs have been a key
feature of many CTC exercises. Studies that can add to our understanding of this
phenomenon, that help to reap the lessons of first-hand experience and that can point
to the key considerations for the future must be seen as valuable in that context.
IHOs can be seen as having three broad objectives:
1. facilitating the CTC process;
2. enhancing the outcomes of the CTC process; and
3. managing the incumbent workforce through the CTC process.
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This chapter has outlined the research method adopted for this study and a framework
for analysing the achievements of IHOs within Defence and, thus, for also assessing
the value of IHOs to broader organisational reform efforts. The result is rich or ‘thick’
description (Gabrielian, 1999) of the circumstances of those Defence employees and
other stakeholders who found themselves involved in IHOs. The findings of this
research are well grounded in the experiences and differing perspectives of the key
CSP actors and thus provide a useful insight into what Defence’s IHOs have been able
to achieve and what it was like to be caught up in the CSP era.
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Chapter 6

The Commercial Support Program:
Reform that had to happen?
In July 1991 Defence introduced the Commercial Support Program (CSP) as part of
the Organisation’s ‘continuing quest for more efficient and effective use of its
resources’ (DOD, 1991b:1). Known simply as CSP it is an initiative designed, in the
words of Defence’s management, to assist the Organisation to find ‘better ways of
doing business’ (see for example McNamara: 1995). The Program is intended to
achieve better value for money in the provision of non-core support services for the
Australian Defence Force (DOD, 1998d) and incorporates the techniques of
organisational review and competitive tendering that typify current CTC processes. A
key element of the CSP approach is the inclusion of an IHO.
By the end of 2005 Defence had completed 121 separate reviews using the CSP
Methodology. These had evaluated work previously performed by some 15,900
positions within the organisation and Defence was claiming projected annual
recurring savings in excess of $416,736. Thirty-two (26.45%) CSP decisions had been
awarded to IHOs. As noted in Chapter 4, Defence has recently announced that CSP
has served its original purpose of competitively testing the in-house delivery of noncore services and will no longer be used. Direct outsourcing of service provision will
still be considered where appropriate, but future business improvement efforts will
focus on restructuring and/or re-engineering of work areas. (DOD, 2005c, 2; DOD,
2006a, 1). Several CSP reviews already underway will be completed. But any other
workplace review, including any further evaluation of exiting IHOs, will now be
addressed via other means.
The purpose of this chapter is to set the scene for later discussion by outlining the
background to CSP (including significant features of Defence and its circumstances
that have influenced both CSP and the IHOs to which it has given rise); describing the
program’s key features; and to examining briefly some of its main achievements.
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Prelude to the Commercial Support Program
Balancing the rising costs of maintaining a national defence capability and reductions
in financial support have seen Defence and its operations become the focus of a
number of reviews and reorganisations over the years. Several of these have been
particularly important for the introduction, and nature, of CTC within the
Organisation.

The Defence of Australia 1987
In March 1987 the then Minister for Defence, the Hon Kim Beazley MP: presented to
Parliament The Defence of Australia 1987. This White Paper set ‘the course for a
decade of development towards self-reliance in the defence and security of Australia’
(AGPS, 1987: vii). The Government’s policy gave priority to Australia’s ability to
defend itself within its own resources, within a framework of alliances and
agreements (AGPS, 1987: 1).
The White Paper was predicated on the notion of defence self-reliance but this
concept was widely criticised as not being achievable and because trying to pursue the
unachievable, quite simply, costs too much (see for example, Wrigley, 1990;
Cheeseman, 1993; and Woolner, 2000). As Cheeseman noted at the time:
... the Hawke government’s much vaunted policy of ‘defence self-reliance’ is
both flawed and contradictory. Mr Beazley and his advisers have provided us
with a defence posture which is intellectually coherent but too expensive to
implement fully, beyond the capacity of the ADF in its current form to carry
out effectively and which, in spite of the huge annual outlays on defence,
may still leave us vulnerable to certain low- and high-level threats to our
security (Cheeseman, 1993: 201).

The White Paper paid considerable attention to the role of Australian Industry in the
support of national defence and to the relationship between Defence and industry. It
outlined proposed capital equipment acquisitions to take Defence in to the 1990’s, but
also foreshadowed continued budgetary constraint and reductions in the numbers of
personnel employed within Defence. Defence’s dilemma of programming expensive
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capital investments on the one hand and having to reduce running costs on the other
was thus clearly signalled.

The Defence Force and the Community (Wrigley Report)
In May 1989 Mr Beazley announced that he had appointed Alan Wrigley, a former
Deputy Secretary with the Department of Defence, as special adviser to undertake two
reviews of civil-military relationships. The first of these, to be broadly titled ‘The Use
of Civil Infrastructure in Australia’s Defence’, was to explore how the Australian
community could play a greater role in strengthening Australia’s security, and how
more weight could be given to the Government’s policy of eliminating unnecessary
duplication of civil and military skills and capabilities. Wrigley was asked:
to seek ways of having the Australian community ... become more involved in the
protection of the nation ... and to identify opportunities for greater efficiency or
economy in countering military threats to Australia’s security, through use of
capabilities and capacities that exist or might be developed in the Australian
community (Wrigley, 1990: 539).

In June 1990 Wrigley presented his 600-page report that dealt with Australian
community attitudes to defence; political and other influences on defence policy; and
defence force operations in times of peace and military activity. Wrigley proposed an
‘alternative force model’ which included the creation of a civil militia and the transfer
of provision of support services from the military to the civilian infrastructure
(outsourcing). He also suggested that restructuring of the Defence Organisation would
‘break down the estrangement between military and civilian personnel ... and so make
the Defence civilian activities in support of the defence force more effective and
efficient’ (Wrigley, 1990: xiv). Of perhaps most note was the fact that Wrigley
estimated that Defence could save $396 million per annum through the effective
implementation of a program of competitive market-testing of support services
(Wrigley, 1990: 568).
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Appointment of an Inter-Departmental Committee
In November 1990 the new Minister for Defence, Senator Robert Ray, announced ‘the
appointment of a high level inter-departmental committee (IDC) to consider
Wrigley’s Report and develop implementation proposals’ 15 (Senate Hansard, 14
November 1990: 4135). The Terms of Reference for the IDC tasked the committee to
‘recommend a policy framework and principles to guide an increase in industry
involvement, use of the civil infrastructure, and civilianisation to support the ADF’
(IDC, 1991: 33).
The IDC subsequently reported that it:
... agree[d] with Mr Wrigley that a substantial range of support activities
currently undertaken by the military could be more effectively and efficiently
performed by industry or civilians. [and that]
Greater reliance on the civilian sector will not impair the operational
preparedness of the ADF if the program is implemented [in the areas and in
the context outlined below] ... Indeed, the effectiveness of the ADF should be
improved (IDC, 1991: 4).

The IDC revised Wrigley’s savings estimates downwards to $350 million per annum
and concluded that ‘the probable reduction in Defence personnel necessary to achieve
savings of this level staff numbers could be up to 26,000’ (IDC, 1991: 7).
The IDC was not envisaging that improved efficiency could eliminate the work done
by these people, although some such savings were expected, but rather that the bulk
of this work would now be done by personnel from the private sector rather than the
Department of Defence (ANAO, 1998: 28).

The IDC differentiated between four categories of Australian Defence Force
activities: operations, operational support, functional support and Defence
15

This Inter-departmental committee is known generally throughout Defence as the Wrigley IDC. For

consistency’s sake the term ‘Wrigley IDC’ is also used in this Thesis when referring to the
considerations and report of this committee.
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infrastructure (IDC, 1991: 8). These categories were subsequently used by Defence to
assist in determining which functions were to be subjected to review via the CSP and
which were not. The Committee also recognised that there would be a need to retain
some military personnel even in functions that Defence largely no longer performed
for itself, and that ‘sufficient positions will need to be maintained in order to maintain
rotation and sustainability requirements’ (IDC, 1991: 8).
The IDC also recommended a three-tiered implementation process—to be carried out
simultaneously. It even went so far as to identify 28 high priority activities for
immediate review in Tier 1 and to seek a timetable for further reviews (under Tier 2)
be developed within 12 months. The IDC noted that Defence was already developing
guidelines for a commercial support program and used that title in its report (IDC,
1991: 12).
More significantly, the IDC recommended the inclusion of an in-house bid as a way
of providing opportunities for ‘local management to propose cost saving changes to
their own methods [and to facilitate] costing of in-house activities’ (IDC, 1991: 14).
The IDC went on to suggest that ‘Union and staff attitudes could be moderated to
some extent if groups of staff had the opportunity to bid for contracts’ (IDC, 1991:
17). Wrigley had predicated his Report on the notion of extending Defence’s use of
outsourcing—and this remains an important aim of the CSP. He made no mention,
however, of the possibility of internal bids. But in subsequently accepting the IDC’s
recommendations the Government and Defence’s senior managers made it clear that
IHOs would be an integral part of the CSP Methodology. They would have the clear
purposes of:
•

giving managers and staff the opportunity to be involved in redesigning their
work areas;

•

making cost savings in those work areas;

•

determining the current costs of internal provision of services; and

•

tempering the concerns and reactions of the staff (and their Union
representatives) towards possible outsourcing (IDC, 1991).
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The Force Structure Review
On 18 May 1990, confronted by mounting financial and other pressures and possibly
alarmed by what Wrigley was proposing in his review, the Secretary to the
Department of Defence and the Chief of Defence Force jointly announced that the
ADF’s structure and capabilities would be reviewed (Cheeseman, 1993: 118).

This Review was to address the relative priority of present and planned ADF
capabilities and to take account of the impact of financial guidance and other
pressures on maintaining present ADF capabilities and achieving those that were or
might have been planned.
The Force Structure Review adopted three key principles:
1. to maximise combat capabilities by reducing the number of service personnel
involved in headquarters and base support functions and by increased use of
commercial and civilian support;
2. to focus more on northern and western basing of military personnel; and
3. to make greater use of Reserves (DOD, 1991a).

The implementation of these principles was intended to allow Defence to ‘broadly
achieve its planning objectives with no real increases in funding’ (Woolner, 2000: 3).
The first of these principles in particular was to later become central to the intentions
of CSP.

Ministerial Statement on Defence Policy
On 30 May 1991 Senator Ray made a Ministerial Statement to Parliament on Defence
Policy 16 . Amongst other initiatives, he announced the acceptance of the Report of the

16

The Hon Gordon Bilney, then Minster for Defence Science and Personnel, made a similar

announcement in the House of Representatives on the same day.
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Wrigley Interdepartmental Committee and the Force Structure Review, and the
immediate commencement of CSP.
Senator Ray pointed out that implementation of the proposals outlined would ‘incur
some costs’ including reductions in Defence personnel in the order of 10,500 military
and 3,800 civilian employees. He noted that such action would impact directly on the
professional interests and career aspirations of staff—Defence’s ‘most important
single resource’. Changes would, therefore, be introduced over a decade with no
immediate or large-scale redundancies (although some would occur) and with
appropriate consultation (Senate Hansard, 1991: 3959-3960).
In the debate that followed Senator Ray’s statement the Government was accused of
not basing its Defence Policy on an up-to-date assessment of Australia’s strategic
situation but, rather, of being driven by budgetary considerations in order to meet its
capital equipment program whilst trying to retain some semblance of Defence effort
(Senate Hansard, 1991: 3963-3965). The Opposition noted that while it agreed with
some aspects such as greater civilianisation, rationalisation of Base arrangements and
increased contracting out, the inefficiency of Defence’s management practices
remained a concern to them—particularly the ‘proliferation’ of support positions
within the Australian Defence Forces (House of Representatives Hansard, 1991:
4374-4379).

What is the Commercial Support Program?
The CSP is essentially a CTC process whereby Defence reviews functions currently
being performed within the organisation firstly, to determine the continued need for
the function and secondly, if it is determined that the function is required, to find the
best way of providing that particular function (DOD, 1993e). Increased reliance on
commercial companies to provide services is an underlying objective of the Program
but CSP is more than a simple exercise in contracting out.
In the words of Defence’s own publicity material:
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The Commercial Support Program (CSP) is a competitive tendering and
contracting initiative through which in-house methods for the provision of
support services are competed with commercial bids, with the solution giving
best value for money for Defence being implemented (DOD, 1996b: 1)

CSP addresses services that are provided in support of the combat elements of the
Australian Defence Force (ADF). These are usually more commercial in nature and
cover areas such as transport, warehousing, repair and maintenance of equipment and
facilities, Information Technology and communications support, training, project
management, media operations, hospitality services, security, naval support craft,
health services, engineering and scientific services and administrative and clerical
support (DOD, 1996b).
The CSP is intended to promote:
• provision of quality services and products within budgetary constraints;
• a disciplined evaluation of competing options to achieve value for money
through application of a common and consistent management and financial
methodology across Defence;
• maximum cooperation across Defence to optimise benefits to Defence and
industry; and
• transfer of non-core support activities to the civil sector where
operationally feasible and practicable and cost effective (DOD, 1993e).

Aims and Objectives
The current CSP Manual (5th Ed: 1998) sets out in some detail the intentions of CSP.
The aim of the Program is:
To ensure that support services are provided to Defence activities in a manner which
provides best value for money (DOD, 1998: 5).
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The central objective is:
To transfer support activities to the civil sector where operationally feasible,
practicable and providing better value for money than the in-house provider (DOD,
1998: 5).

These intentions are elaborated upon by a number of supporting objectives. These are
to:
•

use competition to determine the best value for money solution;

•

increase the quality of Defence services within budgetary constraints;

•

provide a consistent and common methodology to identify the best value-for-money
option;

•

employ consistent management and financial evaluation methodologies to support
CSP decisions;

•

promote devolution of authority and responsibility for resource management to
encourage initiative at all organisational levels;

•

establish a framework to provide tangible incentives which encourage the search for
productivity gains at all management levels;

•

optimise the benefits of CSP to Defence and to Australian and New Zealand industry;
and

•

seek continuous improvement (DOD, 1998d: 5).

It is worth noting at this point that although the overall thrust of CSP has not changed,
the publicly stated aims and objectives for the Program have been modified a number
of times since 1991. These modifications reflect shifts in emphases away from the
more single-minded pursuit of outsourcing to the search for better value for money in
the provision of services. They perhaps also reflect the growing concern in some parts
of the Defence Organisation that the risks and uncertainties of rapid organisational
transformation were simply too great.
The ANAO has noted, like many of the people who work within Defence, that the
CSP central objective is not aligned with the overall aim of the Program. The ANAO
(1998: 46) is perhaps understating the situation a little when suggesting that ‘this has
probably caused confusion and some skepticism amongst those affected by CSP’.
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The initial emphasis of CSP was on commercialisation of support functions. This was
essentially an outsourcing philosophy intended to ‘promote the transfer of activities
between Defence and industry where it [was] operationally, feasible, practicable and
cost effective to do so’ (DOD, 1991c). IHOs were seen by many as existing merely to
placate Union concerns and industry did not appear to expect that they would be
seriously challenged by Defence’s IHOs. By 1995, and after the success of a number
of IHOs, the central intentions of CSP shifted away from outsourcing and towards
achieving ‘better value for money’ for Defence in the provision of support functions
(DOD, 1995c). The idea that CSP was really about outsourcing Defence work,
however, seems to have remained as will become evident in the discussion of the
IHOs studied for this research that is reported in the following chapter.
Another significant change to CSP that impacted on some of the IHOs discussed here
had to do with the way that Defence used the IHO concept itself. When CSP was first
introduced work areas were encouraged to develop a number of alternative bids which
could be presented to management for consideration. The ‘chosen’ bid became known
as the Preferred In-House Option (PIHO) and, once agreed, was considered in
isolation against the preferred commercial bid that had been selected via a normal
competitive tendering process.
The development of more than one internal bid, however, proved to be impractical
and industry felt that considering the IHO against only one commercial bid was
giving it a status that it may not have deserved. The CSP process was therefore
adjusted in 1993 to focus internal efforts on developing just one bid, and on then
having that bid assessed along with all commercial bids. The IHO was thus treated as
just another bid and ranked according to it merits in the final tender decision (DOD,
1993d). Interestingly, and although this was a significant change in the way that IHOs
were treated, none of those interviewed during this research specifically commented
on the shift. Competition, irrespective of how it was presented, was still competition
and people in IHOs wanted to stop external providers from getting a foothold in what
they saw as Defence business.

133

The CSP Methodology
The aims of CSP are achieved via a process known generally as the CSP
Methodology (often also called the CSP Process) which is intended to provide a
consistent framework to ensure that the aims and objectives of the Program are met. It
is similar to most of the models of CTC commonly used. The Methodology is divided
into six discrete steps or stages:Stage 1

Activity Definition

Stage 2

Options Definition

Stage 3

Detailed Development

Stage 4

Evaluation

Stage 5

Decision

Stage 6

Implementation

The overall CSP Process is shown in Figure 6-1.

How has CSP been introduced
CSP was originally planned to be implemented under a three-Tier scheme. In Tier 1
the Government identified, via the Wrigley IDC, 28 activities, or combinations of
activities, for evaluation during the period July 1991 to 30 June 1993 17 . These were
widely considered to have been ‘soft targets’—activities ‘where the introduction of
commercial support would not impair readiness, where industry capacity exists and
where there is potential for effective commercial support’ (DOD, 1994a: 11). Reviews
of these activities were completed during 1992 and 1993 and some have subsequently
been re-tested as the original contracts or IHO Directives have expired. Of the 32
reviews that were eventually undertaken within the Tier 1 timeframe 28 percent were
won by the IHO.

17

These 28 activities were set out by the Wrigley IDC in their Report to the Minister in May 1991.
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THE CSP PROCESS
Stage 1 - Activity Definition
Management Directive

Define the activity/baseline & transition costs

Develop Statement of Requirement (SOR)

Stage 2 - Options definition
Method of procurement
Explore
alternatives for
In-House Option

1 step process

2 step process

Shortlist
Prepare RFT/RFQ
Finalise & endorse SOR
Finalise tender documents

Stage 3 - Detailed Development
Release tender documentation
IHO bid developed
Commercial bids developed

Program validation of IHO
Endorsed IHO bid
lodged

Tenders Close
Commercial bids lodged

Stage 4 - Evaluation
TET evaluation/clarification/discussion

Rank bids

TET recommendation

Consideration & endorsement by Higher Review

Develop contract negotiation strategy

Stage 5 - Management Decision
Decision by Program/Sub-Program Manager

Notation by Minister et al

Notify staff & public announcement

Finalise/negotiate directive or contract

Sign directive or contract

Offer to debrief all tenderers

Stage 6 - Implementation
Phase-in period

Implement directive or contract

Activity (contract) management

Figure 6-1 CSP Methodology (Source: DOD, CSP Manual: 1998)
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Tier 2 involved five overlapping increments, each of two years duration. Tier 2
commenced on 1 July 1992 and under this rolling program was expected to have been
completed by July 1998. Senior managers within Defence were responsible for
identifying activities for review under Tier 2 and for determining the timeframe
within which they were reviewed. Tier 3 was intended to allow people working at
activity (operational) levels to propose candidates for CSP review. This was expected
to be consistent with Program Management and Budgeting practices and devolution
of responsibility within the Defence Programs.
Tiers 1 and 2 are “top down” initiatives put in place by Government and
Defence’s Portfolio and Program Managers. Tier 3 allows lower level
managers to nominate activities for review in a “bottom up” approach. These
activities will be reviewed over the longer term and will not be required to
adhere to particular time scales (McNamara, 1995: 8).

Tier 3 and some intended Tier 2 reviews have, however, never eventuated. This could
be in part because there was not the motivation within Defence to pursue them. But it
was also because CSP was overtaken in 1997 by the Defence Efficiency Review and
subsequent Defence Reform Program which, in a similar vein to the Wrigley IDC,
nominated a number of activities for CSP review and specified a timeframes within
which these reviews were to occur.

The Defence Efficiency Review
Perhaps the most important single impact on the implementation of CSP was the
Defence Efficiency Review undertaken five years after CSP had begun. When the
Coalition government was elected it promised to maintain defence spending at the
levels planned by the previous government, but emphasised that there would be no
increase—at least for the first three years of that government. Despite Australia’s
reputation within the OECD for having one of the smaller public sectors, and one
which had already experienced extensive reductions, the new conservative
government was determined to also have its turn at reshaping the state
(Halligan:2000). Its philosophies emphasised private sector primacy, choice for
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consumers and greater use of market mechanisms (Halligan, 2000) to achieve a more
relevant, efficient and innovative world-class Australian public sector (Kemp, 1998).
The Coalition sought to accelerate the managerial reforms begun in the early 1990s
with the Force Structure Review (FSR) and the CSP. The achievements of CSP, in
particular, were claimed as ‘good news’ by the new Minister for Defence, Ian
McLachlan, but he also criticised the ‘glacial pace’ of changes (McLachlan, 1996): a
sentiment which had also been expressed by other external commentators (see for
example IC, 1996).
In October 1996, McLachlan announced yet another overhaul of Defence
management. This was not, he said, a ‘cost-cutting exercise, but rather one designed
to ensure that [Defence’s] management processes are as efficient and effective as
possible’ (McLachlan, 1996: 7). The findings of the Defence Efficiency Review
(DER) were released in March 1997 and, as could have been expected, proposed a
number of changes. These were to be implemented as the Defence Reform Program
(DRP) which had as its objective 'to improve the efficiency of Defence management
so that funds and personnel can be diverted to improve the capabilities if the ADF’s
combat forces (the same aim as the FSR)’ (Woolner, 2000: 4).
The DRP was expected to realise one-off savings in the order of $500m and mature
ongoing savings of at least $900m per annum. These savings were to be retained by
the Defence portfolio and reinvested in enhanced military capability (McIntosh (M) et
al, 1997). CSP was swept up into the DRP and was proffered as a major element in
the ‘blunt to front shunt’ as Defence sought to ‘rebalance’ the ratio of personnel
between Combat and Support forces (DOD, 1999b: 2). The major implication of this
move was to be a fourfold acceleration in the pace of CSP Reviews. Nearly 13,000
positions were identified for market testing as CSP’s contribution to the aims of the
DRP.
A major structural re-organisation of Defence which also occurred as part of the DRP
further contributed to a marked increase in the size of CSP reviews in terms of the
number of functions included and the numbers of positions evaluated. Whereas
previously many CSP reviews had covered only one or two closely related activities
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and commonly evaluated less than 100 positions, under the DRP, CSP reviews now
often included a wider range of activities grouped into categories such as Garrison
Support for example. This type of review commonly included functions ranging from
as security services, some catering, management of facilities and accommodation,
grounds maintenance and pest control, cleaning, to transport services and stores.
Many of these also covered a number of different sites and commonly tested several
hundred positions at once. One review finalised during 2002 tested the work of some
1,300 positions.
Although the Defence Reform Program is considered to have formally ended on 30
June 2000 there remained a number of market testing activities that were incomplete.
These activities were been rolled forward into the newly created Continuous
Improvement Program and are expected to be finalised within the next few years.

Stakeholder Consultation
Consultation between Defence management and key stakeholders, including Unions
and the defence industry sector, has been a prominent feature of the implementation
of CSP—and one that has been welcomed and generally applauded (see for example
Ferguson, 2001; RAAF, 1995). This was specifically commented upon by a number
of those who participated in this research as being a positive aspect of the
implementation of CSP: and something that was seen as having directly contributed to
the overall achievements of the Program. Two consultative mechanisms were
particularly important in the progress of CSP.

The Commercial Support Program Consultative Forum
Early in 1992 the Minister for Defence endorsed the establishment of the Commercial
Support Program Consultative Forum (CSPCF) to provide a forum for Defence and
Industry and Union representatives to discuss CSP matters and contribute to the cooperative resolution of issues relating to the Program (DOD, 1992b). The CSPCF met
regularly until 2001 when its focus was changed to address broader acquisition and
private financing activities (DOD, 2001c). Of particular relevance to this research
have been efforts of the CSPCF that led to the development of a number of CSP
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Practice Notes 18 that have clarified issues to do, for example, with Re-competing CSP
Contracts (including IHOs), and Criteria for having IHOs.
This Forum was also the place were industry and Union representatives raised with
Defence management their concerns about the way that CSP was being implemented.
It was here that industry lobbied for the removal of IHOs from the process and Unions
argued that IHOs were not being given a fair go. Defence used the Forum to reinforce
the place of IHOs within the CSP methodology and eventually the complaints died
down and CSP continued unimpeded.

CSP Sub-Committee to the Defence Consultative Council
Concerns among staff and their representatives about the implementation of CSP had
been anticipated from the outset of the Program. In mid-1992 an industrial campaign
by Unions regarding issues such as security of employment for staff, training and
potential for redundancy prompted Defence to establish a CSP Sub-Committee to the
existing Defence Consultative Council (DOD, 1992b). This Sub-Committee also met
regularly until 1996 and addressed a range of issues—some of which were
particularly significant to the generally smooth implementation of CSP such as
employment opportunities for displaced Defence employees with CSP contractors for
example (DOD, 1993b: 3).

Defence Employees Certified Agreements
The first Certified Agreement negotiated for Defence employees between 1993 and
1996 (DOD, 1994d) specifically included reference to the Commercial Support
Program and to aspects of its implementation—including the place of IHOs within the
CSP Methodology. These have continued to be reinforced by the inclusion of similar
arrangements in subsequent Agreements up to and including 2004-06 (DOD, 1998b;
DOD, 2000a; DOD, 2001b; DOD, 2003c). As noted already, Defence has recently
announced the cessation of CSP. This announcement coincided with the negotiations
of the new Defence Collective Agreement that came into effect on 29 June 2006.
18

CSP Practice Notes went on to form an important part of the CSP Manual.
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What is reviewed via CSP?
Defence has determined that only Non-Core Support activities will be reviewed using
the CSP methodology. Whether an activity is to be subjected to competition with
private sector companies, therefore, depends firstly on whether or not it is considered
to be Core or Non-Core. This decision is, strictly speaking, outside the parameters of
the CSP Methodology but it has a significant impact on what is eventually reviewed.
And, as will become apparent in later discussion, is a source of considerable agitation
to Defence employees who do not necessarily understand, nor support, the Core/NonCore assessments that have been made.
Combat-related and corporate governance activities that must be undertaken by
military personnel or by civilian employees of the DOD are generally considered
‘core activities’. All other activities are, theoretically at least, potentially Non-Core:
but ‘the boundary between core and non-core activities may be difficult to delineate’
(DOD, 1994a: 128). Classification of activities observes the principle that ‘the more
removed an activity is from the conduct, direction and support of combat, the more
conducive it is to civilianisation or commercialisation’ (DOD, 1994a: 137).
The Core/Non-Core status of an activity is determined using four broad areas of
definition determined in 1991 by the Wrigley IDC:
• Operational
• Operational Support
• Functional Support
• Defence Related Infrastructure

Operational activities normally pertain to combat or combat-related tasks that are
most properly conducted by uniformed personnel. These are considered to be core and
once identified will not be considered for evaluation of commercial support
possibilities.
Operational Support activities are normally characterised as being essential combat
support, governmental or Departmental Governance in nature. Operational Support
140

activities are usually classified as core and not considered for possible commercial
support, although some may include some non-core elements.
Activities falling within the Functional Support category are generally those
associated with training and support which do not require the use of military skills,
which are generally commercial or administrative in nature and which are not usually
related to combat or combat-related activities. Such activities often contain a mix of
core and non-core functions, of which the non-core elements may be considered for
commercial support.
Defence Related Infrastructure activities are normally associated with fixed base
support. They often have a direct equivalent within the community or are integral to
the civil infrastructure or industrial base. They are not normally deployed to areas of
military operation. These activities are generally considered to be non-core and prime
candidates for commercial provision.
There are three steps in determining if an activity will be reviewed under CSP.
First, determining whether the function being performed is needed in the future;
second, deciding whether it is inherently core or non-core; and third, for those
activities determined to be non-core, identifying if there is need to quarantine all
or part of the activity from commercial support process in order to maintain
suitable positions for essential Defence personnel, both military and civilian
(DOD, 1996b).

Quarantined Non-Core Activities
Even if an activity is considered to be non-core it does not automatically follow that it
will be subjected to CSP. In 1994 Defence introduced the notion of ‘quarantined noncore’ to describe those intrinsically non-core activities that would not be tested for
reasons of maintaining viable career structures; development and retention of skills;
relief; and personal development and military surge capacity (DOD, 1994c). The
algorithm in Figure 6-2 was developed to explain the process of determining which
activities would be subjected to competition via CSP.
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Although this process has now largely been forgotten the underlying principle that not
all non-core functions will be market-tested remains. More recent requirements of the
Defence Reform Program, for example, have pushed the boundary between the socalled Core and Non-Core parts of Defence further towards what many in Defence
still seem to consider to be essential Defence work. Defence now defines core thus:
An activity should be determined as core when it is not practical to establish business
rules that would allow it to be contracted out (McIntosh et al (M), 1997 p33)

CORE AND NON-CORE ACTIVITIES

Activity

YES

Is it Core?

Core - not available for
CSP

YES

Quarantined non-core,
not available for CSP

NO

Non-core, may be
available for CSP

ADF or APS manning
constraints?

NO

Non-core available for
CSP

Programmed into CSP
Tiers 2 & 3

Figure 6-2 Core/Non-Core Decisions (Source: DOD: 1994a)

Evaluation of bids
The CSP Methodology requires that all bids be analysed against evaluation criteria
that should be included in the initial tender documents. The chosen outcome, whether
commercial or in-house, should represent the best value for money for the Defence
Organisation. The CSP decision process uses a 10-year discounted cash flow business
case analysis to determine best value for money irrespective of the actual length of the
contract. The intention of this approach is to lessen the effect of initial transition and
start-up costs that may occur in switching providers (Thorman, 1997: 4). CSP
evaluations are conducted like any other competitive tendering exercise with a
specially convened Evaluation Team established to review all bids and recommend a
preferred option. The relevant Program Head must agree all CSP decisions and the
Minister for Defence is advised of the decision before it is publicly announced.
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IHOs appear to have several apparent advantages by being part of the Commonwealth
such as no insurance liability (until recently), no performance guarantees and no sales
tax. In at least some cases external bidders have been asked to itemise these costs
within their bids and they have then been subtracted from the overall tender price
when cost comparisons were made between bidders (see for example, Thorman, 1997:
11). Transition costs are also notionally added to bids to consider the full costs to
Defence of selecting a particular option.

Other reviews of CSP
CSP has also been examined either exclusively, or as part of another larger review of
government activities, on a number of occasions. Each of these reviews has made a
number of observations about the Program and its IHOs that are relevant here.

A Review of the Commercial Support Program and its Performance
In 1993 Defence commissioned Ernst and Young Consultants 19 to undertake a review
of CSP. The final report of this review submitted in September 1993 focused on
encouraging Defence to be more open and transparent about CSP processes; on urging
Defence to be more corporately focused in determining activities for CSP review; and
on the achieved and projected savings from CSP—stressing the importance of
improving Defence’s financial management procedures to allow accurate estimation
and tracking of these.
Ernst and Young (1993a) observed that:
•

CSP was a significant micro-economic reform initiative that was more than a
mechanical process—it was an integral part of changing the mindset and
culture in Defence;

•

CSP had delivered some real possibilities and promises—but in many cases
implementation had not [at that time] progressed to the stage where a

19

Ernst and Young were the principal consultants on this project. They also utilised the services of Sly

and Weigall lawyers and ACIL Economics and Policy.
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judgement could be made about whether savings efficiencies or better ways of
delivering services or products were in fact, going to be realised; and
•

there was insufficient recognition of the significance of CSP in assisting
Defence to manage effectively in the prevailing constrained budgetary context.
CSP, it was noted, ‘tends still to be seen as something separate from the
mainstream’.

Ernst and Young noted too that CSP was concurrently about obtaining more costeffective defence and shifting non-core activities to industry if justified on ‘value for
money’ grounds—although, they claimed, what this really meant was not well
understood. They warned of a danger of ‘loss of focus’ if CSP tried to be ‘too many
things to too many people’: while CSP should support wider corporate objectives and
initiatives it is not a panacea for institutional shortcomings’ (p20). Ernst and Young
also observed that CSP involved too great a level of blurring of the management and
contracting processes, and as result created unnecessary complications for both.
In addition, Ernst and Young noted that some parts of the Defence Organisation
seemed to be offering for CSP review packages of work that were not well designed
to attain strategic and innovative results for the Organisation as a whole (p27) and
efficiency was, in some cases, being pursued at the expense of effectiveness (p77).
Ernst and Young felt that it was not clear at that time how Defence intended to
redirect CSP savings and for what specific purposes savings would be used.
Consistent with the wishes of managers, union and industry representatives with
whom Ernst and Young spoke during their review, they recommended that Defence
inform stakeholders of the state of affairs in this regard (p35-36). They also noted the
slowness of assessments of Core/Non-Core status of Defence functions that might be
reviewed under CSP. This raised questions about the seriousness with which these
matters were being pursued (p25).
Ernst and Young felt that appropriate change management strategies had not been
developed and as a consequence staff working within IHOs felt frustrated, angry and
alienated and that this was reflected in considerable antagonism towards the process
(p79). There was widespread concern amongst Defence personnel that IHOs would be
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put at risk unless some priority was attached to retaining key personnel in important
posts until the changes were successfully implemented (p106).
Ernst and Young also noted the difficulties of implementing CSP and commended the
‘resilience, application and sheer hard work of those involved’ (p134). They noted
that many of the Defence employees assigned to CSP reviews ‘while extremely
dedicated and hard working, were relatively unskilled for the purpose and often quite
junior’ (p37). This lesson, according to Ernst and Young repeated itself with the
levels of skill and expertise necessary generally not evident amongst those employed
with CSP Reviews (p79).

Commercial Support Program Verification Project
In 1994 the Effective Change Consultants and The Public Sector Research Centre of
the University of New South Wales (PSRC) jointly undertook a CSP Verification
Project as part of the settlement of a Log of Claims by Unions. The project was
intended to address concerns of employees and Unions in respect to equity in the CSP
tendering process, skill retention and staffing matters, and to identify any unfair
impediments to the success of IHOs (McNamara, 1995). This project was also to
include comparisons with CTC processes in other government agencies and an
assessment of the degree to which CSP was, thus far, considered to be meeting its aim
(Effective Change Consultants and PSRC, 1994).
Comparisons with other CTC processes within this Project tended to focus on those
agencies that allowed in-house operations to move to a form of ‘best practice’ prior to
competition with the open market. The final report found much to criticise about CSP
and Defence’s management of its implementation. For a number of reasons to do with
tensions between Defence management and Unions over the background to this
review, the recommendations contained within the final report were never fully acted
upon. But as the research reported here (and undertaken some years later) will
demonstrate later, the Project did raise important points that have continued to plague
the progress of CSP.
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The Verification Project relied on a cursory review of other CTC processes and on
interviews with Defence, Industry and Union representatives to gather data. It
examined five CSP reviews—three of which were awarded to external companies,
and two to IHOs. Of particular relevance to this research were the following findings.
•

CSP was viewed by many as a mechanism to cut staff and costs—but the
projected savings from CSP were, at best, ‘rubbery’.

•

There was little ownership of the outcomes.

•

APS staff were unhappy about the way in which they were treated.

•

There was concern about the accuracy of, and thus, confusion about, the
criteria for Core/Non-Core assessments.

•

The scoping of some CSP reviews did not necessarily achieve the best
outcome for Defence.

•

Preparation of the Statement of Requirements was difficult because of lack of
historical data and accurate accounting records, and because personnel often
did not have the skills to perform this task.

•

Innovation was not a consideration in the assessment of bids.

•

The demarcation between Management Review Teams and IHO Development
Teams was sometimes applied incorrectly leading to, for example, those with
the technical skills not being available to prepare the Statement of
Requirements.

•

There was a widespread lack of understanding of legislation and Industrial
Awards, and of their application.

•

There was a fundamental lack of resources being applied to CSP processes.

•

There was a general lack of contract management skills within CSP activities.

•

Contract monitoring was ad hoc.

•

Consultation with staff and their representatives was poor—‘there was a
perception that consultation was an option’ and that ‘secrecy’ was used to
prevent proper discussion and consultation in some cases.

The Review concluded that:
•

there was no consensus of views about CSP, including a lack of clarity about
the very notion of Value for Money which underpinned CSP;
146

•

a lack of data, guidance, expertise and resources militated against competitive
IHOs;

•

the ‘defence culture’ (specifically styles and practices of management and
notions of consultation) were systemic barriers to IHOs; and

•

some issues raised during the period of this Review had been dealt with in
negotiations between Defence and Unions, but there were still a number of
matters (such as loss of intellectual property, social justice and equity) that
Unions considered to be outstanding, and requiring further attention.

In addition to matters relating specifically to the implementation of CSP Processes
this review also focused on the pre-CSP decision as to whether particular functions
should be subjected to competitive testing in the first place. It concluded that the CSP
Methodology ‘pays insufficient attention to and gives insufficient guidance on the
issues’ relating to that decision (Effective Change Consultants and PSRC, 1994: 17).
The report went on to suggest that ‘The CSP process is geared towards deciding on
the most cost-effective tenderer, rather than overseeing the most efficient provision of
services [and that] contract monitoring is incidental to implementation’ (p21).
This review declared, in relation to internal bids, that where an activity remains inhouse:
•

it doesn’t guarantee everyone gets a job;

•

that everyone is happy with the CSP process and its outcomes; and

•

there is different treatment of different types of workers.
(Effective Change Consultants and PSRC, 1994: 34)

Industry Commission Studies
In 1996 the Industry Commission conducted an extensive study into Competitive
Tendering and Contracting by Public Sector Agencies. Not surprisingly the Industry
Commission examined CSP and used some of its achievements to support its
conclusions. For example, the Commission concluded that ‘savings appear to be
significant regardless of whether an in-house or external bid wins’ (IC, 1996: 11); and
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that ‘CTC has been associated with substantial improvements in management and
work practices’ (p14). These were both direct references to the F-111 Aircraft
maintenance function at RAAF Base Amberley outside Brisbane that was won by an
in-house team in 1993.
In addition to its review of CTC across the public sector, the Industry Commission
has also examined Defence Procurement more specifically. CSP was considered as
part of this and was identified by the Industry Commission as an area where Defence
had achieved a great deal—but where more could still be done. The report made a
number of recommendations in regard to CSP:
1. Defence should consider not proceeding with in-house bids where they had
little chance of success.
2. Transition costs should be estimated and included in tender documents.
3. Successful in-house bids should be treated as autonomous units within the
Department with their own accounts.
4. Successful IHOs should be re-tendered when the agreement expires.
5. Defence should take every opportunity to speed up implementation of CSP.
(IC, 1994: 69-90)

Performance Audit of CSP
The 1998 the Australian National Audit Office (ANAO) concluded that, whether the
competition is won by an IHO or a commercial tenderer, CSP has:
•

created more awareness of the need for economy;

•

been instrumental in improving the cost-effectiveness in the supply of Defence
support services;

•

resulted in at least moderate savings;

•

demonstrated that the philosophy of improving the efficiency of service
provision by market testing is sound; and

•

increased private sector participation in support to Defence (ANAO: 1998: 910).
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The Audit also noted that the CSP Methodology has been developed reasonably
well—but its implementation could have been more effective particularly if it could
have been ‘implemented more quickly resulting in the earlier harvesting of savings’
(p11). The ANAO found no evidence of systematic bias against either commercial or
IHOs within the CSP process, and that ‘unit commanders were broadly satisfied with
the service they have received from both in-house and contractors after CSP’ (p11).
But the ANAO went on to note that Defence had not produced a strategy to
accumulate expertise in key areas of market testing and that it considered ‘the failure
of the Department to ensure that key functions are adequately staffed with
appropriately experienced personnel as the most significant factor inhibiting CSP
achieving its full potential’ (ANAO, 1998: 14).
The ANAO was critical of Defence’s inability to clearly define the military positions
that it needs to meet expected military contingencies and thus, to determine exactly
what was core business for the organisation that could not be market tested (p15).
They also pointed out that Defence could improve its management of support
contracts once put in place noting that having gone to the lengthy and expensive CSP
process
The Department does not then ensure that the contract developed allows management
to ensure that the value for money envisaged in the market-testing process is achieved
(ANAO: 1998: 16).

Specifically on IHOs the ANAO noted that:
•

resources devoted to development of IHOs are variable in both quality and
quantity;

•

many personnel involved in developing IHOs were only available on a parttime basis and most of these people had no experience in developing a
contract proposal;

•

Australian IHOs have been much less successful than their counterparts in the
US and the UK Defence Departments which suggested that IHOs under CSP
were not as competitive; and

•

that to obtain the best value for money Defence should ensure that IHOs have
the opportunity to deliver services differently (p18).
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These reviews of CSP have raised a number of issues regarding the implementation of
the Program which came up during this research and which will discussed again in
later chapters.

CSP Outcomes
As already noted, by the end of 2005 Defence had completed 121 separate reviews of
support functions using the CSP Methodology. These had evaluated the work of some
15,900 positions within the Defence Organisation—military and civilian. In 80
(66.12%) cases the decision had been to outsource the provision of the particular
service. In 32 (26.45%) instances the internal bid was selected. And in nine cases
(7.44%) the status quo had been retained. The total value of the Contracts and IHO
Directives let was $5,935,410 million and Defence was claiming projected annual
recurring savings in excess of $416,736 per annum. A summary of CSP Outcomes to
31 December 2005 appears in Table 6-1. A complete list of all CSP Reviews
completed prior to December 2005 is at Annex C.
In -House Options are considered to offer the best value for money in about one third
of cases but they tend to reflect the smaller, lower value activities. The larger reviews
in terms of the numbers of positions tested and the final value of the contract or IHO
Directive, almost always result in the function being outsourced.
CSP Evaluation Decisions Made

121

IHOs

32 (26.45%)

Commercial Contracts

80 (66.12%)

Status Quo Retained

9 (7.44%)

Projected recurring annual savings
To date
Number of Positions tested

$416,736 million

Indicative Total value of Commercial
Contracts and IHOs

$5,935.410m

15,935

Table 6-1: Summary of CSP Decisions to 31 December 2005
(Source: DOD: 2005)
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IHOs account for 20 percent of the total savings Defence is claiming for its CSP
Reviews. Data on the pre and post CSP costs of IHOs are not directly comparable
because of changes in scope and inflation. However, it would seem the IHOs have
made considerable improvements to the efficiency and effectiveness of service
delivery and are genuinely competitive with their external rivals. The distribution and
value of the savings being claimed within the 84 cases where sufficiently complete
data is available are shown in Charts 6-1 and 6-2 20 .
Defence has contracted for various forms of organisational support for many years.
Indeed, the organisation has so many contracts that it is simply not possible to itemise
them all, nor to calculate what level of efficiency Defence might be obtaining by
working in this way. It is of interest to this research though that a study by Domberger
et al (1995) did make some interesting observations in relation to the levels of savings
being attributed to CSP vis a vis other Defence contracts. Domberger and his
colleagues admit that the data available to them was incomplete but they noted that
within the other Defence contracts that they reviewed the average gross saving was
18.1 percent. For the CSP contracts that they reviewed from the same period the
average gross saving was 35.7 percent.

Distribution of CSP Decisions
July 1991 to December 2005
(121 Reviews in total)
In-House Option
(26.45%)
Commercial Provider
(66.12%)
Status Quo (7.44%)

Figure 6-3: Distribution of CSP Decisions
(Source; Department of Defence)

20

Savings (if obtained) have not been reported for all CSP Reviews and not for any of the nine Reviews where the
Status Quo was retained. Savings figures are only indicative as they are a comparison of prior costs with the costs
quoted by successful bids. Over time, inflation and changes in the work can further impact on costs.

151

Distribution of CSP Savings
July 1991 to December 2005
(90 Reviews considered)

Commercial Options
In-House Options

Figure 6-4: Distribution of CSP Savings
(Source: Department of Defence)

In-House Options within the CSP
As CSP has evolved and developed the importance of the IHO in providing
competition for commercial tenderers has been emphasised and promoted as a
positive feature of the Program (DOD, 2003c). Improved efficiency, it is suggested
(see for example McNamara, 1995), is being obtained in two ways: Firstly, through
the savings being made by selecting approaches which offer better value for money
(and which are usually cheaper than the estimated pre-CSP costs); and secondly,
through the discipline and focus on value for money which the mere state of
competition forces on all bidders. The quality of the bids, so the argument goes, is
better for the competitive environment fostered by including in-house bids.
Interestingly, neither the Wrigley Report nor the Force Structure Review proposed
any form of competition between Defence personnel and private sector companies.
Wrigley, while noting overseas ideas of ‘competing’, generally proposed that
activities simply be transferred to the civil sector and contracted-out. As noted
previously, the notion of a competitive process that included internal bids was first
introduced by the Interdepartmental Committee that examined Wrigley’s report. The
IDC recommended that Defence move to open a selection of activities to competition
and encourage in-house suppliers to consider ways of improving their efficiency and
to bid for the contracts on offer (IDC Report, 1991: 10). This appears to have been a
pragmatic decision made, at least partly, to head off possible resistance to changes. As
the IDC Report noted, ‘Union and staff attitudes could be moderated to some extent if
groups of staff had the opportunity to bid for contracts...’ (IDC Report, 1991: 17).
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Despite paying considerable attention to how IHOs should be developed, the CSP
Manual does not at any point give reasons for why Defence chose to include IHOs
within CSP in the first place. The nearest it comes to any form of explanation is to
note that
The aim of the IHO Team is to win the competition with industry (DOD, 1998d: 41).

The Air Force has perhaps made things a little clearer in its Project Management
Directives that govern all CSP reviews within that Program. The Air Force notes that:
The aim of producing an IHO is to examine alternative ways of providing the product
or services defined by the SOR in the most cost-effective manner. Innovation,
creativity and lateral thinking are important because in most cases the status quo will
not be competitive with commercial options (File AF 92-31823 (2)).

The absence of a clear explanation of the purpose of IHOs has left Defence personnel
to come up with their own interpretations. Some representative examples of these
follow:
To look good—to make the troops feel good (IHOM1-2).
The opportunity to win (IHOM6-1).

The purpose of the IHO for mine is to try and retain some from of morale for the
people by not simple saying to the people—we’re taking your livelihood away from
you (IHOM1-2).
The other side of the IHO—the reason we have it is because we have APS people
involved and union involvement. I believe that if we were here solely with military
people we would be told there would be no IHO next time (IHOM 1-2).

The development of IHOs was initially seen by many as being all but mandatory.
Strictly speaking this has never been the case: the CSP Process allowed for the
inclusion of an internal bid, and in most instances this possibility has been taken up,
but it was not an automatic inclusion. Unions in particular were keen to have internal
bids developed where civilian employees were affected. As will be discussed in later
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chapters, at least some people within Defence see IHOs as being primarily for civilian
staff and to placate the Unions in order to progress CSP. There have also been people
within Defence (and more particularly it seems, amongst military personnel) who
have seen IHOs as an embuggerance to be overcome. It is true that the Unions
representing Defence employees have a very close interest in IHOs and have actively
campaigned to see them included within the various Industrial Agreements. But the
Unions would argue that they have taken this stand for all Defence employees and for
the betterment of CSP and its outcomes (see for example RAAF, 1995). These
perspectives on CSP and its IHOs will be discussed further in the following chapters
which outline the views of staff and managers most closely associated with IHOs.
The decision to mount an in-house bid, at least where civilian staff are involved, is
generally the result of consultation between Defence management and staff from the
affected work area. The ANAO noted (1998: 30) that Defence has ‘an obligation to
develop an in-house bid if the civilian staff of the activity so desire’. Defence
management has, however, recognised that IHOs may not always be appropriate or
competitive. The CSP Manual now includes a number of criteria that should be
addressed in determining whether or not is likely to be viable. These are:
1. Cost effectiveness;
2. Competitiveness;
3. IHO Staff attitudes and commitment;
4. Practicalities;
5. Manning requirements;
6. CSP resourcing and management;
7. Benchmarking opportunity;
8. Flow-on effects; and
9. Risk.

(DOD, 1998)

The first CSP Reviews where no internal bids were developed occurred in the mid
1990s within all-military activities. Defence has not kept centralised records of those
Reviews where in-house bids were not prepared—or of the reasons for this. But a
quick count of all CSP Reviews since 1991 indicates about a dozen where there was
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no internal bid—at least four of them on re-competitions where IHOs had previously
been selected 21 .
In-house bids are expected to comply as far as possible with the requirements set out
in the tender documentation. This means incorporating into the bid all those factors
that would be expected from a commercial bid such as, implementation, operational,
personnel management and quality plans, and costing schedules for example. As the
IHO cannot be ‘contracted’ in the same way as a private company some of the pure
contracting requirements such as arrangements for insurances or performance bonds
are not required. The IHO should, as an alternative, address issues such as the scope
of the activity and defining the boundaries between ‘ordinary’ Defence functions and
CSP functions, and include a Service impact statement which explains the effect of
the proposed response on local Defence Force activities such as aid to the civil
community. Senior Defence managers should also ratify the in-house bid before it is
submitted. This action should allow those preparing the bid to be sure that, should it
be selected, the service and resourcing levels being proposed will be accepted and
supported.
Defence and the preferred service provider may also enter into negotiations to finalise
the relevant contractual arrangements. For an IHO, this means establishing an IHO
Directive that should define:
•

services to be provided;

•

standards to which these services should be provided;

•

the Performance Monitoring mechanism to be used;

•

the period of the arrangement (including commencement date and phase-in
periods);

•

conditions governing the arrangement (including conditions under which a
breach of agreement could constitute default, and the arrangements established
for resolution of disputes);

21

Three of these—RAAF Fairbairn, Broadmeadows and RAAF Williams—were cases examined for

this research. The fourth was Aircraft Surface Finishing at Richmond.
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•

change arrangements that might apply in the event of a change in the scope of
the activity or variations in workload;

•

allocation of resources (including personnel, facilities and financial resources)
to the activity; and

•

reporting and Monitoring requirements (including Management Information to
be provided to Defence management) (DOD, 1998d)

But as Defence points out –
The IHO Directive is not a legally binding document but an administrative
arrangement. Nonetheless, a breach of the terms of the IHO directive will lead to
corrective action including, in the case of serious breach, termination (DOD, 1998d:
68).

Monitoring and Reporting
All CTC and contracting outcomes must be monitored. ‘Indeed, many would say that
the greatest burden of contracting is the necessity of monitoring’ (Domberger, 1998:
63). Supervising in-house operations is often assumed to be less costly than
monitoring external contracts. Implicit in this view, although perhaps not always
explicitly articulated, is the idea that monitoring contractors requires greater vigilance
than monitoring in-house staff.
Implementation of CSP decisions may commence almost immediately or be phased in
over a period of time depending on the nature of the activity and the decision taken
regarding the future provision of the service. Implementation of the winning option is,
according to Defence,
the most important part of a CSP project [and if] carried out properly, it will identify
early any shortcomings and/or anomalies in the SOR and contract, ensure that
services are provided effectively from the start, promote good understanding and a
harmonious relationship between the contractor’s staff, the contract manager and the
users, and provide a sound basis for effective contract management (DOD, 1998d:
69).
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Defence appoints a Contract Manager to administer and monitor the contract or IHO
Directive. Their task is to ensure that the prescribed services are provided as required
and to the standards specified in the contract or IHO Directive, and to take corrective
action should problems arise. In the event of unsatisfactory performance on the part of
an IHO the Contract Manager should inform the IHO and request that the problems be
addressed in the same manner that would be used to enforce a legal contract—except
that for an IHO these considerations will be of a managerial rather than legal
contractual nature.
The current CSP Manual notes that in implementing a CSP decision ‘it is essential
that adequate and appropriate resource monitoring and reporting arrangements are
established [and that in the absence of such arrangements Defence] will not be able to
confirm satisfactory performance of the activity and will not be able to meet the
accountability responsibilities of Program Managers’ (DOD, 1998d: 73). It goes on to
note however, that:
There is no requirement for the ongoing reporting of savings accruing to Defence as a
consequence of implementing an in-house or commercial option as these savings are
fully identified and programmed in the context of the decision to implement the
option. Rigorous monitoring of the cost of the implemented option is required to
ensure that Program costs are constrained over time, and to demonstrate that the
implemented option performs in accordance with ‘contracted’ undertakings (DOD,
1998d: 73).

All costs directly incurred by an IHO should be identified and recorded in a separate
Cost Centre established within the Defence Accounting System. In addition to this
financial monitoring, IHO Managers should submit six-monthly performance reports
addressing performance in terms of financial and service delivery performance. IHO
Managers are also to report by rank/designation and number all personnel resources
used by the IHO. Activity overheads and imputed facility costs are reported where
these were not considered to be constant for all bids assessed. These rates can be
calculated using the Ready Reckoner of Personnel costs if actual expenditure data is
not available.
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Managing In-House Options
Managers of IHOs are, according to the CSP Manual, ‘to be given discretion over the
allocation of non-personnel related resources’ within the total costs of their particular
IHO. However the CSP Manual also notes that ‘there will be limitations on the
flexibility to reallocate resources between appropriation items’ and any surpluses or
deficits are to be declared (DOD, 1998d: 75).
Unlike successful internal bids in the US which are managed as autonomous business
units and which often run their operations from the proceeds of charges levied on
users, IHOs under CSP are allocated a separate cost centre, but are, for the most part,
precluded from looking to supplement income from other sources. They remain
subject to staff movement arrangements that apply across the whole Defence
Organisation and they are often expected to undertake additional work not specified in
the original SOR (ANAO, 1998: 85). Needless to say these issues have significant
impact on the overall operations of IHOs. They will be discussed in greater detail in
subsequent chapters.
To date CSP contracts or In-House Directive have been issued for periods ranging
from one to eleven years. Should there be changes to the requirements of an IHO
during their ‘contract’ period these should be treated in the same general manner as
would apply to a commercial contractor. The IHO should be asked to quote for the
proposed change and negotiations conducted to make amendments to the IHO
Directive.
The resources allocated to IHOs may also be adjusted for changes in economic
conditions in accordance with the price/exchange updating arrangements established
between the Departments of Defence and Finance and Administration.

Quality of In-House bids
In its review of CSP the ANAO (1998: 84) noted:
The quality of in-house bids seen by the ANAO was extremely variable. It seemed to
depend on who was assembling the bid and what resources they had to do so.
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Defence management would not allow the final in-house bids developed for the six
CSP IHOs studied for this research to be examined claiming that they were
Commercial-in-Confidence and therefore unavailable for review for any purpose
other than internal Defence business. The managers and staff interviewed though were
quite willing to discuss what they believed the bids contained and to give their
opinions on the quality of the bids and their subsequent implementation.
The most immediate issue to become apparent in that context was the fact that the
vast majority of managers and staff working within IHOs had also never seen the bids
submitted on their behalf and did not know with any certainty what they contained.
Equally, most had also not seen the IHO Directive that was meant to be their
‘contract’ with Program managers and to specify what they were to do and what
resources they had to do it with. The most extreme example of this was the Clothing
Store at ADFA where staff were not even aware of their status as an IHO and who
could find no paperwork to help clarify their situation 22 .
Another important aspect that has directly affected the quality of in-house bids has
been the assumptions made during preparation. When developing their in-house bids
the people charged with that task have apparently made a number of assumptions
about how things would operate should the IHO be selected but did not necessarily
document these in their bids, nor do these assumptions appear to have been examined
or challenged until after the bid was eventually selected and was being implemented.
Others appear to have been overlooked or ignored by those preparing the bid,
undertaking the tender evaluation or setting up the managerial arrangements for a
successful in-house bid. In other cases, such as in the following instance from
Fairbairn, these assumptions appear to have not been accepted by senior management
but this fact was somehow never communicated back to the staff within the IHO itself
and they continued to work on the basis of the assumptions they believed had been
built into their initial bid.

22

Further detail on the Clothing Store is contained in the following chapter.
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The Draft In-House bid for Base Support at Fairbairn (as an example of this) noted in
part that:
The personnel numbers quoted in this IHO are task orientated and predicated on the
principle that uniformed personnel will not be required for any parade, ceremonial
occasion, exercise, relief manning or employed in any other duty outside their
primary role (File AF-23103(1)).

Comment was sought on the internal bid from a number of areas within the Air Force.
One response received asked:
How good is the assumption that Service personnel will not be required for military
duties? … If the assumption is not correct then available manhours drop and more
personnel may be needed to meet the shortfall (File AF 92-23401 (3)).

A senior Officer with responsibilities for staffing matters also noted that there was:
no guarantee that the desired 100 percent constant manning can be maintained at
Fairbairn. … Also, the IHO assumes that the remaining RAAF Fairbairn personnel
will be excused from RAAF contingency demands such as exercise or relief manning
commitments which arise periodically. Whether the in-house bid is successful or not,
this does not necessarily mean that the surplus pool of manpower will be posted to
Fairbairn (File92-33686 (1)).

The in-house bid for Fairbairn also included statements to the effect that that all staff
allocated to the IHO were to be fully trained prior to their arrival. Again, this issue
was not addressed at all in the IHO Directive suggesting that it may not have been
accepted. Yet, the staff at Fairbairn clearly felt that this had been the case by virtue of
their bid being accepted in the first place and were similarly upset that this was not
being honoured. Indeed, the Implementation Report for this activity noted that ‘this
assumption should not have been accepted in the IHO proposal’ (File AF 92-31823
(2)).
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Summary
Earlier discussion of the nature of the Australian Defence Organisation (in Chapter 4
and again at the beginning of this Chapter) outlined the financial difficulties being
encountered by Defence in its attempt to maintain a well-equipped and
technologically advanced defence capability in an environment of limited government
resources and waning community interest in matters of warfare. Internal, managerial,
approaches to addressing this dilemma had hitherto failed to resolve the Defence
Organisation’s difficulties and the launch of the CSP was presented as being the way
to overcome this situation.
The Defence Force and the Community and The Force Structure Review are generally
credited with being the catalysts for the Commercial Support Program—against the
backdrop of the 1987 White Paper. All dealt with the competing demands of pursuing
self-reliance and fiscal constraint. The documents themselves, and the debate that
surrounded them, set the stage for a major program of reform within Defence—a
program that was expected to enhance military capability by simultaneously reducing
the size of the Defence Organisation (particularly by reducing the number of support
staff), outsourcing support functions, and redirecting resources to core military
operations (DOD, 1991d: 98). The Commercial Support Program, it was proposed,
could meet those objectives.
When Defence introduced CSP in 1991 it was hailed as a major reform initiative that
would change the way ‘Defence does business’. In the face of mounting financial
pressures, and in an environment increasingly disposed towards contracting-out,
Defence chose not to adopt the wholesale outsourcing approaches of some other
government agencies and included provision for current employees to also bid to
continue to provide support services for the Organisation via the mechanism of IHOs.
But adopting such an approach also brought with it a range of new considerations.
Not least of these were the management of Defence’s employees through a process of
organisational review, change, competition and downsizing that was intended to lead
to overall enhancement of the Defence Organisation’s ability to defend the nation.
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CSP was unveiled with flair and fanfare and commenced at breakneck speed. There
can be no doubt that it has had a lasting impact on the Defence Organisation—much
of it for the good of the Organisation. The outcomes of CSP have been quite
remarkable, but as will be discussed later the Program did not necessarily achieve all
that it might have, efficiencies and savings actually made did not solve Defence’s
financial difficulties and the intensity of changes and cost cutting measures have left
many within Defence battered, bruised and wondering if it was all worth it.
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Chapter 7

Life in an In-House Option
The previous chapter outlined the overall achievements of the Commercial Support
Program and the place of IHOs within the Program. This Chapter moves the
discussion to the findings of this research by reporting on the six CSP IHOs selected
for closer examination. It outlines the circumstances of each case and details the
perspectives of managers and staff involved in developing and implementing them.
The material presented here raises a number of issues that the managers and staff from
these IHOs believe to be important. The following chapter will address the
perspectives of other key stakeholders within CSP. Later chapters will then deal in
more detail with the issues raised in these two chapters and examine and discuss the
implications of these considerations for the IHOs and their achievements, for the
Defence Organisation and for the use of CTC and IHOs as mechanisms for public
sector reform.
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Case Study No.1
Base Support—RAAF Base Fairbairn
The Base Support activity at the Royal Australian Air Force (RAAF) Base at
Fairbairn, on the outskirts of Canberra, was one of the first reviews undertaken within
the Commercial Support Program (CSP)—and the first to be won by an IHO.
This activity had been identified for testing by the Wrigley Interdepartmental
Committee in Tier 1 of CSP. The Statement of Requirements (SOR) for this review
covered a number of support functions for RAAF Base Fairbairn and minor domestic
support for other RAAF Units in the Canberra Region. The SOR included air
movements services, clothing services, motor transport maintenance, photographic
services, road transport, security and stores handling. Tenderers were invited to bid
for all, or part, of this work and to bid for either two or three year terms.
Bids for this activity were sought in a two stage tender process. An Invitation to
Register Interest was issued on 16 September 1992 23 . Tenders were called on 26
November 1992 and closed on 3 March 1993. The decision to select the IHO was
made in June 1993 and the IHO Directive (IHD) was issued on 28 June 1993—to take
effect from 17 January 1994. This IHD was initially for a period of two years with
possible extensions but was later extended to 1998 so that this activity would fall in
line with the renewal of a catering contract at the Base that had also been let to an
external service provider under CSP—the idea being that the two would subsequently
be re-tested as one combined review.
Five commercial companies bid for all functions: two others bid only for the security
function. The IHO bid for all functions. Two separate tender evaluations were
undertaken to assess bids for the security function and the remaining base support
23

The Department of Defence has provided all dates and figures cited in relation to the CSP Reviews

discussed in this document. The assistance of Defence in providing such information is gratefully
acknowledged.
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activities. It was subsequently recommended that Security be contracted-out but
contract negotiations later stalled and this function was identified for competitive
testing as part of a separate, wider, review of security and access control
arrangements. The Base Support components were awarded to the in-house bid and
are the elements examined in this research.
According to Defence figures this activity cost the organisation, prior to CSP, $4.091
million dollars annually and employed 83 people—82 of them military personnel 24 .
The successful IHO was claimed to have cost Defence only $2.016m annually and
apparently had a nominal staffing level of 42 positions. $1.356 million dollars in
transition costs were paid—comprised mostly of redundancy payments for military
personnel. Defence claimed annual savings of $2.075m, which represented a 51%
saving on pre CSP costs for this activity.
The former Air Force CSP Implementation Team managed the original CSP review
process, and the IHO was placed under the command of senior Air Force officers.
Decisions pertaining to this IHO were made within the Air Force’s normal command
and control systems.

The In-House Option
The in-house bid for Base Support at Fairbairn was prepared almost entirely by one
Air Force Officer who had left the Base prior to the conduct of interviews for this
research. He had apparently worked largely on his own while developing the in-house
Bid and most of the staff interviewed for this research were unaware of what had been
proposed in the bid that was finally submitted. Indeed, a number of those who had
been at Fairbairn during that period expressed their displeasure at not being as
involved—and certainly, at not being as well informed—as they would have liked. In
particular, some staff noted that they had provided information and estimates in
24

The reporting of personnel numbers at this and some other sites has varied from time to time.

Personnel numbers cited in this section are those provided by the CSP area within the Department of
Defence.
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relation to things such as of numbers of personnel required to undertake certain tasks.
They felt, however, that these had either been largely ignored in the preparation of the
bid and (and they believed this to be the case) their estimates had been arbitrarily cut
in order to ensure that the bid could not lose. Staff who participated in this research
were also sure that the former Commanding Officer of the Base Support Wing had
wanted to win this competition no matter what, although they did not really know
why he had felt that way.
The new Commanding Officer, who took up duties after the in-house bid had been
selected, was already on record (Air Force, 1995: 6) as having suggested that this IHO
had been pared back so far that it had cut into critical organisational capacity in an
attempt to ‘win at any cost’: something for which he felt the current staff were now
paying the price. He had also noted that the IHO was working well in the
circumstances, and ‘despite the best efforts of the Air Force,’ which had not
adequately supported staffing levels or the provision of appropriately trained
personnel—both of which were particular agreements set out in the IHO Directive.
The successful IHO had reduced staffing numbers by about fifty percent on pre-CSP
levels. It employed both military and civilian personnel. The majority of staff were
civilian (APS) employees and military personnel were only used where this was seen
as necessary in order to address some other managerial consideration. For example,
the Air Movements function was staffed entirely by military personnel. The argument
for this rested largely on the fact that more than 50 percent of Air Movements
activities occurred outside normal business hours and civilian staff would have had to
have been paid overtime to work these odd hours. Military personnel on the other
hand, are not paid overtime and can be instructed to work at any time as part of their
normal duties.
All staff were ultimately responsible to the military commander of the Air Base Wing
who was outside the IHO itself. Military personnel covered the range of positions
from the most junior to supervisory and middle management levels of Sergeant and
Flying Officer. Civilian positions are generally at the lower end of their employment
groups—Administrative Service Officers Grades 1 to 4 and General Service Officers
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Levels 3 to 9. Military personnel occupied management positions, with only two
supervisors drawn from civilian positions, albeit that one was a former serviceman.
This IHO focussed primarily on lowering the costs of providing base support
functions by reducing staff numbers and civilianising the workforce where this was
seen as appropriate. It did, however, also attempt to make some changes to workplace
arrangements that further added to its overall proposals. Perhaps the most notable was
to propose the introduction of an Electronic Purchasing Unit that was intended to
streamline Stores handling and devolve greater procurement responsibility to user
areas. But the introduction of this facility did not go smoothly and ended up creating
extra work for the in-house team. The Clothing Store also proposed changes to work
practices by integrating tailoring and stores issuing functions and cross-tasking staff
in all aspects of the Clothing Store’s operations. This change does appear to have
been successful.
There were number of errors in the initial Statement of Requirements, the in-house
bid and subsequent IHO Directive. Department of State functions 25 were, for
example, not sufficiently separated from other functions leading to some confusion
and additional tasking for the successful IHO. The number of drivers allocated to the
motor pool was also less than could reasonably fulfil the stated requirements and
contravened Occupational Health and Safety Guidelines. These errors took some time
to rectify, and then, only with the intervention of other Air Force personnel outside
the IHO itself. The staff within the IHO were not so much concerned with the initial
mistakes as they were about the time and effort that it took to rectify them once they
were pointed out. The lack of drivers for instance, was still unresolved and causing
concern almost a year after the IHO was officially implemented (File AF 92-31823
(2)).
Fairbairn had what is known within Military parlance as ‘priority manning’ for some
of the positions within the IHO. This meant that if the occupants of these positions
were to leave (for whatever reason), the Air Force was supposed to find a suitable
25

Department of State relates to functions that should be carried out by the government, such as

accountability and reporting, and which should not be passed to contractors.
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replacement for them at short notice. The managers and staff within this IHO insisted
that this had not occurred and that they had been left seriously short-handed which
had resulted in other staff having to carry additional burdens for lengthy periods of
time.

The Managers
Two Military managers were interviewed in relation to this IHO. Both these Officers
had been posted to Fairbairn after the initial development and implementation of the
IHO, and both also had responsibilities for the Catering function at the Base that had
also been reviewed under CSP and which had subsequently been contracted out.
These managers were clearly impressed with what the staff working within this IHO
had been able to achieve despite the many obstacles that they believed had been put in
their way. Their frustration with what they considered to be lack of support and
recognition from senior personnel within the Defence Organisation generally, and the
Air Force specifically, was, however, very evident. They felt that the IHO, and its
staff, had been treated very unfairly. Senior managers had reneged on agreements
contained within their IHO Directive, and had then chosen to impose further
constraints on them by applying Service–wide efficiency measures to them over and
above the cuts already made with CSP. They were especially annoyed that these
additional impositions seemed to ignore the fact that this group had already
undertaken a rigorous self-analysis through the CSP process and already made
enormous cuts in operating costs in order to be selected in the first place. They also
cited slowness in posting appropriately trained personnel to the IHO and significant
delays in correcting problems and oversights arising from the initial CSP review.
They were particularly critical of senior managers whom, they suggested, were being
less than honest with the staff by publicly supporting IHOs and then privately
expressing their preference (apparently directly to these managers) not to have them.
These managers saw two primary purposes for having IHOs. First, to ‘try to and retain
some form of morale [for the staff] by not simple saying to the people—‘we’re taking
your livelihood away from you’. And secondly, because Defence also employed
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civilian public servants and, thus, had union involvement in managerial processes and
CSP, as an important technique for placating the Unions.
The managers believed that they were delivering what was expected of them under
the terms of the SOR but also suggested that the Air Force was ‘deliberately trying to
sabotage IHOs by enforcing a stricter regime on them than it [did] on external
contractors’. Reporting, for instance, was cited as an example of where the IHO was
apparently required to provide more detailed information than contractors would be.
The Core/Non Core distinction central to deciding what to subject to CSP in the first
place was seen as contributing to a significant ‘us and them’ problem between those
in areas subjected to CSP and those who were not. It was interpreted as a clear
message that the non-core people were not needed anymore and that they could be
substituted with a commercial organisation, or in the case of the military personnel,
with a cheaper civilian alternative. In addition, these managers shared the view
expressed by many of those interviewed for this research that CSP was first and
foremost about cutting costs. These dual influences of easy substitution and cost
cutting were seen as having a particularly detrimental effect on morale and on
employees’ long-term view of their futures. As one manager noted ‘the people who
are left are looking over their shoulder wondering when the next cut is going to
come’. These managers, like most other military personnel interviewed, felt that
neither they nor their staff now had a career in the Service, and that this ability to
easily swap all their Service training for a commercial provider was evidence that
they were no longer seen as valuable assets to the Organisation.
Tensions between the IHO and the rest of the Air Force Organisation were also raised.
Chief amongst these was the feeling that while the IHO had made changes to its
methods these were not being matched by other parts of the organisation. For
example, reference was made to a senior Officer who, although knowing the IHO no
longer provided cars with drivers, still expected this service (as opposed to the new
‘self-drive’ system). When the more junior Officer responsible for the IHO insisted on
not providing the chauffeur service, the senior Officer concerned had brought his own
driver with him from interstate—and apparently paid the associated costs. This was
viewed by the personnel at Fairbairn as blatant disrespect for the effort they had given
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in order to improve efficiency within the Air Force and the Defence Organisation
more generally: and as yet another slap in the face for the ordinary troops from more
senior officers who did not seem to think that all this also involved them too.
These managers felt that IHOs would always be worth the effort if they could save
even a few positions for RAAF personnel who might otherwise lose their jobs. But
they were equally sure, given the experiences of this IHO, that they would not be
given a ‘fair go’ were they to put in another bid when the IHO came up for review.
And on the basis of this view, the Commanding Officer of the Air Base Wing had
already tried to talk the staff out of re-bidding.

The Employees
A total of ten employees were interviewed from this IHO—five military and five
civilian. They were, without exception, unhappy about some aspects of their current
circumstances. This displeasure ranged from lamenting the reduction in standards of
service brought about by tighter resource constraints; to frustration with other parts of
the Defence Organisation who did not cooperate with the IHO’s new ways of
working; to a belief that they were being unfairly treated in resource allocations; or to
outright anger about what they saw as the loss of the proud traditions of military
service and their own poor treatment by their senior management.
These people felt that there should have been some positive outcomes flowing from
their CSP Review and the subsequent selection of their IHO but they had trouble
identifying these. The Statement of Requirements and IHO Directive should have
spelled out clearly what was required of them. They felt that they had demonstrated
beyond doubt that they could continue to perform the functions that had been
reviewed with less staff and reduced costs. But, most did not have a clear idea of what
was expected of them—they had never seen the original in-house bid, or the IHO
Directive. Thus, they were working largely from knowledge of how things used to be
done and working out any additional new requirements as they went along.
Military personnel were generally less interested in having an IHO than their civilian
counterparts. They felt that because of the military system of posting personnel
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around different locations that they would simply be posted somewhere else if there
were no job for them at Fairbairn. This was irrespective of whether that circumstance
might come about because of a competitive process such as CSP and an IHO, or some
other cause. Most felt that IHOs were essentially for civilian staff who did not have
the option of easy relocation available to them. The exception to this general feeling
came from a couple of military personnel whose mustering (employment category)
was being removed at the same time as CSP had occurred. These people saw CSP as
at least partly responsible for the loss of their employment stream and future
promotions and accused Defence of using CSP to run down numbers of personnel in
the affected categories.
The matter of greatest concern to the military personnel interviewed at Fairbairn was
the loss of their military way of life. They felt very strongly that the military (and the
Air Force in particular) was no longer the career that it had once been and was now
clearly ‘just a job’ with no real future and no obvious progression into other jobs or
higher ranks. For some there was a very real concern that they were effectively being
‘drummed out’ of the Air Force because it was actively contracting out support
functions and the staff in these employment categories were literally ‘running out’ of
places to go. They acknowledged that this situation was not solely the fault of the
Commercial Support Program: wider changes within the public sector also
contributed. But equally, they argued, if they could be substituted for an external
contractor then their skills and knowledge could not be seen as special and nor, did it
seem, were they held in high regard by their senior Officers who were making the
decisions that caused these circumstances.
For these military personnel CSP was purely about cost cutting. And as far as they
could see these cuts were being born almost entirely by the ‘troops’—the workers in
the lower ranks. They were strongly of the view that CSP was about removing
positions from RAAF personnel and giving them to civilians who, they had been told,
were cheaper to employ. As one junior NCO put it—CSP is really ‘when the civvies 26
26

Civilian employees with the Defence Organisation are commonly, colloquially, referred to as

‘civvies’.
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took over the RAAFy’s jobs.’ The civilian staff were not so concerned about this
aspect—they felt that they had been employed to do a job and they wanted to get on
with doing it without the additional irritations of further budgetary constraints or the
complaints of disgruntled colleagues.
The military people were especially critical of their senior Officers who they felt had
‘lost the plot’. These senior people were, in their troops’ view at least, focussing too
much on cutting costs and complying with the expectations of their political masters
and not enough on standing up for their troops or the value of the military as a whole.
The civilian personnel were more sanguine than might have been expected. They also
expressed concerns about how they were treated by senior managers and the Air
Force ‘system’ but they were more knowledgeable about wider public sector reform
and saw competition, CSP and IHOs as being but part of that overall environment. All
the civilian employees interviewed were new to the Base (if not to the APS) having
moved in to replace former military personnel who had moved on (or out) when the
IHO was selected.
The military personnel tended not to distinguish between civilians who worked for
Defence and civilians who worked for external contractors. To them these people
were all ‘civvies’ who took away RAAFies’ jobs. This was clearly a significant hurdle
for the incoming civilian employees within this IHO who felt that they had had only
minimal assistance in picking up the reins from the previous incumbents and had
endured vitriolic comments and being bypassed in their authority in favour of a
military person. The managers at Fairbairn were aware of these difficulties and were
actively working to encourage a more respectful and collegiate relationship between
the two groups of staff.
The consequences of the push to reduce costs were seen as wide ranging—harsh on
the staff and, in the longer term, potentially crippling to the organisation. As these
people saw it, there had been an increase in the amount of work individuals were
expected to undertake, reductions in the amount of time they were able to devote to
training or other military activities, and an increase in the levels of responsibility
given to individuals. Funds were so tight that civilian staff who worked additional
hours were not paid overtime and, because they could not be placed on approved
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overtime which ensured compensation coverage in the event of an accident, for
example, this additional work was routinely given to military personnel who are not
paid for any additional hours. Thus, the work was done for no additional cost but the
lower paid civilian staff resented not having the opportunity to receive additional
monies and the military staff resented the additional workload with no apparent
benefit to them either.
Coupled with a perception of a lowering of service standards long held to be
important to military operational effectiveness, the overall loss of military personnel
from the Defence Organisation and a feeling that they were no longer valued for their
skills or expertise these circumstances led to a general level of dissatisfaction and
poor morale.
Military and civilian staff alike commented on the separation between Core and Non
Core (CSPed) parts of the Defence Organisation. The military resented what they saw
as favouritism being shown towards the personnel in the Core functions at the
expense of the obviously expendable people in the Non Core areas such as their own.
But they also saw this divide going further into how they were treated within Defence.
One interviewee commented on what he saw as a distinction between the Air Force he
was in and the ‘real’ Air Force for the so-called Core personnel. Equally they saw this
divide also surfacing over resource allocations. In their words the people in this IHO
were ‘Defence personnel’ when they were required to undertake military roles and
they were ‘contractors’ when Defence Managers wanted to cut their budget or force
them to do something in a cheaper way.
The civilians commented on what they interpreted as two sets of rules—one for
Defence and one for IHOs. They felt that they were working harder than their
counterparts in other parts of Defence; that they were under more scrutiny and that
because of tight financial circumstances could not find the time or the money to attend
other activities such as training courses. They were angry also that they were being
required to further justify the staffing of positions that became vacant when they had
only recently completed an exhaustive review under CSP and now had, they thought,
a written agreement with their senior managers about the levels of staffing that they
could maintain.
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The staff knew very little about what had been proposed in the original in-house bid
(none had ever seen it) but those who had had some involvement in providing
information felt sure that their advice had been ignored in the final instance anyway
because the inadequacies of the IHO Directive showed, in their view at least, that their
advice could not been considered.
‘I think if a contractor came in here and actually won the contract they would have
been very very very short staffed the same as us. The thing is, they would have gone
back [and said] you didn’t give us the right figures; we want more money cause
we’ve got to put on more staff. … We came back and said we need more staff: they
said stiff shit because you won the IHO you’ve got to play by your game. The people
who won the IHO did not write the Statement of Requirements’ (IHO employee).

Implications
The development of this bid and the transition into operation was clearly not a happy
time for the people involved. The remaining military personnel felt that they were
unfairly taken advantage of. The incoming civilian staff claimed not to have had any
training in some areas before they took over the work and believed that the outgoing
military personnel gave them a ‘very short and unsuccessful handover’.
As one of the first CSP reviews, and the first IHO to have been selected, Fairbairn
appears to have suffered from many the difficulties that are often associated with
‘going first’. In the rush to meet deadlines imposed on the CSP review, and without
the wisdom that comes from experience in such matters, Defence appears to have
overlooked a number of crucial points of detail. Staffing levels, for example, do not
appear to have been fully thought through, and outstanding issues were not resolved
during the tender process and in the development of the IHO Directive. As a
consequence the transport section within the IHO (as one example) was apparently
reduced from 14 to two military personnel—with several civilian drivers to be
allocated as well. It took some months for these civilians to arrive and as a result the
incumbent military drivers found themselves working long hours over many days to
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keep the section going. In addition to this, the roster for drivers was unrealistic in that
it required a small number of drivers to maintain a 24 hour a day, 7 day a week
service without respite. This apparently contravened Occupational Health and Safety
Guidelines and was eventually rectified only with intervention by external experts.
Of course, such circumstances were difficult for the staff and have left lingering
resentment, not only because such mistakes occurred in the first place, but also
because it took such a long time and some considerable effort to resolve. The people
at the work level did not understand how the decision-makers within the Defence
Organisation could have gotten something so glaringly obvious to them so terribly
wrong and why, even when it was pointed out, it took so long to correct.
The military personnel at Fairbairn were generally much more deeply affected by the
intentions and practical applications of CSP and IHOs than their civilian counterparts.
They were struggling to come to terms with the enormity of the changes that they felt
had been foisted upon them. They tended to link all public sector reforms under the
one banner of CSP because it seemed to be the only tangible label that they could
find. They were upset by what they saw as the degradation of a proud military Service
that they had joined some years previously. They were angry that they had been put
through all the upset of CSP—and only to find that things were worse than before
despite all the talk about new and better ways of doing business. They were confused
about the future of Defence and their place within it. They were frustrated that their
efforts in making this IHO work appeared not to be being recognised (indeed they felt
that some of their superiors were actively working against them) and they were angry
that the Defence Organisation could turn on its own in such a manner. While not
disputing the need to make some changes within Defence they questioned the need to
do things this way.

Post Script
At the time that interviews were conducted for this research both the Base Support
IHO and the Base Catering Contract at Fairbairn were about to begin a second round
of review. Initially, both were expected to be incorporated in a single review of all
support functions at Fairbairn. Staff had already indicated that they wished to mount
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another in-house bid (if for no other reason than to correct the errors of the past) and
Air Force management had agreed that such a bid could proceed although, issues to
do with finding the necessary resources to staff the bid development remained
outstanding (File AF 95-34449 (1)).
In mid 1997 however, the support functions at Fairbairn were joined with others in the
area and a larger review of Garrison Support for the ACT and Southern New South
Wales was scheduled under the Defence Reform Program. This review was to include
a broad range of support functions, and incorporate examination of many more
positions, across Defence. The staff interviewed at Fairbairn were concerned about
what would happen in this review and were not overly confident that they would be
able to mount a successful in-house bid given their experiences within the current
IHO and the potential difficulties associated with a larger bid.
The Invitation to Register Interest in the new Garrison Support function was issued in
June 1998. This review evaluated the work of some 261 positions including those at
Fairbairn. No IHO was submitted and a five-year contract was let with the successful
commercial tenderer in mid-1999. Defence estimates savings of $13.201million over
the life of this contract.
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Case Study No.2

Clothing Store
Australian Defence Force Academy
Located in Canberra, the Australian Defence Force Academy (ADFA) provides
tertiary education and training for Officer Recruits for the Armed Services. ADFA is a
College of the University of New South Wales and is administered jointly by that
University and the Defence Organisation.
The Clothing Store is part of the ADFA Support Squadron that provides a range of
support functions for the Academy. These cover transport, cleaning, purchasing,
storage and issue of all items of ‘kit’—including clothing. The Clothing Store itself
provides a retail outlet for issue and sale of military clothing, together with tailoring
and alterations services. It is closely aligned with the Squadron’s Warehouse facility
that was not tested under CSP.
The Wrigley IDC also identified this activity for review during Tier 1 of CSP. A
single stage tender process was used for this review. Tenders were issued on 16
December 1992 and closed on 26 February 1993. The In-House Directive was issued
on 30 June 1993 for a period of four years and was worth $2 million.
Seven positions were evaluated as part of this review. The ADFA Clothing Store is
the second smallest activity to have been reviewed under CSP (the smallest reviewed
five positions). Figures are not available on pre-CSP costs, nor therefore, of the
savings that were apparently made by this IHO
The CSP review for the ADFA Clothing Store was managed within the, then, Forces
Executive Program. This activity was originally scheduled for second round review in
July 1997. It was subsequently also subsumed into Garrison Support function for the
ACT and Southern New South Wales that was contracted out in 2000.
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The In-House Option
The in-house bid for this activity appears to have been developed away from the Base
Support Squadron and, thus, did not involve staff from the Clothing Store at all. As
surprising as it might at first appear the managers and staff of the Store were unaware
that the Clothing Store was even a CSP IHO. Approaches to conduct interviews for
this research first alerted them to the situation, which was subsequently confirmed
with ADFA management. The Commanding Officer expressed concern at the extent
to which staff involved with the Clothing Store might then have been able to
contribute to this study given this circumstance. Certainly questions had to be reframed somewhat to reflect this situation, but the fact that people were ignorant of the
position that they were technically in, and despite the fact that Defence had publicised
this widely, was a point worthy of pursuit in itself.
The successful in-house bid was based on an organisational structure that had been
put in place for the Clothing Store some twelve months prior to CSP review. This
‘trial’ of a new more efficient way of operating was seen as having proven the worth
of the new structure which was subsequently adopted (File HQ 93-20249 (1)).
The selected IHO apparently employed five people—three military personnel and 2
civilian tailors. A number of casual tailors (all civilians) were also engaged during
peak workload periods and, if workloads were higher than expected, these were also
supplemented by military tailors from other areas of Defence as well. Employment of
these tailors was factored into the IHO’s costs. This IHO was integrated into the
overall operations of the ADFA Base Support Squadron and as such drew upon
assistance from other areas when necessary: equally staff from the IHO were also
called upon to assist in those areas when required.
This activity does not appear to have had an IHO Directive prepared to cover its
operations. A search by the IHO Manager at the time of interviews at this site and a
subsequent search of Departmental files by the researcher failed to turn up such a
document or anything else that could be interpreted as fulfilling that role. By their
own admission the staff at the Clothing Store were simply doing what had always
been done but with a few less staff than was previously the case.
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The Managers
Two managers were interviewed in relation to this IHO. Both had been posted to the
ADFA Support Squadron after the initial CSP review. Given this, and their ignorance
of the status of this IHO, they felt unable to comment specifically on whether this
IHO was worth the effort required to mount it or on whether it was delivering what
was initially expected of it. They noted that someone (somewhere) must have been
reporting on them as a CSP IHO but they had had no input into such reports.
They made the point however that having now reviewed what little documentation
was available pertaining to the Clothing Store, they considered the original Statement
of Requirements (SOR) for the activity (upon which the tender process was based) to
have been wrong in that it did not reflect what they actually did. They felt that the
SOR did not allow any flexibility for the IHO and that ADFA management
subsequently also did not allow them any flexibility other than that which could be
obtained by juggling resources within the Support Squadron itself. It was suggested
that as things currently stood, ADFA was ‘getting the best of both worlds’ because it
could hold the Clothing Store up as evidence of having applied CSP within ADFA,
and yet at the same time, it maintained tight control over the Store within the overall
management of the Support Squadron and the Academy itself.
These managers felt that overall, the Clothing Store was continuing to do fairly much
the same work that it had always done, and essentially in the same manner—it simply
now did it with fewer staff. They also believed that the level of service being provided
was what staff and cadets of the Academy expected. This was largely because there
had been no change to that level of service and the Academy clients did not have any
other expectations anyway. This level of service was largely maintained by
augmenting the capabilities of the Clothing Store with people from other parts of the
Support Squadron who were called on to assist whenever required. ADFA has peak
periods generally associated with intakes of new Cadets and at those times it is very
much a case of ‘all hands on deck’ to help with whatever is required.
Whether or not to remove IHO personnel from Duty Rosters and other functions
associated with the functioning of the Support Squadron was a consideration for the

179

IHO Manager. Traditionally military personnel would have been expected to share in
these tasks but, as had also happened in other places, they had not been included in
the SOR or in-house bid and were therefore not covered from a resource point of
view. The Commanding Officer had decided that morale across the whole Squadron
would have been more substantially affected had she removed these people from such
tasks and she had therefore included IHO staff in these activities and found a way to
offset this additional tasking from within the Squadron’s resources.
These managers questioned the sense in ‘CSPing’ only one part of the Support
Squadron in the first place and suggested that to test the whole squadron, or none of it,
would have probably made more sense. They were also concerned about what they
saw as failure by the central areas within the Defence Organisation responsible for
this, to post appropriate people to the Clothing Store and then blaming the Store for
failing to meet particular requirements that were contingent upon the skills of these
people.

The Staff
Two staff members were interviewed from this IHO. One was vaguely aware that they
might have been part of an IHO; the other had learned of this from the Commanding
Officer prior to the interview. Neither was particularly concerned about the fact that
they were part of a (supposedly) short-term IHO that was to be competitively tested
again in the future. Both were military personnel, which could explain to some extent
this seemingly blasé attitude as they would, in all probability, be posted to another
location should this activity be contracted out in the future.
The IHO does employ civilian tailors. These people did not choose to participate in
interviews so their views on this issue are largely unknown. It is probable that they
too would not have been overly concerned because they possessed skills that are also
used outside Defence and the public sector. If other CSP reviews are any indication,
these people may well have obtained a job with an incoming contractor should the
activity have been outsourced anyway.
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The staff interviewed felt that there had been no significant change in the workload or
overall management of the work of the Clothing Store as a result of CSP or their IHO
status. They believed that separating the Clothing Store from other parts of the
Support Squadron, particularly the Warehouse, would have been impracticable
anyway because of the close association needed to operate both units effectively. As
such they felt that they were operating outside ‘CSP Guidelines’ by integrating both
units as far as necessary—but that this was the most sensible thing to do.
No paperwork was shown to us: no direction from either CSP Branch or [local
management] as to how we now had to change our procedures. So … everything that
we had been doing, we kept on doing (IHO Employee).

These staff were generally not in favour of contracting-out of the kitting and tailoring
functions in the first place. The potential for lack of job knowledge when using people
external to the function was something that they felt was particularly ‘risky’ for
Defence. They believed firmly that only military personnel could understand the ethos
of the military and the significance of wearing a uniform. Thus, they also felt that
only military personnel could kit and fit other military personnel correctly.
These staff expressed their concern at the use of military personnel to perform
additional duties in preference to civilian personnel because they can be ordered to do
so, can be required to do so at short notice, and do not get paid overtime. This had
apparently happened within the Clothing Store and the staff were aware that it had
also happened at other sites too. They also believed that the resources provided to the
Clothing Store were insufficient and needed to be augmented with people from other
areas within the Support Squadron during times of high workload.
Loss of traditional protection of military positions was also a concern for these staff—
it is ‘no longer a career Service’ was the lament as they pointed to reductions in
prospects for posting and promotions because of overall reductions in numbers of
available positions within the base Support Squadron and within the military more
generally.
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There was apparently also some apprehension amongst staff who had heard stories
and rumours about other IHOs, further cuts within Defence as a result of other
initiatives and loss of personnel through dissatisfaction. This had had some impact on
morale within the Support Squadron but for the most part they were simply trying to
get on with the job at hand.

Implications
The Clothing Store was reviewed in the early days of CSP. At that time some CSP
reviews were conducted, and IHOs developed, as essentially ‘desk top’ exercises
undertaken away from the workplace and with little, if any, involvement from
workers within the various activities. This coupled with the regular turnover of
military personnel as part of the normal military personnel posting cycles, can create
discontinuity in ‘corporate memory’ and could have contributed to a lack of
knowledge about the CSP process for most of the incumbent personnel. However, it
could also be possible that the ignorance of CSP and IHO status within the Clothing
Store might have been deliberately contrived. By distancing the development of the
IHO from the work place, and by not providing the usual documentation, the trail to
this activity was broken to some extent. It has already been mentioned that this was a
particularly small activity and one that was heavily integrated with the other activities
of the Support Squadron. Indeed, the way that it was operating was probably the only
effective way that it could work. The staff of this IHO did not exhibit the same level
of distress about the competitive nature of their circumstances as was apparent in
other IHOs—most likely because they were unaware of just what that meant. Perhaps
then, senior managers at ADFA had allowed this IHO to operate much as it had
always done because that was the most effective way to manage both the IHO, and the
Squadron of which it was part. Perhaps it was also a way of either protecting or
shielding the staff from the distress and/or distraction of their competitive
circumstances. It is unfortunate that Defence does not have data publicly available in
relation to the levels of savings that this IHO would have been expected to have
achieved.
One of the most interesting contradictions presented by these staff was their very
strong conviction that to do the sort of work that is done within the clothing store
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requires expert knowledge about military uniforms and the customs and expectations
associated with its presentation. They were adamant that only military people could
understand these requirements and perform the tasks appropriately. Yet they pointed
out that when things got busy they used people from other area within the squadron to
assist. These people were admittedly lower level military personnel but they were
drivers and storemen for example, with little or no background in clothing and as one
interviewee noted that they had never worked in a Clothing Store before coming to
ADFA.
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Case Study No.3

Engineering Support
Defence Science and Technology Organisation,
Salisbury
The Wrigley Interdepartmental Committee identified Engineering Support for the
Defence Science and Technology Organisation’s facility at Salisbury on the northern
outskirts of Adelaide for review under Tier 1 of the CSP. The review covered a range
of engineering and engineering support functions that are now provided by the
Scientific and Engineering Services Unit. This Unit incorporates both the IHO at
Salisbury and a contract with ASTA Defence for the provision of a similar range of
services at the Science and Technology Organisation’s Melbourne–based Research
and Development Divisions. The Manager of the Scientific and Engineering Services
Unit manages both the IHO and the contract with ASTA.
Tenders for this activity were called (along with those for a number of other activities
that were also reviewed under CSP at Salisbury) in a two-stage process which
commenced on 16 September 1992 with the issue of an Invitation to Register Interest.
A Request for Tender was issued on 17 December 1992 and closed on 10 March
1993. The IHO Directive (IHD) was let on 11 October 1993 and the IHO commenced
operations on 1 November. The IHD was originally for a period of five years with an
estimated total value of $40 million. In December 1995 the IHD was extended to
2001 (with the option for a further extension of up to two years) to align it to the
ASTA contract. The staff at DSTO viewed this extension as Defence having ‘restarted
the clock’ in relation to the time that their IHO had to run.
This activity was costed at $17.428m per annum prior to CSP. According to Defence
after CSP it cost $14.877m per annum. This represents a saving of $2.55m per year,
or 14% of pre CSP costs. The IHO employs an all-civilian workforce made up largely
of engineers and technicians, with a small number of clerical support staff. $3.950m
was paid in transition costs.
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This CSP review was managed within the Defence Science and Technology
Organisation (DSTO) which apparently used the catalyst of CSP to also undertake
major rationalisation and reorganisation of engineering services previously located
within the Research Divisions who are now the clients of the IHO. These roles, and
some of the staff who performed them, were relocated to the Scientific and
Engineering Services Unit (SES) and subsequently market tested as part of the CSP
Review. Defence Reports indicate that 142 positions were evaluated, with 24 of these
initially being eliminated from the successful in-house bid. The successful in-house
bid apparently identified that staffing would reduce to 140 in the first year and fall
below that in subsequent years. The staff within the IHO pointed out, however, that
the rationalisation and relocation processes actually affected some 300 staff across
DSTO and affected more people than just those who were working within the central
engineering group prior to CSP. Many of these people were apparently redeployed or
were offered, and accepted, redundancy packages and left the organisation as part of
the overall transition to the new in-house arrangements. Although the reported
number of positions evaluated obviously does not reflect this circumstance, it would
seem that the $3.950m paid in transition costs might: in all some 115 people were
made surplus to requirements at Salisbury as a result of Tier 1 reviews (File DST 9222607 (7)).
The IHO Directive for the Engineering Services function was a much more legalistic
document than any of the other Directives reviewed for this research: it emulated a
traditional contract between Defence and a commercial company much more closely
than any other Directive examined. Indeed, the signing of the document was even
conducted during a specially convened ‘Signing Ceremony’ not unlike those
commonly used when Defence enters significant contracts with private companies.
This Directive was also the only one for which amendments were issued in a formal,
written, manner.
The Directive specified the work to be undertaken within the Scientific Engineering
Support Unit and the resources to be used for those purposes. It was the only
Directive reviewed that addressed a phase-in period for the IHO. It was also the only

185

one to specify standards of Appearance, Behaviour and Conduct of staff and subcontractors working within the IHO.

The In-House Option
The successful in-house bid planned to reduce staffing within SES by 28 percent of its
pre-CSP level over a three-year period. A staffing level of 140 was identified for the
first year of operations and falling to 120 by the third year. This reduction was
achieved primarily by rationalising engineering functions across Salisbury and
bringing these together into one centralised and specialised unit which could then
whittle its numbers down to those that it believed could be sustained. The IHO also
identified a number of functions that the unit would contract-out in order to address
fluctuations in workload and to allow them to concentrate on more specialist
technologies rather than routine processing tasks. Other than these, not insignificant,
changes the IHO undertook its functions much as it had always done.
According to the staff at DSTO they had bid some 30 percent over their actual
capacity when they submitted their in-house bid for the engineering support function.
This action was based on two very significant factors. First, calculations as to how
many people would be required to perform the function were, at best, estimates
because the staff did not have hard data upon which to base all the judgements that
had to be made at that time. And, their clients in other parts of the organisation were
not particularly clear about what they required of this IHO anyway. Second, the staff
understood that they would be able to use any spare capacity to pursue external work
with other organisations (often private sector companies) that would bring in
additional revenue. This could then be used to meet the costs of employing more staff
to undertake not only the extra commercial work, but also, to augment regular staff.
The ‘sale’ of excess capacity was originally agreed to by DSTO Management, but was
later rescinded. According to staff at DSTO that decision left the IHO short by the
equivalent level of resources and the shortfall was apparently never made up. Activity
Reports prepared by the Unit do, however, indicate that SES did undertake a small
amount of commercial work for outside organisations (File DST 92-22607 (7)).
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As a result of those circumstances, the staff felt that the staffing of the IHO had been
reduced too far and they were frustrated that they could not undertake all the work
that was expected of them. They noted also that their clients had belatedly ‘come out
of the woodwork’ with things that they are expected to have done. People within the
IHO did not feel that they had enough staff to meet workload demand and believed
that Defence’s financial arrangements were such that they could not obtain additional
funds to cover the employment of more staff.
The staff showed a high level of ownership of this IHO that they attributed to the way
in which the original bid itself had been developed and presented. They had ‘made
sure’ that all staff had ownership by having everyone involved to some degree in the
development process and by adopting an open, participative style in the development
of their strategic business plan. Although, lower level staff in particular, suggested
that opportunities to attend training activities had apparently dropped off because of
limits to the budget and perceptions of having too much work and not enough time to
attend.
This IHO also relied on the use of some sub-contracting to meet and manage its
workload. This issue was previously the matter of some considerable debate within
Defence. It was, however, raised only in passing by the staff at DSTO who clearly
saw it as a normal and logical extension of their work, and one that fitted with what
they were trying to achieve. The fact that the IHO was selected at Salisbury while
their sister Unit in Melbourne was contracted out was explained in terms of staff at
Salisbury doing more of the design and development work while the people in
Melbourne were more oriented towards technical production of the designs.

The Managers and Staff
Only one manager was interviewed at this site—the IHO Manager himself. In order to
honour the undertaking given to all participants that their comments would be
reported anonymously information he provided has been merged with that provided
by other interviewees. Ten other staff ranging across clerical, engineering and
technical roles also participated.
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The staff of the Engineering Support Unit generally agreed that the impetus for CSP,
and thus for IHOs, was financial and determined for them by political considerations
outside their immediate area.
They considered the in-house bid to have been inaccurate. Figures were ‘just sort of
pulled out go the air’. But one of the main drivers for this was apparently an internal
rule-of-thumb target staff number set for the IHO by the consultants that they
employed to assist with the preparation of their bid. The message had apparently been
to stay below a particular staff level or you have no chance.
These employees were convinced that Defence made a fundamental mistake in
declaring their function to be non-core and therefore available for competitive testing
in the first place. They constantly compared themselves to their colleagues in the socalled Core parts of DSTO and questioned the reasoning behind the decision to
subject them, and not the others, to a competitive review. Having won the competition
to provide this function for the present their aim now was to perform so well that they
prove beyond any doubt that they were, in fact, integral to the effective operations of
DSTO and that they should not be subjected to CSP again. The manager, in particular,
had made arguing this case one of his chief tasks for the foreseeable future. The staff
even went so far in interviews as to point out how they tended to recruit temporary
staff and contract workers from the ranks of former DSTO employees. These people
they argued, knew their requirements and standards and therefore ‘do a better job’
because of the obviously (to DSTO personnel) specialised nature of their work.
These people recognised that it would be possible for the area to revert to a
‘comfortable environment’ and lose focus on the needs of customers without some
catalyst that maintained the pressure on them to continue to perform. But they did not
see the threat of competition and possible job loss as an effective way to motivate
staff, or to sustain their longer-term commitment to the organisation. It was suggested
that with this form of uncertainty, it was likely that at least some ‘good’ people would
ultimately ‘vote with their feet’.
Having made that point, however, they are also firmly committed to SES. The new
more centralised unit was, in their view, a much better choice that offered them more
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opportunities for interesting work and was a better use of DSTO's resources. And
while some of the staff who moved to SES from the Research Divisions were still
coming to terms with their relocation there was general agreement that the
engineering activities that remained within the other parts of DSTO should also be
relocated to SES.
These people felt that they were delivering the services that were expected from them.
Indeed they believed, like those in other IHOs, that they are doing more than was set
out in the initial Statement of Requirements and that this extra effort was being
overlooked and going largely unappreciated. As one staff member put it ‘I think we
are doing an incredible job and we’re going unnoticed …’.
The main goal for these people during the CSP process had been to win. They
recognised that different staff members had different reasons for that position—some
wanted to retain their jobs, some did not want to leave DSTO, others felt that they had
no other real choices and so on. And they were pleased when they did win. But …
now, some time later, at least some were questioning just what they had gained.
Individually they had retained their employment (for the time being) but collectively,
they suggested, they were being taken advantage of—‘bled dry’, ‘screwed rotten’—as
some put it because they did not have a real contract that specified precisely what it
was that they did and did not, should and should not do. They considered that they
had insufficient resources to undertake the work that is being asked of them and they
were not in a position to renegotiate their position in the same way that an external
contractor might. ‘And, as one pointed out, ‘we provide this service with all the
restrictions of public service rules and regulations’.
They also questioned whether staff morale and willingness to keep working for DSTO
would continue into the future with the spectre of another round of CSP hanging over
their heads. The supervisors in particular were concerned that they may not be able to
gain the same degree of commitment a second time around, especially in light of what
they considered to be broken promises in relation to their ability to pursue external
work and a more general feeling that their skills had been devalued in the whole
process. As one supervisor noted:
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DSTO [has] millions of dollars invested in the skills of those people and in one stroke
of the pen it said that the skills you have are of no value to us. … Some of the staff
still haven’t recovered from that and some of the staff actually feel that their skills
would be worth more outside and they’re just itching for another in-house bid
situation to come up where they’ll walk. … to devalue staff skills to zero is probably
the biggest morale shaker there is (Supervisor).

The staff agreed that there was room for, indeed, need for, change within DSTO. Prior
to CSP the engineering function did not necessarily have the same sense of urgency
that the staff in SES now appreciate, nor was there any ‘real need for anyone to
perform’ – they still got paid irrespective of what they did. The staff believed that
their work practices had improved significantly in terms of the staff’s commitment to
their job and their sense of how what they do influences their future. They also
believed that ‘if they perform and the customers are happy, then there’s a good chance
that [they] will still be here’ and that motivates them to work and focus on their jobs.
But they have not been able to change as much as they would have liked.
... because we’re still inside the DSTO fence, we still have work practices that I
believe we should try and get rid of. But I believe it is unfair of us to expect that of
our staff when they see other staff behaving in ways that still resemble the [former
approaches within] DTSO (Supervisor).

Employment aspects like leave, flextime and some of the more informal aspects of
work culture such as social gatherings and long lunches were areas where these
employees felt that further change would be helpful—particularly as it relates to
supervisors’ and managers’ abilities to manage staff attendance and workload
scheduling and allocation. This was especially so within an IHO that was already
working close to its limit and when tight deadlines needed to be met. Working longer
hours, taking work home, coming to work when they were supposed to be on holidays
and writing-off hours of flextime were all cited as manifestations of the additional
workload pressures being experienced.
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They also noted that their work practices were now constantly under scrutiny from
within as they look to ways to continue to meet customer needs and secure their
longer-term future. But they believed that they were up to the task because the people
who remained with the IHO are generally more flexible and less resistant to change
than those who left. They worked more as a team now than was previously the case,
they had less barriers between the sub-sections of SES, the organisational structure
was flatter and they were trying to integrate functions and adopt concurrent work
methods that made the organisation as seamless as possible. They believed that they
had a more open management style that fostered more open and better
communication. They tried to recognise where staff put in extra effort and as one
supervisor noted ‘anything they we could do in terms of the way we treated our staff
and the way we behaved towards them, that didn’t cost any money or breach any
public service rules, we did!’
A significant change that occurred within this IHO has been to push greater
supervisory and managerial responsibility down the organisational hierarchy by
broadening the span of control of supervisors and middle level managers. Whereas the
ratio of supervisors to staff was previously around one manager to 10 employees, the
ratio within SES is now put at more like one manager to around double that number.
Those in supervisory positions felt that they should have been spending around 80
percent of their time on technical work and 20 percent on staff management issues:
but they are spending more like 60 to 70 percent of their time on supervision, without
any reduction in the technical components for their jobs.
This IHO had also looked at future skill and training and development needs of staff
and factored these into its operations and planning. A good deal of effort had gone
into identifying the core competencies needed to align their skills with the
requirements of the work and they had tried to look to the future in predicting what
might be needed. The internal systems and processes for SES were now more fully
documented than before. Although, some questioned the Unit’s ability to maintain the
currency of these given the overhead associated with maintaining such
documentation.
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The advantages of this IHO were seen to be continued employment for some, ‘better
and more focused engineering services’ for DSTO and increased motivation and
greater job satisfaction amongst the staff. The disadvantages were viewed more
seriously. The staff were concerned that by effectively putting most of its eggs in one
basket, DSTO was now in a position whereby if the IHO was not successful in the
next round of CSP that the organisation would lose a significant level of skill and
expertise that had been built up over many years. And, as one person noted ‘ … like
many things that DTSO has lost in the past, it won’t notice until it’s gone.’ Another
noted they had ‘survived’ the first time—something that may not happen again.
The biggest disadvantages from the employees’ perspectives were the things that
affected people personally—‘the loss of tenure, the limited ability to be rewarded for
the extra effort that’s required’ as one staff member noted: ‘It’s the thought of losing
what they’ve built, overnight’ suggested another. The turmoil and sense of lose
associated with change was also evident in this IHO as employees questioned the
reasoning behind putting them through the whole process and expressed their dismay
at an organisation that could seemingly devalue their knowledge and skills to nothing
(something that could be done just as easily by an external body) with the ‘stroke of a
pen’. Of course, all this then flowed through to lowered morale and a sense of great
unfairness about the whole situation. Some staff admitted to being much more cynical
than previously. One staff member was particularly perturbed by the way in which the
CSP and IHO process represented the value of the staff. He noted with some disgust
that ‘Even when we did win Mr [Senior Defence Manager] announced that we only
won because it would cost too much money to pay you out.’
The overall reduction in staff numbers within this IHO had flowed into a
commensurate reduction in promotion opportunities for many staff. Which was seen
as a significant disadvantage for people working in a specialised area.
The staff were not happy about what they considered to be different treatment to their
colleagues in the rest of DSTO. ‘We were treated to some degree like lepers within
our own environment’ commented one staff member. These staff members noted like
their colleagues in other IHOs, that they were sometimes treated like contractors and
at other times were treated as normal Defence (DSTO) employees. They were irritated
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by this apparent double standard and were quick to point out that some of the
‘Defence employee’ roles, such as attendance at social events for example, were not
factored into the in-house bid when it was developed. They accepted that this was
perhaps a mistake on their part, but they also knew that had they included too many of
these sorts of considerations they might not have been successful. Now they were
feeling pressured to participate in these types of activities while still meeting the
workload deadlines set in their IHO Directive and subsequent SLAs. They also noted
that a contractor would not necessarily be expected to join in such functions – but
then the staff in this IHO didn’t believe that they had a contract, theirs was really an in
principle agreement – ‘a handshake agreement’ as one member of staff put it.
The budget for the SES unit is linked to the overall budget for the DSTO and any
changes to the overall budget flow down to the IHO. Staff were particularly unhappy
that they had never been compensated for the loss of revenue to SES that flowed from
the senior management decision not to allow them to pursue external work. They also
noted that their budget had been cut without reference to the original Statement of
Requirements and they are not able to ‘negotiate from a winning position’ which,
again, affected morale because people felt that they were the winners, but were treated
like losers.
A clear source of upset to some of the staff at DSTO was the way that they felt that
their efforts were effectively thrown back in their faces by Defence’s own publicity
about the successes of the Commercial Support Program. As one angry staff member
noted DSTO seemed to be ‘gloating’ about the number of staff that it had shed and
about how things such as job security that had been reduced or removed and yet ‘it
still expects staff to be dedicated to the organisation’.
A further criticism related to the actual performance of the in-house team and extent
to which the DSTO and the Defence organisation as a whole monitored and following
up on the in-house bid. Staff were clearly wanting feedback on their efforts yet they
felt sure that no one was monitoring or questioning any of their work and certainly no
one from their client areas seemed to be that interested in them.
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It was also noted that after all the attention of the CSP Review and the focus on
making changes and savings—once the in-house bid was announced as the successful
option they were immediately forgotten. As one staff member suggested ‘It was
almost like the people that they’d built up to go through with what they were after,
they just dropped us like hot potatoes.’ Another staff member noted simply ‘I don’t
think they care’: another ‘it almost seemed that once we were successful—if you want
to call it successful—that everyone was dropped out of that loop very very quickly
and we went back to where we were and left to go back to just [what we did before].’
One of the more useful things that senior DSTO managers had done recently, at least
from the SES supervisors’ point of view, was to remove the ‘free availability of
redundancy packages’. ‘That’s a significant breakthrough from my perspective as a
manager …’ one noted ‘ … because I don’t have people dwelling on it all the time. …
they’re not focussed on their work and they’re not providing the environment in
which their colleagues want to work’ (Supervisor).
These supervisors also felt that many of the staff were carrying ‘a lot of baggage’. But
that many of them would not discuss these openly because they felt too dismayed by
the whole situation. They felt also that because the staff were now so busy keeping up
with their workload that many of these issues had simply ‘disappeared below people’s
horizons’, although they had not necessarily been resolved.
Opinion was divided on whether the pay and conditions were appropriate in the new
IHO environment. Some felt that the inability to reward these staff for the extra effort
that they were now putting in relative to other areas of the Defence Organisation was
unfair. Others felt that, in the current climate, they should probably think themselves
lucky that they got paid what they did.
The staff at DSTO were, like others, quite critical of the Ready Reckoner used to
estimate personnel costs when preparing Baseline Costings and in-house bids. Like
their colleagues in other places they felt that the data contained in the Ready Reckoner
overstated many of their costs and if they used it, they were ‘hung’ before they even
started. The managers at DSTO noted that ‘the best tool they had was the consultant
that [they] employed out of their own money’.
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The CSP Methodology itself was also criticized for trying to impose a mechanistic
approach across the entire Defence organisation without regard for the differences
between, and unique concerns of, each situation. The length of the total process and
the way in which it causes an extended period of uncertainty was also a concern that
also impacted on staff morale. It was noted that issues were communicated to staff but
in these circumstances of uncertainty and low morale that they often do not listen.
One of the big problems with in house options, suggested one employee, was ‘that
you don’t get to start with a new organisation’. The transition from the former to the
current staffing profile has been one of considerable angst for many. They commonly
believe that good people have left, while many not so good have stayed. And, in the
indiscriminate use of redundancy packages ‘we have often given rewards to people
that don’t deserve then, to get them out of the place. Instead of sacking them, we pay
them out.’
The staff at DSTO believed that IHOs should be available to staff who wished to
pursue that alternative because they could all reasonably expect to be made redundant
without that option. They noted that one of the claims in the Defence Mission
Statement is that people are valuable and valued. Without the option of an in-house
bid employees were hardly going to be convinced of that! Although they also
suggested that in-house bids should not be compulsory. The question for many was
who should make this decision and here the feeling was unanimous – it should be the
staff’s choice, after being given enough information to be able to make an informed
choice. Although some of the more cynical employees did dare to suggest that would
probably not always be the case because of the politics of it all, from subsequent CSP
Reviews this was a reasonable prediction.
It is clear that many of the staff within this Unit see a very great divide between the
way in which they are viewed and treated and the way that their colleagues who are
apparently undertaking similar work in the so-called core Research Divisions of
DSTO are treated. The environment in these areas is apparently much more ‘free and
easygoing’ than in SES.
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Implications
Although the staff at DSTO generally felt that things needed to change, and were
committed to and proud of what they had achieved within their IHO they were quite
cynical of the CSP process and what they referred to as the ‘propaganda’ of CSP.
Morale had gone down within the area doing the early stages of the CSP Review but
had picked up once the in-house bid was selected. And, like staff in other IHOs, they
felt that they were now on the ‘outside’. As one put it ‘you are constantly aware that
you don’t belong, as such, that you are a ‘contractor’.’
Staff in this IHO believed that they were working longer hours and that they could no
longer easily avail themselves of time off under the Flextime scheme—some often
take work home. Of course, not all mind working to this level. But they did feel that it
is more than a little unfair that as public servants they seem to be working harder than
colleagues in other parts of the organisation who in their view at least, are doing
similar work and receiving the same salary. And unlike the employees of their
external competitors (for whom some could now be working if they had not mounted
a successful in-house bid) they cannot be paid higher salaries or bonuses for
performance. As one supervisor put it ‘You cannot expect staff to put in 120 or 130
percent if they get the same money as if they are putting in 70/80 or 100 percent.’
The staff admitted that initially they did try to be all things to all people and did not
refuse any request for work no matter how awkward it might have seemed to fit it in.
Later however, they recognised that they needed to manage the culture and people
around them and they started to take a much more proactive role in setting up
Partnering arrangements and Service Level Agreements (SLAs) with their clients.
These were intended to give both customer and service provider a greater appreciation
of the pressures placed on each side and to specify clearly what work SES would
undertake, the quality standards and timeframes that would govern the outputs and
turnaround times of that work. As one middle level manager put it ‘I think we’re
doing our own little CSP on them, without them really knowing it’.
Like other IHOs the nature of the work being performed here has not changed from
what it was previously but the work environment and the way work is managed has
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changed dramatically. The staff recognise the sense in combining like activities and
reducing the inefficiencies of having small groups of people undertaking like
activities in many parts of the organisation. And, like other IHOs, the staff at DSTO
felt that on the whole, they were doing about the same amount of work as they had
done before CSP—now they just did it with fewer people. They noted that this places
a good deal of pressure on the staff of this IHO but to date they have coped with this
because of their dedication and commitment to SES and their sense of ownership of
the IHO. A sense of ownership that was apparently fostered from the earliest days of
the CSP process by involving all staff in the preparation of the In-house bid and
which has also helped to foster a sense of accountability for the work. As one staff
member put it:
…we want SES to be successful. And with that personal commitment obviously
comes the fact that when there is criticism of SES’s performance it is reflected
personally (Staff member).
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Case Study No.4

Broadmeadows Logistic Company catering and
accommodation, Army—Melbourne
Catering and accommodation at the three Messes (Officers, Sergeants and Other
Ranks) at the Army’s Broadmeadows facility some 18 kilometres north of the city of
Melbourne were scheduled by Defence for review in Tier 2, Increment 1, of CSP.
Tenders were called in a two-stage process. An Invitation for Register Interest was
issued on 8 October 1992 and closed less than three weeks later. The Request for
Quotation was issued on 18 December and closed on 3 March 1993. The In-House
Directive (IHD) was let on 30 November 1993 and the IHO commenced operations
on 22 February 1994.
The Logistic Command (Army) CSP Implementation Team in Melbourne managed
the CSP Review and implementation of the IHD. Originally this IHO was to operate
for two years. It was, however, later extended until 1998 to allow it to be incorporated
into the much larger review of Garrison Support for Southern Victoria that was
undertaken as part of the Defence Reform Program.
This is the only CSP review of catering where the decision was not to contract-out. It
was a relatively small activity. Pre-CSP costs were identified as $1.270 million per
annum and post-CSP costs at $1.097 pa. The reported savings of $0.173 per year
represented a 14 % saving on the cost of provision of this service.

The In-House Option
Thirty-four positions were tested in this review. The successful in-house offer reduced
that to 22—employing six military personnel and 16 civilians. The previous
workforce had comprised both military and civilian personnel and both groups
experienced proportionate cuts in staff numbers. This reduction in staff caused
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concern for some senior managers within Army who clearly felt that it was too great.
One noted around the time of the tender evaluation that a ‘major risk with the PIHO
[was] the proposed staffing level and the consequent risk to maintenance of standards’
(File A92-18560 (2)). The staff employed within the IHO ranged from fully qualified
chefs and cooks to barpersons and stewards and cleaners.
None of the managerial or supervisory staff interviewed had been at Broadmeadows
at the time that the bid was prepared and submitted. They were unsure who had
prepared the bid for the site, although they felt that it had probably been the previous
Catering Officer, and while they were happy that it had been chosen they did not
know precisely why the bid had been selected.
The staff who were there at that time did not feel that they had been genuinely
consulted in the development of the in-house bid. They had had ‘plenty of education’
about CSP—but, in their view, it was aimed at the managers not the staff. They were
generally not happy with the level of information that had been provided to them
about things like their possible entitlement to redundancy packages or when changes
might be implemented at Broadmeadows. There had also been delays in the tendering
process and announcement of the final decision which staff felt added to their stress
and affected morale at the site during the CSP review.
The successful IHO was apparently based on the Cook/Chill system of food
preparation. This method of preparing food ahead of time and storing it until required
is widely used in commercial catering but had not previously been used within the
military environment. There were concerns within some quarters that this approach
could lead to loss of nutritional value of foods and thus be detrimental to the soldiers
and the Army. An assessment of the process undertaken in 1993 found no evidence to
support those concerns and in-house bid went ahead based on that method (File A9218560 (2)). Interestingly though the IHO Manager interviewed for this research
clearly did not favour Cook/Chill methods for other than some foodstuffs: referring as
far as possible, to prepare foods as they were ordered by diners. This was, he
believed, also the preference of the Commanding Officer at Broadmeadows.
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Despite the fact that this IHO was selected in October 1993 and commenced
operations early in 1994, an IHO Directive was not issued until January 1995. It was,
however, a detailed document that specified the roles of various appointments within
the Army in relation to the IHO, outlined resource allocations (including
predetermined amounts for staff overtime) and detailed how the IHO was to draw
supplies from within the Army Rationing System. Unlike some other IHO Directives
this one even addressed additional workload noting that ‘Authorised additional
responsibilities/workload, outside the SOR, would be allocated appropriate resources’
(File A92-18560 (2)). The IHO was also to report bi-annually against Performance
Indicators identified within the initial in-house Bid. None of the departmental files
examined for this research contained any such reports so it cannot be ascertained with
any certainty how the IHO performed against these Indicators, or indeed, whether
reports were ever prepared.

The Managers
Two managers were interviewed in relation to this IHO—the Catering Officer for
Broadmeadows and his second in charge, the senior sergeant (senior cook).
Military personnel were seen by these managers as the backbone of this IHO because,
as uniformed personnel, they were on call 24 hours a day, could be asked to work
additional hours without additional pay and were often used to cover other absences
or awkward work times. In this sense they were considered to be easier to manage
than their civilian counterparts who, because of the provisions of their Industrial
Award could not be asked to work split shifts or do extra duty without payment. And,
as the IHO Manager pointed out, he had only very limited funds to pay for overtime
and even less control over there actual allocation so he had to do whatever he could in
the circumstances.
Having made that point however, the IHO Manager also noted how ‘pleasantly
surprised’ he had been at the way the ‘marriage’ of civilian and military staff had
worked. Relations between staff were sound and initial concerns that civilian
personnel might not have been as reliable as their as military counterparts were
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quickly dispelled. Given the requirements put on all employees managers had to rely
heavily of the goodwill of the staff not the ‘work to rule’. The IHO Manager was also
quick to point out that this situation may also have been fostered by the fact that he
had thrown away the initial Statement of Requirements and was focussing his efforts,
and those of his staff, on servicing their customers—the people who worked at
Broadmeadows, and not on complying with their IHO Directive.
… I’ve found that military and civilian working together has actually been good—for
both. I know that sounds a bit odd putting in two different lots of people with separate
rules, but when it comes to the crunch, they work together as a team, and that’s what
matters (IHO Manager)

Managing civilian employees was new experience for these military managers. They
noted initial concerns that this might have been more difficult because they could not
require civilian employees to perform particular tasks in the same way that they could
‘order’ military personnel. Certainly it had proven to be the case that they had less
control over the working hours of civilians because of Industrial Award provisions,
and that they could not employ casual staff (for example) easily because of the
centralised manner in which this function was undertaken throughout Defence. On the
whole, however, they had found that managing civilian employees was no more
difficult than managing their military colleagues. The managers at this site felt that the
work was structured differently as a result of CSP, but that the way that staff were
managed as people had not, and should not, change.
What was more difficult, however, was what they described as trying to manage with
their hands tied. The IHO Manager was particularly concerned that he was not
allowed, for example, to maintain a list of casual staff that he could call on quickly if
the need arose—he had to wait for a centralised departmental recruitment unit to do
this for him which, in his view, took far too long. He also noted that he was not
allowed to manage the financial aspects of his IHO and therefore had no particular
control over when or how monies were spent to cover such things as overtime for
staff. This was a source of some frustration to this manager who felt that he should be
allowed to ‘run his own show’ is relation to these aspects of the IHO.
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In order to cut operating costs this IHO no longer opened all Messes all the time. The
Other Ranks’ Mess was now the chief Mess and provided meals to the other sites. In
addition personnel of different ranks were now allowed to eat in this Mess. This was a
significant change in practice as this type of inter-rank association has not
traditionally been fostered and is still rare.
Compared to traditional services provided by military Messes, the managers of this
IHO felt that they were providing a much-reduced level of service. However, they
also believed that this IHO was still providing services above and beyond those
specified in the Statement of Requirements. This was due primarily to demands being
placed on the in-house team by the Commanding Officer of the Broadmeadows
Logistic Company who apparently still expected traditional functions to be
maintained—including for example, the provision of a ‘Batman’ service 27 . As a
senior Non Commissioned Officer, the IHO Manager had decided to adopt a
pragmatic position that recognised that it would ‘not be wise for his career to say No
to a Colonel’. As such what the Colonel asked for the Colonel got! The previous
manager had apparently experienced stress related medical problems because he had
tried to implement the IHO Directive as writ and had been constantly overridden by
the Commanding Officer. Both managers interviewed for this research noted that as
currently serving military personnel, they were still essentially ‘in Army mode’: that
is, they tended to do things the ‘Army’ way and to go along with orders issued to
them. The contradictions in this circumstance, and therefore the ability to effectively
manage this IHO, were not lost on the manager who observed:
How am I going to run an IHO still being in the Army, still taking orders from Army
Officers, that’s impossible?

These managers also commented on what they considered to be a lack of support for
the IHO. Firstly, CSP Branch within Army that had managed the initial CSP review
was ‘not interested in them’. So much so apparently, that the IHO Manager
27

A Batman service is essentially a combination of a valet and personal assistant. Traditionally it has

been provided to support senior Officers but is now a largely outmoded concept.
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complained of being unable to even confirm the official date of commencement of the
IHO, or when it was due for retest. Secondly, senior Officers on site were considered
to be making unreasonable demands on the IHO that were outside the terms of its
IHO Directive.
As in other IHOs, resources were a major area of concern and frustration. The
operations of this IHO were being augmented by other parts of the Defence
Organisation through provision of equipment and consumables. For example, the IHO
relied on the use of a vehicle that did not belong to it, and which was not charged to it
in any way. Provision of items such as plastic food wrap and aluminium foil, essential
in the large-scale preparation and storage of foods, was provided directly by the Army
‘Q’ Store because the monies that should have been allocated to the IHO to cover the
purchase of such items were apparently never made available.
As noted already these managers had both been posted to Broadmeadows after the
introduction of the IHO. The Catering Officer himself had, however, been involved in
a similar exercise at another site where he had written the Statement of Requirements.
Of this experience he observed that employees asked to do this work had commonly
never done it before and had no real idea of what to do. They did their best but it was
inevitable that sections had to be rewritten many times. He felt that the waste and
frustration associated with that could have been reduced with a bit more guidance
from the Defence Organisation. ‘ … it just seems that we’re left out here on our Pat
Malone …’ he noted.
These Managers felt too that people within the Army Program generally were very
negative towards CSP and anything associated with it—such as their IHO. They
observed that there was a view around that anything to do with CSP had less
flexibility than before, and that they would not be providing the same level of service
as was previously the case. They also felt that when others knew that they were an
IHO that they would ‘tread lightly’ with them because they were wary of all the
changes in the rules—whether they were true or only rumours. For these IHO
managers that was seen as a ‘plus’ because when others approached them for
something they tended to be ‘very nice and the working relationship is better’.
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The Employees
Four staff members were interviewed—two each from the Sergeants’ and Other
Ranks’ Messes.
On the whole these people were happy with the changes that had occurred as a result
of implementing the in-house bid. They felt that they were now operating much more
like a business that focused on the needs of their customers, provided an improved
service standard and, in particular, tried to operate more efficiently. For example,
whereas food rations were once ordered and issued by people outside the Mess
without reference to actual needs, the menu planning and food ordering were now
more closely connected. Plus, whereas unused foodstuffs were previously thrown
away, now menus were more carefully planned to allow for alternative use of
foodstuffs to maximise nutritional content and to minimise waste.
Morale had apparently declined during the period of the CSP review. Two reasons
were put forward for this. First, people were uncertain about their futures and were
therefore, more inclined to distraction and to looking for alternate employment.
Second, upgrading of facilities and re-stoking of equipment which apparently
occurred at that time was interpreted as getting ‘ready for a contractor’ because, as
they saw it, Defence did not want to be embarrassed by the low standard of the
current facilities—facilities that these employees noted they had used, and had tried to
get upgraded, for sometime before CSP was even mentioned. Morale appears to have
picked up to some extent after the decision was announced but these people still
pointed to the fact that at some time in the future, they would have to ‘go through it
all again’ and having that hanging over their heads was unsettling for some.
The greatest disadvantage of being associated with this IHO was considered to be the
uncertainty about future employment that occurred during the CSP Review and which
continued afterwards. The IHO had only been selected for a limited period and this
was a significant issue for civilian employees who could not be moved as easily as
their military colleagues. It was also a concern to the military personnel who could
see their musterings disappearing and who were now less sure than once was the case
of what their next posting might be. The biggest advantage of being in an IHO was
that they now had much more say in what happened in the work area. This was
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particularly so for the civilian personnel who had once been under the supervision of
military personnel whom they felt did not treat them with respect. The relationship
between military and civilian staff was seen as much better than it had been
previously.
CSP was viewed by these people as an exercise in cutting staff numbers. As one
interviewee put it ‘CSP and downsizing are related’. As a result services had to be cut.
Some cleaning activities that used to be done daily, for example, were now done
every second day or weekly. While noting this change, the staff did not necessarily
view this as meaning a reduction in service standard, rather it was merely a change
needed to adjust to having fewer staff available to do the work.
Civilian employees felt that their military colleagues had seemed a ‘bit threatened’ by
the CSP review. Perhaps, they suggested, because military positions were cut from
this activity to make the cost reductions necessary to win. The military staff member
interviewed did not comment specifically on this issue but did note that loss of jobs
within the ‘Army system’ did reduce promotion prospects. Although, he also felt that
his duties at Broadmeadows were more varied and thus, more interesting and
satisfying for him, than what he might have found in jobs at the same level in other
places.
Perhaps the biggest complaint for these people was the lack of recognition of their
efforts and lack of feedback on how they were perceived to be performing. This
criticism was not aimed at the IHO Manager but at other, more senior, people within
Defence. The staff believed that they had made considerable improvements to the way
they worked and had made savings for the Defence Organisation. They were annoyed
that no one ever bothered to provide them with information, such as financial reports,
that might show just what their achievements were and where this contribution was
being used.
Running in parallel with this concern was the not unrelated issue of autonomy and
control over their own workplaces. On the whole the staff felt that they had more
control over the work area than previously—they were now more involved in
planning menus and ordering foodstuffs as well as preparing meals. But they wanted
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even more control over the funds that were associated with this so that they could see
how much things cost and where their monies were being spent. They felt that there
was still room to further improve their processes and reduce costs if the hospitality
function was managed more holistically and by the staff who had direct responsibility
for delivering the service to their customers.
Staff at this site felt that they were doing things more cheaply than previously but that
staff rosters and the like had not really changed all that much. They were
fundamentally doing the same work with fewer people.

Implications
While Broadmeadows had clearly made changes to its methods of operating and
appeared to be working well, one question was still apparent. Why was an IHO within
the Hospitality stream, and offering only a 14 percent reduction in pre-CSP costs,
selected ahead of usually much more competitive commercial alternatives where the
average saving was closer to 50 percent? This activity is located on an easily
accessible metropolitan site and could have been expected to be an easy win for a
company in this industry sector. A reduction in staff numbers of around 30 percent is
also quite low compared to other reviews of Hospitality functions—and especially
when the IHO continues to employ a number of, generally more highly paid, military
personnel. And certainly Defence has not reaped the level of savings that might have
been expected within a review of a hospitality function.
The answer to this question probably lies in the Army’s need to maintain a minimum
number of positions within catering and related musterings to provide training and
relief places for personnel who are either learning their particular trade, or who are
being ‘spelled’ from the more difficult conditions of combat duty (when this arises) or
more operational Bases. It was the case that one of the military interviewees
participating in this study was undertaking training in another aspect of the overall
function. The ability to maintain a critical mass of deployable troops within some
musterings is a crucial human resource management consideration for Defence which
is bound by a range of protocols and practices in relation to the use of military or
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civilian employees in theatres of military operation. Of course, it could also be that
the Army simple made a poor choice on this occasion.

Post Script
At the time that interviews were conducted at Broadmeadows this IHO was coming
close to the end of its original period of operation. The staff were unsure about what
would then happen. The IHO was subsequently incorporated into the much larger
review of Garrison Support for Southern Victoria that evaluated a total of 440
positions—including those from Broadmeadows. Invitations to Register Interest in
this activity were issued in September 1998. Tenders were called on 30 November
1998 and closed on 26 February 1999. No in-house bid was submitted for the
Garrison Support function and the preferred commercial tenderer was announced in
the latter part of 1999.
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Case Study No.5

Australian Defence Force
School of Languages—Point Cook
The Australian Defence Force (ADF) School of Languages is located at Laverton
between Melbourne and Geelong. The School was established in 1944 in response to
demand for Japanese linguists during World War II. Originally located in Sydney, the
School moved to Melbourne on 1945 before settling at Point Cook in 1946. The
School was temporarily closed at the end of the war but was re-opened in 1950. The
re-formed school initially taught Chinese (Mandarin) and Russian which was dropped
in 1954 and not reintroduced again until much later. Today the School maintains the
capability to provide language training in Chinese, French (including Pacific French),
German, Indonesian, Japanese, Javanese, Khmer, Korean, Malay, Solomon Islands
Pidgin and Bislama (Vanuatu), Thai, Tok Pisin (Papua New Guinea) and Vietnamese.
Originally known as the ‘Elite Translators Service’ the School was taken over by the
RAAF in 1952 becoming the Royal Australian Air Force School of Languages. The
Army Language Training Wing was relocated to Point Cook in 1979 and integrated
into the existing language programme. On 1 February 1993 the School was officially
named the Australian Defence Force School of Languages becoming a tri-service, all
ranks facility. The School continues to be administered by the RAAF on behalf of the
ADF.
The School of Languages was proposed for CSP review from within Defence. The
senior Military Officer responsible for the School apparently believed that it was
inherently non core, but he also felt that outside organisations could not provide
language training at ‘anywhere near the Defence cost’. He therefore, submitted the
School for market testing via CSP to ‘find out how much industry [could] do it for’
but … if the price was considered too high, then the School should be considered
‘Core’ (File IIC 93-34389 (1)).
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The School was evaluated in CSP Tier 2, Increment 2 using a single stage tender
process. The Request for Tender was issued on 1 February 1994 and closed on 30
March 1994. The selection of the IHO was announced on 1 December of that year and
the School commenced revised operations from January 1995. The In-House
Directive was initially for three years and was worth a total of $13 million. This
activity has apparently been reviewed within Defence and the IHO extended. The
CSP review process was managed by the Air Force CSP implementation team.
Pre CSP costs were identified at $ 3.932 million per annum. Reported annual savings
of $0.557m (14%) reduced post-CSP costs to $3.375m per annum. Fifty-three
positions were evaluated in this review, with fifteen (most of them military positions)
being eliminated from the successful in-house bid. Transition costs were not initially
reported for this activity but were later called upon to install Video Conferencing
equipment as proposed in the original bid and to upgrade accommodation to meet
Occupational Health and Safety requirements (File AF 95-12072 (1)).

The In-House Option
The successful IHO comprised a mix of six military and 31 civilian positions (File
HQ 95-7925 (1)). The commanding officer and some key senior and support staff
were military personnel but the teaching staff, once primarily made up of military
personnel (and commonly graduates of the School), now comprises mostly civilian
linguists. Most of the linguists are natives of the countries in which their languages
are spoken. Many possess tertiary qualifications in linguistics, some to Masters
Degree level. The School also has a small number of clerical support staff (military
and civilian) and technical support personnel (civilians) who are responsible for
maintenance and upkeep of the School’s extensive facilities (particularly Language
Laboratories). The School now also makes use of civilian Sessional Staff to augment
regular teaching staff.
A small team of staff from the School of Languages—some of whom are still there,
prepared the in-house Bid for this review. They were made up of ‘whoever was
available at the time’ and the team members ‘did the best they could’. They had only
8 weeks to complete the task and while complaining about the lack of time to do a
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thorough job, believe that, in the circumstances, they developed a sound bid and
consulted well with other staff at the School along the way.
The development team knew that there ‘would only have been a handful’ (half a
dozen or so) viable tenders for this function—mostly from tertiary institutions. And as
they already knew something of the capabilities of the organisations they expected as
their competitors they also felt that they had a reasonable idea of what other bids
would contain, and of what they needed to do in order to win. Given this and the
urgency with which they were expected to treat the development of their own bid they
had expected to know the outcome fairly quickly. But the announcement of the final
decision was delayed a number of times while Defence managers considered their
decision which the staff found frustrating and stressful.
This IHO was originally prepared on the assumption that The School of Languages
would, if selected, relocate to Canberra from where the majority of its students were
drawn. The Air Force was to vacate the Point Cook site within the next few years and
the buildings in which the School was housed were old and/or temporary. The School
itself was nevertheless well equipped with high quality language laboratories—
although these may have needed updating in the future.
At the time of the announcement of the selection of the IHO staff were also advised
that, at the behest of the Minister for Defence, it would be remaining at Point Cook
for the foreseeable future (Files AF 94-28976 (1) and LD 94-23419 (1)). This
necessitated a hasty revision of the IHO. The original bid did not, for example,
include a librarian or technical support positions, it had been presumed that these
could be provided from within other Defence resources in Canberra. The
Commanding Officer also took the opportunity to downgrade several positions and
flatten the organisational structure for, as he put it, there were ‘too many chiefs’ (Four
high level heads of the Teaching Departments) and the School needed support staff
more than additional teachers. As it unfolded, the School remained at Point Cook until
the latter part of 1999 when it was relocated to a purpose-built teaching facility at
Laverton only a few kilometres away. The additional costs of upgrading facilities at
Point Cook and adding additional positions were apparently added to the overall cost
of the IHO.
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The initial bid also proposed the sale of excess capacity to other organisations to
offset the costs of maintaining a language teaching capability for Defence purposes
(File AF 94-28976(1)). The expected move to Canberra was seen as enabling the
School to tap into the potentially lucrative language teaching needs of other
government agencies (and particularly those of the Department of Foreign Affairs and
Trade (DFAT)) which had already been paying users of the School’s services. The
last minute decision not to relocate to Canberra curtailed that notion and now, with
the commitment of resources to the new building at Laverton it is likely that the
School, whether it continues to remain in-house or is eventually contracted-out, will
remain physically located near Melbourne. The School did, however, open a
detachment in Canberra focussing on Indonesian language training for Defence and
DFAT personnel on a fee-for-service basis (File AF 14340 (3)).
One of the most difficult issues that had to be resolved during this CSP review and
before the IHO was fully functional was the funding of the School. Although
administered by the Air Force the School provided language training services for all
parts of Defence and Air Force, at least, expected the other Programs to contribute
their share to the costs of providing the service. The other Programs, for their part,
also wanted to share in any savings made (File AF 94-28976 (1)).
At about the same time as the Statement of Requirements was being developed for
this review the Chiefs of Staff Committee also decided that the numbers of Defence
personnel requiring language training in the coming years should be boosted. An
increase of around 40 percent was forecast and the Statement of Requirements;
Costing Baseline and the in-house bid all had to address that likelihood (File AF 9428976 (1)). Air Force was concerned that it could be saddled with the additional
workload and costs of this increase and sought to remind others that it should not be
expected wear those costs for other Programs (File AF 94-28976 (1)).
These two issues fuelled lengthy and widespread debate within Defence as the
organisation struggled to deal with its first successful cross-Program IHO. Agreement
on the principles of funding provision and allocation of savings was eventually
reached but even then some Programs were slow to make their contributions. A senior
Air Force Officer noted in August 1996 (a year and a half after the IHO commenced)
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that the Army had not yet provided its share of funding (File AF 94-14340 (2)).
Problems with provision of funds to the IHOs also threatened for a time the continued
use of in-country field trips to reinforce language skills. This was also eventually
resolved (File AF 94-14340 (2)). Air Force finally sought to formalise funding
arrangements between the Programs by use of a Memorandum of Understanding but
as far as this research could ascertain, such an agreement was never formalised (File
AF 94-14340 (3).
Perhaps as a result of the perceived need to clarify these aspects the IHO Directive for
the School of Languages was a lengthier and more legalistic document than some
previous Directives had been. The School’s Directive specified in a very
straightforward manner what services the School was to provide and noted that the
School’s budget was to ‘be negotiated each financial year as part of the normal
Defence budgetary cycle’ (File AF 94-14340 (1)). Interestingly though this Directive
was not issued until May 1995 some four months after the IHO actually commenced
operations. This Directive also required that the IHO Manager provide both quarterly
and annual performance reports. At least some of these reports appear to have been
provided as requested (File AF 94-14340 (2)).

The Managers
Two managers were interviewed in relation to this IHO—the Commanding Officer of
the School of Languages and the senior civilian administrator who had also largely
developed the original in-house Bid. The Commanding Officer (CO) was a graduate
of the School who had been posted to back to Point Cook to manage the new IHO.
The senior administrator had also attended the school many years earlier and had later
taught Asian Languages at the School. Both made clear their affection for the School
and their pride in its achievements. Despite having written the original bid the senior
administrator did not appear to have any concerns with the changes that were
subsequently made.
In the opinion of these managers CSP was the ‘best thing that ever happened’ to the
School. They felt that the School had created a reputation for itself using 1960s
technology but by the time CSP came along had become fairly comfortable and was
212

drifting along without any benchmark. The School of Languages is the only
organisation that currently offers fulltime intensive language training of its kind in
Australia. But in the view of these managers the in-house bid was selected not
because other institutions could not match its intensity but because of the quality of
the program that it offered. Although one manager did note that, in his opinion,
Defence did not really understand just what it wanted of a Language Education
provider anyway.
CSP was seen as having given the School a chance to make changes and they took it!
The CO considered the School to have been successful in spite of CSP. He felt that
those responsible for the Commercial Support Program and its implementation had
never explained CSP satisfactorily other than in some ‘vague airy fairy’ way that
focused on trying to reduce costs.
These managers believed that IHOs only existed to save money. Of course, they had a
direct impact on the people who work within them, but ‘it’s the financial savings that
are the ultimate driver’. This IHO was apparently running considerably under its
budget allocation. Something that had occurred largely because of the changes in
staffing structure made after the IHO had been selected, and low Transition Costs
because very few staff had to be paid out—displaced military personnel were posted
to other positions. The IHO Manager also noted that it had been necessary to
rearrange the finances of the School because as he put it ‘the IHO bucket had enough
money but it was in the wrong places’. Unlike some of his counterparts in other
places, this IHO manager had been successful in shifting money between different
priorities.
These managers felt that the School had won primarily by changing the way the
School was staffed. Service personnel cost, in one manager’s words, ‘50 percent
more’ than their civilian equivalents, so they got rid of them! Although previously
often employed on temporary contracts, the civilian linguists had essentially been the
‘permanent’ staff at the School for many years because the military lecturers-incharge were posted every two years. The lengthy experience of some of these civilian
employees was a resource that had previously not been tapped. For example, one
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lecturer had been at the School since the 1960s, was very capable and when given the
opportunity in the IHO took over very effectively as a Head of a Department.
This IHO also made savings by changing the way it employed its workforce. More
expensive military personnel were reduced to the minimum considered essential for
the credibility of the School. Language teachers were now mostly civilian employees.
Heads of Teaching Departments have been changed from constantly rotating military
personnel to more stable civilian employees. All have been permanently employed
now rather than being retained on rolling temporary contracts as was the case for
many previously. Additional teaching staff are employed on a sessional basis and are
paid daily or weekly rates. The clerical and support staff were generally employed on
contracts.
These managers felt that the IHO was delivering what it had promised and more;
we’re actually a squillion dollars under budget, under the supposed CSP budget. And
we’re training more people than we’re supposed to be training. Definitely worth the
effort (Manager).

This IHO also ‘sells’ its services, in the form of excess capacity, to outside
organisations (primarily other government agencies). The managers reported that in
the first two years of operation of the IHO the School had earned in excess of
$100,000 in income. The IHO did not itself, need this money (it was already
sufficiently funded within Defence’s own arrangements) and as such, this revenue
was returned to the Defence Organisation for reallocation in the same way that
ordinary CSP Savings are reallocated within the overall budgetary process. The
managers felt, however, that if they were allowed to operate in a truly commercial
sense and sell their language training program in the wider market that they could
easily cover the costs of providing language training for Defence personnel, thus
providing this function to Defence for free.
Like staff from other IHOs, the people at the School of Languages recognised that
they were not immune from the other management decisions affecting the Defence
Organisation as a whole. They were not happy that Defence management took the
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savings of CSP from them and then continued to apply all the other efficiency
processes to them in the same way as they did to areas that had not been subjected to
CSP. They noted that this sort of ‘double dipping’ would not have been applied to a
commercial contractor without the parties renegotiating their arrangements to
accommodate new work or reductions in budget. These IHO Managers were very
aware that they did not have the option to re-negotiate their circumstances in the same
way as external service providers. In their view IHOs were simply expected, or in
some cases directed, to absorb such changes and to keep going.
On the other side of the coin however, it had also not escaped these managers’ notice
that when they attended managerial meetings within the Defence Organisation that
they often seemed to be the only ones who were ‘trying to save money’. The sharper
focus on costs and more business-like practices that CSP and their IHO had given
these managers was not, in their view at least, being matched by people in other parts
of the organisation who had not been through what they had been through.
These managers felt that the staff of the School had shown incredible flexibility
throughout the period of the CSP Review and into the implementation of the IHO—
flexibility that had gone largely unnoticed outside the School itself. The staff had
redesigned their courses, written new syllabuses and developed new lessons while
continuing to teach normal lessons and cope with the uncertainty of not knowing what
was going to happen. Once the decision was announced and they had only a matter of
weeks before the next groups of students arrived they had again worked very hard to
get ready and had willingly accepted the increased teaching load brought about by
changes in the student to staff ratios. The managers were upset and annoyed that the
enormous efforts of the staff had not been recognised by others—particularly the
more senior managers.

The Employees
The staff at the School of Languages generally believed that the IHO was a good idea.
It gave them an opportunity to streamline their operations and to clarify what the
School was about and where they fitted in. They felt that they were ‘now operating as
a professional establishment’, instead of being seen as a group of professionals who
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did not have a clear direction. They now had ‘more responsibility, more work and
more tasks’ but on the whole they were happy about that situation.
We find probably the same as most people in IHOs do, because the staff has been
reduced there’s just more pressure on you all the time—there’s just more constant
pressure all the way through. You don’t sort of get so much of a relief I guess as
probably in the olden days (Staff member).

There was great sense of personal achievement amongst these people who felt that
they had been set a task to change the School and they had done it! A clear sense of
pride and achievement was evident in the way that they described their new syllabus
and teaching materials, and the way that they had worked to develop and implement
these. The staff had particularly welcomed the opportunity that this review had
afforded them to stop and reflect for a while (albeit only a short while) on their
experiences and where the School might now be headed. But as one staff member
pointed out ‘we’ve never seen the in-house bid: Although we were consulted along
the way.’
They noted that the period of the CSP Review and the early days of operation of the
IHO had been very stressful. The uncertainty of not knowing what was going to
happen nor whether their efforts would come to anything had made this a very
difficult time that had precipitated illness for some staff. Some people had been at the
School for a long time and the prospect of possibly having to find alternative
employment was not attractive, nor for some, particularly practical because of where
they lived.
The majority of staff cuts at the School were within the teaching elements and by and
large, these were considered by the staff to have been warranted. Having less military
personnel who changed every couple of years was seen as a ‘plus’ by the longer-term
teaching staff. One long-term teacher noted for example, that they used to have ‘a lot
of military personnel lingering around’ previously because of what he considered to
be overstaffing. Now they believed that they worked much harder. They did not have
the time to perfect lessons to the same extent as might have been the case in years
gone by: but they felt that they are much more organised and focused in their efforts.
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An ‘unexpected consequence’ of change for some of the teaching staff though had
been the addition of a managerial overlay onto their workload. Heads of Departments
for instance, now had to take on greater responsibility for supervising other teachers
and for managing their departments than was previously the case.
There was general agreement that there was much more work now. People apparently
often stayed after hours—it was unpaid work but they did ‘because it is expected’.
The staff generally did not complain about the extra load but they noted that it was
costly in terms of their health and morale. Some staff felt that their salaries should
have increased commensurate with the additional workload and responsibilities they
now had but no increases were forthcoming.
Increased stress was something that was raised as a concern for some. As one head of
Department noted stress and pressure is ‘pretty hard to measure and take into account
but I’ve seen it in a lot of people around the place, including myself—I’ve really felt
it.’ And as another suggested ‘a lot of people were very tempted to put in their
resignation I would say—it really got to that stage. Now it’s come back to normality I
guess.’ Morale was described as ‘atrocious’ in the early stages of the CSP review
although the staff noted at the time of interviews in 1997 that ‘it’s settled down now.’
Stress levels had been somewhat reduced as the new structure has settled and the
supporting materials for the new syllabuses had been put in place.
The language teaching staff felt that while the School had revised is syllabus and
teaching materials as part of the successful in-house bid the fundamental processes of
language teaching had not changed. As one teacher interviewed put it:
the basic act of teaching hasn’t changed very much because we were already using
very structured lessons with lesson plans and so on. But what has changed is the
material we use, not all but some of it, we’ve had to revise completely the syllabuses,
the lessons, the material … (Language Teacher).

CSP had, however, altered the relationship between the teacher and student.
Previously this relationship relied much more on direct personal interaction between
the teachers and students both during the students’ time at the School and in follow-up
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meetings afterwards. One of the cost-cutting measures introduced for the IHO for
example, had been to reduce the follow-up meetings and to replace these with
videoconferencing arrangements. The new arrangements were considered adequate
but the teachers generally felt that they are not as effective as face to face contact and
they lamented the loss of this personal interaction. Language is afterall, as one teacher
noted, ‘basically a personal communication’. Feedback from students had also
apparently been overwhelmingly against video-conferencing and the loss of personal
contact.
Cost cutting had also impinged on overseas field trips that had traditionally been
undertaken as an integral part of language study at the School. These trips were not
cancelled altogether but they were restricted. While understanding and accepting the
rationale for such modifications, the teachers did feel that this constrained their ability
to challenge students to use their languages fully and could ultimately reduce the
overall effectiveness of the training that they offered. 28
Although the IHO managers noted that increased use of sessional staff was an
improvement in the School’s operations from their perspective. At least some of the
heads of the various teaching departments felt that this was in fact a problem for them.
The increased use of sessional staff certainly offered greater flexibility for the
School—provided the heads of Departments could attract suitable teachers. But they
also questioned how this was interpreted by people who saw themselves as
professionals in the field of language teaching and who expected to be treated
accordingly.
The rate of payment for sessional teachers at the time was apparently $140 per day.
These teachers felt that this was a fairly low rate for the level of expertise and
professional knowledge that they expected their teachers to possess. One Head of
Department noted her discomfort when having to offer a potential teacher that rate of
payment. She, like others, noted that quality teachers were not going to ‘sit down and
28

Students of the School are normally training for specific appointments such as Defence Attaches in

foreign countries that require a considerable grasp of both language and its social context.
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wait’ to be employed on a part time basis for this sort of remuneration and thus the
School often had some difficulty in recruiting suitable teachers. This rate was
however apparently comparable with that paid to tutoring and lower level lecturing
staff in tertiary institutions. The problem perhaps arises in that the School requires
higher level skills of its teachers than these other institution might because of the
more specialised nature of the training the occurs at the ADF School of Languages.
The increase in the number of casual staff was also seen as a drawback because these
people do not necessarily have the same level of commitment to the School as more
permanent staff might, and they do not necessarily have the same appreciation of the
military culture and of dealing with military personnel as longer-term staff have
acquired.
The more remote location of the School at RAAF Williams (Point Cook/Laverton)
was also considered to be a factor that worked against the School being able to attract
the better people. Indeed, some of the staff noted that the School would be much more
appropriately located in Canberra which was it major source of students. Such a shift
in location would as they pointed out, if nothing else save Defence the not
inconsiderable amounts of money that it spent each year in relocating people to the
School each year.
For their part, the support staff were a little distressed to realise that there was initially
no place for them in the successful in-house bid. This was later overtaken by the
changes made as a result of the decision that the School remain at Point Cook. But the
Technical Officers who were transferred to newly created positions within the
organisational structure found that they had a different pay structure and actually
dropped in salary. This was later rectified after they insisted on being restored to at
least their previous pay rate. The people in this particular employment category felt
that they would probably have been better off in the private sector where they had
colleagues who apparently earned considerably more than they did for performing
similar roles.
The staff at the School felt that they were now ‘much more conscious of where the
dollars are going: [And] now think about having to justify expenditure more
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carefully’. But they also felt that these efforts on their part were not being matched
within the rest of Defence that was still quite wasteful in how it used resources.
Students who graduate with skills in particular languages, for example, are according
to their teachers, not always given jobs that require the knowledge and skills that they
have acquired. As one interviewee lamented:
I think the greatest waste came from the use of graduates—or the non-use of them.
There doesn’t seem to be an overall plan of how many linguists we’re going to need.
... They don’t say—How many linguists are we going to need in years to come?
(Language Teacher).

These staff, like their counterparts in other locations, wanted a little more financial
independence for the School so that they could manage tasks ‘better’. They also did
not believe that details of what is happening at the local workplace were being
recognised by Defence managers more generally:
I guess they’d realise that we’re under more pressure than before … I’d say they’d
probably realise that, but I don’t think they understand that in probably most of the
positions here people have had to take on extra duties that they’d never had to do
before (Staff member).

The staff noted that a lot of effort had already, and was continuing to, go into the
development of teaching materials. They felt that they would probably have just about
got things perfected by the time their current IHO is due to run out and wondered
what would happen to all that effort if the in-house bid is not chosen next time.

Implications
The CSP review of the School of Languages was seen by local managers and staff as
a necessary and major shake-up for them—but one which brought with it enormous
amounts of work, uncertainty and stress for the staff. These people were unhappy that
during the period of the CSP review they did not know if they would continue to have
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a job and it was not possible for them to find out. They felt though that the worst was
now over. They had restructured the School and completely revised the program
offered. The new syllabus, instructional materials, assessment instruments and the like
have now been developed and are in use—and seem to be working well. But the cost
had been high for some in terms of the effort and stress that was involved. As one
interviewee put it ‘the cost has been enormous in terms of health, morale—you know
it’s very very hard to remain smiling.’ And there was always the lingering reality that
at some time in the future they would have to go through it all again and that was
worrying and upsetting to some.
Overall the people at the School felt that IHOs (including theirs) were worth the effort
in that they saved money—but there were other ways to save money. And as one staff
member suggested ‘We would have done it even without CSP.
Teaching staff at the School were somewhat ambivalent about the future. It seemed
that the previous loyalty upon which the successful in-house bid was predicated may
have waned as these people took stock of their experiences during the CSP process
and of the outcomes of their efforts—which they felt were not recognised or
appreciated outside the IHO itself.
CSP was seen as a good process for bringing the people in the work area together, and
into a more business-like frame of mind, but its success also depended very much on
the Defence organisation itself: These people felt that Defence management was
generally not supporting them nor, the truth be known, particularly interested in them.
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Case Study No.6

Domestic Services
Support Unit, RAAF Base Williams
RAAF Base Williams incorporates the former Royal Australian Air Force (RAAF)
Bases of Laverton and Point Cook located on either side of the Princes Highway
between Melbourne and Geelong. The Domestic Services function included
gardening, grounds maintenance, pest and vermin control, cleaning and garbage
disposal facilities at both locations and also provided limited services for nearby
facilities at Moorabbin and Highett.
The evaluation of this activity was undertaken in a two stage tender process.
Invitations to Register Interest were issued on 31 May 1995 and closed on 21 June.
Tenders were called on 15 July and closed on 27 September. The In-House Directive
was issued on 31 March 1996 and the IHO commenced on 31 July 1996. The InHouse Directive was issued for 3 years and was worth $3 million. The CSP
Implementation team within the Air Force managed the initial CSP review for this
activity. The In-House Directive was then managed locally by the Base Support Unit.
Defence claimed a 29% ($0.498m per annum) saving for this activity. Pre-CSP costs
were identified at $1.724m per annum and post-CSP costs at $1.226m. Twenty-one
positions (military and civilian) were evaluated. The successful IHO eliminated 13 of
these—including all military positions. The new, civilian, workforce comprised
mostly gardeners and unskilled outdoor workmen. Some $400,000 was paid in
Transition Costs—more than half of that in redundancy payments to former staff (File
AF 95-12072 (1)).

The In-House Option
The IHO Manager and one of the staff members interviewed for this research had
been part of the team that had developed the in-house bid for this Review. Both had
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clearly enjoyed the opportunities and challenges it had provided and their
commitment to the success of the IHO was equally evident. The position apparently
adopted by the in-house bid development team for Williams was to ‘try and keep the
contractors out’. And to the delight of the in-house Team, they had done just that.
There were, however, allegations that some employees (apparently mostly former
military personnel) associated with the function had attempted to sabotage the inhouse bid by providing information to commercial competitors and by leaving the incoming IHO with a large number of outstanding debts that had to be paid out of the
first year’s budget.
Like all the other IHOs examined for this research this in-house bid had reduced the
number of staff quite considerably. Employee numbers were reduced from 21 down to
eight and all military posts (which had previously constituted the supervisory
positions) were eliminated. The staff here pointed out, however, that while there
might have been 21 positions identified within this work area prior to CSP not all had
been filled so the actual reduction in staff numbers was really less than 13. The
combined effect of this was, nonetheless, a sizeable reduction in salaries costs for the
unit. This action had also, apparently, removed a number of hostilities that had
previously existed between the military and civilian workforces.
In order to make these savings in manpower the successful in-house bid had proposed
that the vast majority of garden beds at Williams that were previously sown with
high-maintenance perennials be replaced with low-maintenance natives. The staff had
made these changes in the first few months of operation of the IHO and, although
some did not feel that the Base looked as nice as it used to, they did feel that they
were managing to keep on top of their workload and that the Base certainly did not
look unkempt.
This IHO incorporated a number of sub-contracts: indeed, one of the main roles for
the IHO Manager was to administer these contractors on behalf of Defence. Some ten
separate sub-contractors performed a number of tasks covering pest and vermin
control; road and carpark sweeping; grass mowing and waste removal leaving IHO
staff to concentrate almost entirely on gardening functions. The staff had however
also been required to undertake a wider range of horticultural and arboricultural duties
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than was previously the case and for some at least this had meant an increase in
qualifications as, for example, they obtained licenses to operate additional equipment.
The IHO Directive for this group was typical of others developed by Air Force in that
it referred on all aspects of detail to the original Statement of Requirements and
subsequent in-house bid. Unlike previous examples, however, it included detail the
IHO’s budget for the entire period of the Directive and articulated more precisely the
grounds on which the IHO might seek to vary its approved resource base. It made no
mention of the use of sub-contractors. In addition, this Directive was supported by an
IHO Working Directive which directed the IHO Manager in his role as manager.
The decision processes associated with determining who would be part of the IHO
was different at Williams to that adopted at any of the other sites examined for this
research. Here a two-stage process was used where employees first indicated whether
they wanted to remain or leave. Then for those wishing to stay, interviews were
conducted to select only the number for whom there would be positions (File AF 9513679 (1)). This process also involved a decision on the part of the Defence Personnel
Managers to exclude some employment groups. Employees in these categories who
wanted to leave were not offered redundancy packages even though they colleagues in
other employment groups were. Apparently this selection process delayed the CSP
review whilst employees decided whether they wanted to be part of the in-house
group or to leave.
The length of time involved in the overall CSP process and in particular, the wait to
hear of the final decision was also a source of frustration to the staff. As was the case
in other IHOs the staff found the delay and the uncertainty that surrounded them
difficult and stressful.

The Managers
Two managers were interviewed in relation to this IHO. They were the manager of
the IHO and his second-in-charge who supervised most of the employees working
within this activity.
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These managers believed that the IHO had saved Defence money, but that it had
probably not been worth the effort that went into mounting it. IHOs were in one
manager’s opinion:
worth the effort in saving money—and that’s really what it boils down to, saving
money because manpower is so expensive (IHO Manager).

In terms of the effort that went into developing in-house bids they were not
considered to be worth it because the people involved—those having to develop the
in-house bids and those who worked there—were not told enough and were not given
enough information to be able to effectively do what they are being asked to do. The
CSP Manual too, was not considered to be that helpful. ‘I’d love to throw that in the
bloody rubbish bin’ was the observation on that score.
They did not feel that the RAAF Base itself was ready for CSP—things ‘just
happened’. They believed that the Statement of Requirements for the function was
‘good—but not great’. But perhaps more importantly, they believed that the RAAF
was determined not to have them win because in order to be truly competitive ‘rules
and regulations’ needed to be changed, and the RAAF was not prepared (or was not
able) to do this. They talked of the lack of recognition by senior Officers of their
achievements and of a general lack of support for the IHO coming mostly from
uniformed personnel outside the IHO itself.
On the other side of the coin however, these managers also felt that without CSP
things would not have changed at Williams. And they were after all, ‘getting the job
done’ and doing it more cheaply than was the case previously albeit that some people
were working a lot of additional hours without overtime payment just to get the job
done.
These managers believed that they had made enormous changes to the way this
function was staffed and had reduced costs considerably. Such savings would not
however, be achievable again and they acknowledged that ‘the next one [when they
were re-tested] would be hard to win’.
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These managers lamented their lack of real control over this IHO and their inability to
manage it like the ‘business’ that they thought it was supposed to be. The finances of
the group in particular were administered centrally and away from the IHO itself.
Plus, Air Force practice at the time apparently precluded the IHO Manager from
shifting funds between projects or of amending priorities. He expressed his acute
frustration with the difficulties of trying to change the ideas of senior personnel who
in his words ‘still live in the dark ages’ when it came to such managerial
considerations.
One IHO Manager noted that some employees were not prepared to accept the
changes being made. With hindsight, he felt that it might have been easier to have
introduced the ‘new ways’ (i.e. the IHO) with a fresh (new) group of employees rather
than going through the process of trying to bring them around. He also noted that
some workers were not prepared to fully undertake their normal duties during the
‘tendering stages’ because they did not know what was going to happen to them and
could not see the point of this work as an investment for their future: but he had some
sympathy with that view for, as he noted, ‘They’re not going to work like mad if they
know they’re going to be put off the next day’.
This work group also experienced a number of conflicting personal positions. Some
employees supported the internal bid, others apparently felt that they would be better
off if the IHO did not win and even actively worked against it. Others saw the
situation as one where they were ‘fighting for their jobs’ and they were very keen to
see the in-house bid succeed.
These managers felt that they, and their staff, now had more responsibility than was
previously the case but that they had had little training to help with understanding the
CSP process or in implementing their successful bid. They also felt that their
workforce was now working like a team—something that had apparently not
happened previously.
They felt that ‘senior people wouldn’t have clue about the frustration that they have
been through’. ‘Nobody has ever come down to us and asked us how the CSP is
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going’. They also expressed disappointment in the degree of support shown to them
by their Union representatives:
the union is very good in coming out and banging their hands on the desk a couple of
times. They never came out and spoke to the people; they never explained anything to
them. … The union has not supported its members (IHO Manager).

The Employees
These employees did not draw any distinction between the competitive review
processes of CSP and the outcome of a selected IHO. In fact, they noted that they had
already started to move towards different approaches (such as changing from planting
annuals to developing native gardens) even before the CSP review started. They felt
that they were providing the service expected of them, but did not believe that the
work that they did was any different now to what it had been previously—gardening
was still gardening! What had occurred, however, was a clarification of what they
should do and what they should not do. This included a clear delineation between
what they did themselves and what work sub-contractors performed.
Along with increased responsibility, there was an expectation on the employees’ part
that wages would rise accordingly as part of the successful bid—this did not occur.
The reduction in actual staff numbers resulted in an increased workload for those now
working within the IHO but they were denied access to shift work, overtime or
flextime. These people now worked standard hours for standard wages. For unskilled
and semi-skilled labourers on low base wages access to additional income through,
for example overtime, was quite significant and the absence of these opportunities
was something that some were finding financially difficult. A couple admitted to
taking on other part-time jobs in order to supplement their income. Working
conditions though including provision of a new ‘Smoko Room’, for example, were
generally considered good. And they felt that they were already sufficiently trained
for the work that they did.
These employees were pleased to have been able ‘to stick it to the RAAF’ by winning
the right to provide domestic services at Williams. They felt that many of their Air
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Force colleagues had not expected (nor wanted) them to win and there was a clear
sense of pride in being able to prove them wrong. But they now felt that they were
somehow a little different to the rest of Defence:
We’re not real public servants any more are we—more like contractors. (Staff
member)

Morale was now considered to be quite good—and considerably better than it used to
be! These staff members also discussed at some length the change in atmosphere
within the workplace now that it was a fully civilian workforce. They referred to the
‘wargames’ that apparently went on between the military and civilian staff previously
and how difficult it had been to work with two very different types of people. A
further advantage for some of the current employees had been the possibility to
broaden their skills base and obtain additional qualifications. A number now had new
licenses to operate various pieces of machinery. They also felt that on the whole they
had more responsibility for themselves and for getting on with their particular jobs.
This largely derived, they felt from, no longer having military supervisors standing
over them and giving orders.
These people also commented on the period of uncertainty that they had endured prior
to and during the CSP review. Not knowing what was happening led to a lot of stress
and delays in the announcement of the final decision and implementation of the
successful bid were interpreted as senior managers being faced with a dilemma when
the bid was successful. As one staff member noted ‘When we did win the bid it was
like they reneged on the deal. … We won and they mucked us around that much. …
They didn’t want us to win.’ Or as another put it ‘They didn’t want us to win. We got
right under the fence.’
Some of these staff members felt that IHOs were worth the effort ‘because you save
your job.’ One pointed out that they were obviously more efficient than they used to
be …
I reckon 6 blokes doing the job that 12 or 13 used to do seven or eight years ago …
yes we are more efficient (Staff member).
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Others were a little more irreverent with one fellow pointing out in relation to this
IHO that ‘it’s irrelevant whether it works or it’s better because I’m still getting paid.’
But for these people it seemed ‘The best thing was winning—by far, winning’ (Staff
member).
Opinion was divided on whether IHOs should be compulsory or not. Some said not
because there are times when it may not work and they shouldn’t go through all the
effort for nothing—‘it’s just setting people up’; ‘wasting taxpayers’ money’. Others
felt that IHOs should be allowed to give the staff a go.
The staff were generally appreciative of the fact that no one was forced to become
redundant. Redundancy packages only went to those staff who wanted them. And
with the exception of one person who wanted to leave and was in an employment
group that was not offered packages, all were happy with the way things had worked
out. They did mention though one gentleman who had apparently 'buggered up' his
interview to make sure that he got a package.
The people noted that prior to CSP they would not have been discussing these sorts of
issues and would not have even thought about the management aspects of their work
area. But as one noted ‘we’ve got to think for ourselves a little bit now.’

Implications
The Managers and staff at Williams felt that they had not been expected to win with
their IHO and they were delighted to have been able to ‘stick it to’ those around them
(particularly their military colleagues) whom they felt had not supported their efforts.
For these people winning had been a way to prove their worth and to show the rest of
the organisation just what they could do. And for a short while at least, they were
reveling in their victory despite their frustrations with trying to implement changes
that they felt the rest of Defence was not interested in.
Like other successful in-house bids Williams cut its staffing levels significantly and
removed all the more highly paid military positions from its organisational structure.
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It also placed staff on fixed hours and wages in an attempt to contain personnel costs
further. In order to be able to sustain reductions in staff the successful IHO altered the
nature of the area’s work by replacing high-maintenance gardens with lowmaintenance ones. But other than these efforts very little had changed—gardening
was still gardening and garden beds and grounds were tended in much the same way
as they had always been.

Post Script
At the time that the staff from this IHO were interviewed in 1997 there was already
talk that when this IHO came up for re-examination in 1999 it would be incorporated
into a much larger review of a range of support functions around the Melbourne area.
The staff did not hold out much hope of winning in those circumstances, and felt that
this could mean that all their efforts would amount to very little in the long run. Like
Catering and Accommodation at Broadmeadows this IHO was, subsequently,
incorporated into the much larger review of Garrison Support for Southern Victoria
which evaluated 440 positions. No in-house bid was submitted for the Garrison
Support function and the preferred commercial tenderer was announced in the latter
part of 1999.

Summary
This Chapter has presented an account of the circumstances of six CSP IHOs and
presented the views of key managers and staff on value and place of IHOs within the
Commercial Support Program. Telling the stories of these IHOs is an important part
of understanding the usefulness of internal bids and of assessing their achievements.
The following chapter will outline the views of other key stakeholders within CSP
and provide a balance to the overall story.
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Chapter 8

What the other stakeholders think
Chapter 7 provided an account of the perspectives and opinions of managers and staff
directly involved with six of Defence’s IHOs. This Chapter reports the views of other
key stakeholders who have been concerned with the CSP. These stakeholders have
had direct involvement with the development of CSP policy, implementation of CSP,
management of Defence personnel and as Union officials representing Defence
employees within areas being evaluated using CSP. The Chapter is divided into a
series of sections that deal in turn with the perspectives of each of these groups.
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The CSP Policy Advisers
The two CSP Policy Advisers interviewed for this research were drawn from a larger
group of people who are responsible for the design, provision of guidance and overall
implementation of the CSP. One had joined CSP in the mid-1990s the other had been
associated with CSP since the very earliest days of the Wrigley Review and the
Wrigley IDC. Both were senior level managers within the Defence Organisation.

The Purpose of In-House Options
CSP Policy Advisers had differing views on the extent to which IHOs are required
within CSP. One made it clear that, from his perspective, IHOs were mandated
because of their inclusion in Defence industrial agreements—although he was not
convinced that their sole function was to meet an industrial relations requirement. The
fact that a number of CSP reviews had been awarded to in-house bids was, in his view
at least, sufficient evidence that these IHOs were also meeting Defence’s efficiency
expectations.
The other CSP Policy Adviser acknowledged that IHOs were specifically addressed in
Defence/Union agreements and that they had, for the most part, been considered
mandatory in the earlier days of CSP. He felt, however, that there was now sufficient
evidence to show that in-house bids were not always going to be competitive and that
Defence managers, staff and Unions had now come to the point of being willing to
accept that in-house bids should not automatically be developed. He felt that to
encourage managers and staff to pursue in-house bids in less than favourable
circumstances was ‘being less than forthright’ with these employees. Catering was
offered as an example of where experience had demonstrated that Defence simply did
not have (and was unable to achieve) a supervisory/management structure that was
flat enough to compete with the private sector. And he suggested that employees
working in these areas knew that this was the case and despite any agreements that
might have been in place they really knew that it wouldn’t be worth their effort to
pursue an in-house bid.
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… as it stands at the moment if the members of a Union say they want to have the
test, they want to be part of it, they want the right to defend their own workplace then
we have an IHO. Although, the Unions are starting to realise that there is no point
putting their members through the trauma of an IHO if they don’t stand a fair chance
of winning (CSPP 2).

The Value of In-House Options
Both these interviewees saw IHOs as being very important—Defence could not have
gotten as far with CSP as it had if it had not been for the inclusion of IHOs. Their
biggest advantage was seen as an industrial relations one: Defence had been able to
continue with activities without disruption or dislocation even though the majority
have in the end, been contracted-out. Defence could have been brought to a halt in
areas such as supply of spares and equipment if not for the goodwill that IHOs had
generated.
These CSP Policy advisers were in agreement that generally, but not universally,
IHOs were worth effort. Although, they felt that the results of IHOs had been mixed.
There were some instances where enormous changes had been made in the way work
was organised—and with commensurate savings in overall costs and in the numbers
of employees now needed. But on the other hand, there were also cases where work
areas had been ‘fairly conservative in their willingness to embrace better ways of
doing business.’ And in these cases, the feeling was that they ‘really did what they
had always done’, although perhaps a little smarter and with fewer resources. CSP,
through IHOs, was seen as having provided opportunities for the more entrepreneurial
employees to come to the fore (CSPP2).
A major reason put forward for having IHOs was that they had ‘pleasantly exceeded
expectations’. IHOs had been able to propose considerable savings in some areas, the
overall process had helped to sharpen the focus on what the Defence customer
expected, and staff had had an opportunity to participate in redesigning their work
areas to better meet these expectations (CSPP2).
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The ‘competitive situation’ that having in-house bids created was also seen as a
positive reason for including them with CSP. The ‘ill-feeling towards IHOs’ apparent
within some parts of industry was seen as further evidence that they were a truly
serious competitor (CSPP1). The additional imposts of accommodating Competitive
Neutrality Principles were, however, seen as likely to make in-house bids even less
competitive in some cases.
These Advisers also commented on the improved relationship between Defence
Management and Unions that they felt had been fostered by CSP and the inclusion of
in-house bids within the process. They accepted that the Unions would not necessarily
be glowing in their report card on the implementation of CSP, but they did feel
confident that Unions representatives were appreciative of the consultative
arrangements put in place (particularly the special Sub-Committee established by the
Defence Consultative Committee to specifically address CSP issues), of the level of
training provided for Union representatives and of the overall level of involvement of
the Unions in the whole process.
I think the relationship that CSP has developed with the Unions is something of a
pathfinder in itself. I think there is a more intellectual way of doing business, than
confrontation which has a limited outcome (CSPP 1).

These Advisers cautioned however that CSP should be seen in its rightful place—as
one of the tools Defence has available to it and not the only way to achieve reform. As
one Adviser put it:
What is an IHO? It’s just doing business with the same people but in a more efficient
way (CSPP1).

They also recognised that successful IHOs were still, nevertheless: art of the overall
Defence organisation.
there is no real difference between managing an IHO that has resulted from CSP and
managing an area that has not been subjected to CSP. The only real difference is that
the IHO has a clearer focus on exactly what it is that is required (CSPP 1).

234

I don’t like the term IHO. … it’s really the in-house Team that is bidding against
industry but once they’re successful and they are the implementers of the activity if
we continue to call [them] IHOs … I think it is giving them a label and I don’t think
we should do that. They just happen to be the most efficient bid, the most economical
bid, the best value for money and therefore they are the winners of the contract for
whatever period of time (CSPP 1).

CSP (and through it IHOs) were also seen as contributing effectively to reform by
encouraging a greater focus ‘on how much things cost’. Although there was also a
feeling that Defence was now being driven more ‘by dollars [and] not by operational
requirements’. As one put it:
… we are to a degree, I guess, compromising operational requirements in order to
meet the dollar bottom line. But that’s the way of business; it’s a culture change that’s
all it is. It doesn’t make us any less effective (CSPP 1).

Disadvantages of In-House Options
The biggest disadvantages of CSP and IHOs were seen as the drop in morale of the
staff and the overall way these people were managed. These Advisers admitted that
Defence had not always handled the human resource management issues of CSP as
well as they might. The trauma of putting people through a competitive tendering
process and the impact that this must have on productivity in the short term and,
perhaps also in the longer term, was seen as reason enough in itself to understand why
some managers and commanders were not willing to pursue IHOs in their workareas.
The Policy advisers also acknowledged that from the vantagepoint of the employees
working within selected IHOs things were ‘somewhat less rosy’ than they used to be.
Not everyone retains his or her job even if an in-house bid is selected. These advisers
understood that the demands on staff were quite intense and that they were not
quarantined from the other efficiency initiatives being applied around the Defence
Organisation. This tension was in the words of one Policy Adviser, ‘probably not
soluble’ because of the current nature of the public sector work environment where
cost cutting and downsizing, for example, were to be regarded as the norm.
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The expense of mounting in-house bids was also seen as a major factor in
discouraging such bids. These interviewees acknowledged that even the Unions were
starting to realise that where an in-house bid did not have a good chance of being
selected then there was no particular advantage in putting their members through the
trauma of the bidding process. Having the Unions reach this point, and recognising
that the hard and fast industrial relations situation need not always be strictly adhered
to, was viewed as a significant milestone in the progress of CSP (CSPP 1).

Challenges for In-House Options
It was acknowledged that some IHOs felt constrained by the nature of the original
Statement of Requirements which were often couched in terms that not only specified
what was required but also how it might be achieved. But it was also noted that this
problem with the earlier CSP Reviews had been accepted and was being addressed by
Defence management and the CSP Policy group.
One of the big issues still to be dealt with fully was the division of authority and
responsibility between the Program Managers to manage their program and the
perceived responsibility and autonomy of the IHO to implement its proposals in
accordance with the IHO Directive. It was acknowledged that Program Managers
certainly ‘won’t entertain the thought that you should isolate IHOs’. Otherwise, as
they pointed out, one could see the tail start to wag the dog (CSPP 1).
The advisers felt that it was easy to understand why an IHO that had cut itself to the
bone would not want to be inflicted with any further cuts. They also recognised that
those senior managers charged with managing the overall Program had a
responsibility to do so within their budgetary limits, and to do that however they saw
as necessary to meet their objectives. It was suggested that it ‘all comes down to
Service Level Agreements and being able to renegotiate these in the event of changed
circumstances’ (CSPP 1).
It was also recognised that savings of the level that CSP had achieved can only be
made by ‘cutting resources back to the bare minimum’, and if that means that the
number of people falls below the minimum needed to perform a particular function
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‘then you have to change the function’. As one adviser suggested ‘Managers realise
that if you cut back … then you have to expect a lower level of service because of
that’ (CSPP 1).
These Policy Advisers accepted that the combined efforts of the many people
involved in developing and implementing IHOs were considerable, that they were
resource intensive and the cost of mounting them, therefore, high. But like everyone
else associated with CSP they did not know exactly what these costs were—nor were
they overly interested. The costs of mounting in-house bids were absorbed within
Defence’s overall running costs, or as one senior adviser put it ‘IHOs don’t come
cheaply …we don’t know exactly what the cost is … it’s coming out of our hide’.
They did, however, acknowledge that this work was exhausting for the employees
who undertook it and they could understand why these employees might ‘wonder if it
was all worth it’.
The biggest single management issue in the implementation of CSP, and this also
applied to IHOs, was seen as the Defence Organisation’s inability to give employees
answers to their questions. Quite understandably employees wanted to know what it
all meant for them and particularly the effect that their in-house bid was going to have
on their current and future employment prospects. But Defence was unable to answer
these questions for two very important reasons. First, until the outcome of the
competitive process was known no one was able to be definite about what would
happen. And second, as one policy adviser lamented, handling this type of uncertainty
for a lengthy period, and until very near the end of the whole review was very
difficult to manage in itself. The policy advisers acknowledged that most employees
had little if any idea what was actually proposed in the in-house bid. Thus it was not
until the announcement of their selection that many knew what was going to happen.
And at least some people thought that if the in-house bid was selected that their
positions would be safe. They did not appreciate that in order to win even in-house
bids had to cut staffing levels and at times, quite brutally
The companion issue to this uncertainty was that of the alternatives or benefits that
might be available to employees should they leave Defence. Many were undecided
about whether to leave or not. For those who thought that that might want to stay they
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did not know what alternative employment opportunities might exist. For those who
thought that they might have preferred to leave they were not sure about redundancy
payments, whether they might be able to gain employment with the incoming
contractor. Or indeed, if one might preclude the other. And this too had a large degree
of uncertainty that many found difficult to handle. And, of course, people also started
to ask what about next time—we might have won this time but what about next time?
These Policy Advisers were aware of these concerns but also recognised that they
were matters that were not easily or quickly resolved.
These Advisers acknowledged that Defence had not always managed IHOs very well.
But they also felt that Defence was probably equally as bad at managing external
contracts as it was at managing IHOs. Communication about matters affecting IHOs
was generally not seen as being very good. One Adviser suggested that IHOs
probably communicate more with other IHOs than they do with the central
management (CSPP 2).
The Policy advisers also recognised that for the military, in particular, CSP was a very
real threat. As one noted ‘there were those who were quick to point out that they had
joined the military on the expectation of a life-time career, and this was now no longer
the case’ (CSPP 2). Career opportunities were being constrained because positions to
which ADF members might once have been promoted were no longer available, either
because they were abolished by the contracting out of a particular function, or because
even successful IHOs had had to reduce staff numbers in order to be selected.
One Policy Adviser believed that employees in at least some of the earlier in-house
bids had not believed that they could win. He felt that the staff were of the view that
CSP was simply an exercise in contracting out and this had had a particularly
deleterious affect on the morale for the people working within the in-house unit and
also on those with whom they interacted. He acknowledged also that many employees
were not interested in being part of an in-house bid as they were dismayed that the
Organisation could want to alter the function within which they worked in the first
place and they would rather move on than be a part of the change. There was also
apparently evidence of what one Policy Adviser described as ‘not invented here
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syndrome’ where employees denied any connection with CSP or its in-house bids on
the basis that they had not had anything to do with its creation (CSPP 2).
Core/Non Core dichotomy was also seen to have outlived its usefulness—‘if it ever
was’. As one adviser put it:
It’s a fictional concept that doesn’t bear scrutiny. I think we are in danger of having
an 'us and them' syndrome develop, and people have ‘jumped the wall to get into the
core so they’re protected (CSPP 2).

These advisers felt that a lot of things in CSP—contracts and IHOs alike—had
worked because the people there have made it work not because the contractual or
managerial arrangements have been good.

Summary
CSP was seen by these Policy Advisers as softening the blow of reform within
Defence. With CSP cultural change and cuts in staff numbers had occurred with
minimal disruption.
… it’s been a very good outcome for the Department. Probably all that it has
achieved will never be attributed to CSP. All we can measure are those things which
are directly related to CSP Outcomes. We can’t measure the things that never get on
the books, and yet we have realised significant efficiency savings purely by virtue
that they may have been CSP tested … (CSPP 1)

The importance of winning in a competitive environment had not escaped the notice
of these advisers. As one put it ‘there’s no prize for second’—an important issue that
will be taken up in the next Chapter.
The overall situation of many staff working within IHOs was perhaps summed up by
one Policy Adviser who noted that:
… they’re lean and mean in IHOs. People who are employed in them are rightly
proud of what they are achieving. But, I think they are under a good deal more stress
than some of their compadres elsewhere in the Defence Organisation (CSPP 2).
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Those Implementing CSP
Four people were interviewed from within Defence Programs that were implementing
CSP. These representatives had various responsibilities for coordinating the
implementation of CSP, resource management functions within their Program, and for
providing assistance to staff developing IHOs. They ranged from middle-level to
senior managers and all were influential in the conduct of CSP within their Programs.
It was apparent from their interview responses that, of these four people, one was
clearly in favour of CSP and of having IHOs. One was fundamentally opposed to CSP
as a mechanism for reform and saw IHOs as an additional and unnecessary overhead.
The other interviewees simply accepted that Defence had decided to implement CSP
and to incorporate IHOs in the Program—their task, then, was to get on with the job
of implementing CSP the best way that they could.
Despite their differences these Program representatives all agreed that IHOs required
considerable amounts of time, effort and resources to develop. One felt that this alone
was a good reason to do away with them (CSPI 2). Others believed that the very task
of having to prepare internal bids had highlighted just how much the Defence
Organisation’s employees cost, how much it cost to use them in particular ways, and,
because of that, IHOs were worth the effort—and the return on investment was many
times the actual cost of developing an in-house bid. In the words of one CSP
Coordinator, IHOs have ‘focused our people’s attention on the costs of doing business
the way we’re doing business at the moment’ CSPI 1).
These interviewees also agreed that it was ‘a good thing’ that Defence’s policies in
relation to CSP were moving towards less of a ‘compulsory’ stance for IHOs. All but
one interviewee agreed that while IHOs were, at times, a useful tool they should never
have been seen as compulsory.
One interviewee also criticised CSP processes for being too slow and suggested that
the inclusion of IHOs contributed to that problem (CSPI 2).
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The Purpose of In-House Options
The real purpose of IHOs, according to several (military) interviewees, was to ‘satisfy
the Unions’: if it were not for the Unions representing Defence civilian employees
there would not be IHOs within CSP. But, it was noted too, that the military in
particular also had ‘a big problem with the CPSU’ when it came to implementing
CSP. They found the Unions ‘pretty hard to manipulate’ and military managers were
frustrated at having to deal with a group of people who did not comply with
instructions in the way that they were used to with military employees (CSPI 3).
Military interviewees were of the opinion that many civilians don’t actually want
IHOs; all they really wanted was a redundancy package and therefore they did not
want to participate in the in-house bid. Conversely, Service personnel were seen as
not particularly worried because they knew that they still had their jobs—for them the
big worry is the demise of their musterings, and having to be remustered, but they
were still employed and still in the uniform that they originally chose.
One CSP Coordinator believed that the aim of IHOs was to win the competition, but
… the objective of CSP, however, was not necessarily for IHOs to win—unless they
genuinely demonstrated that they were the best option for Defence. He acknowledged
that while many people in Defence openly barracked for the in-house teams, which
was fully understandable, many within the private sector presumed that he would also
‘root’ for them simply because he worked within the Defence organisation and wore a
similar uniform. He was at pains to point out that it was his job to get the best
outcome for Defence as a whole and he would objectively support which ever option
provided that outcome (CSPI 1).

The Value of In-House Options
The biggest disadvantage of IHOs is the cost of developing them, but this is also an
advantage in that the process is a salutatory lesson in how much it costs (CSPI 1).
Whether they fundamentally supported the intentions of CSP or not these
interviewees agreed that CSP had forced people to concentrate on what it really cost
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to operate their work areas and focused them on finding better ways to work: it had
contributed to change and to a different emphasis in the way that Defence’s managers
thought about work and the use of resources. As one CSP Coordinator put it:
If IHOs went away, I think the forced cultural change, the impetus for cultural
change, may also dissipate (CSPI 1).

This interviewee believed that Defence needed to continue to include in-house bids
within the CSP process for another four or five years to ensure that the point was
really made and well understood by the next generation of Defence managers. It was
pointed out by one interviewee that military managers, in line positions in particular,
had not previously been required to account for their management and use of staff
from the perspective of wise use of financial resources. They had always viewed
personnel as a ‘free’ resource provided to them, and paid for by, some other part of
the Defence Organisation. As a result personnel resources were often misallocated.
One CSP Coordinator suggested that, in his experience, CSP reviews could save
around forty percent of pre-CSP costs regardless of whether an internal or external
provider was selected. On the basis of this he argued that CSP IHOs had clearly
demonstrated what was possible and showed there was room for improvement in the
way that other parts of the Organisation (not currently affected by CSP) organised and
used their employees (CSPI 1).
These interviewees unanimously believed that there were savings to be made across
the Defence organisation but they did not believe that the changes being made in areas
that are subjected to review by CSP were being matched in other so-called Core parts
of the Defence organisation. As one interviewee put it:
the truth of the matter is that unless you’ve got a stick to beat people around the head
with they won’t do anything, they won’t get off their butts and change the way they
do business. … you’ve got no leverage over them; you’ve got no power to do
something to get them to come up with resource savings (CSPI 1).

One interviewee summed up his position on CSP and IHOs by commenting that CSP
had been overdone; it had lost its purpose and become a thing unto itself. He
questioned the value of some CSP reviews, suggesting that Defence seemed to be
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pursuing CSP for pursuings sake and not asking whether the costs associated with the
review were worth it for the outcomes being achieved. In his opinion too many people
in Defence viewed it in simplistic terms: that it had contributed to reform because it
had made savings but, as he pointed out, reform is in fact, much more than just
savings. CSP IHOs were to him an excuse—a soft option for an organisation that does
not want to face or make the hard decisions (CSPI 2).
The Core/Non Core separation was also seen to have lost any value that it might have
had in the earliest days of CSP. The decision, in the opinion of one interviewee,
should simply be does Defence want retain a particular capability internally? If the
answer is ‘No’ then contract it out and don’t muck around with in-house bids.
Conversely, if Defence wants to retain that capability then it should ignore
outsourcing options and look to ‘smarten up’ internal provision (CSPI 2).
According to one interviewee, the fact that IHOs are developed around current
employees who know how to do the job, and who are still employees of the
organisation who can be manipulated without necessarily incurring any additional
costs or penalties should be viewed as an advantage of an IHO over a commercial
contract where changes can be made, but usually, for an additional cost (CSPI 1).

Disadvantages of In-House Options
According to all interviewees the management of IHOs was unclear. Defence had not
adequately developed its balance sheets to cope with managing IHOs and, according
to one senior manager, there was ‘ample evidence of IHOs cribbing around the edges’
either by having additional resourcing provided to them or by being able to obtain
‘loans’ from other areas (CSPI 2).
Another problem for IHOs, in the opinion of some Program representatives, was that
Defence did not look carefully enough at the whole CTC process and did not resolve
some fundamental issues prior to launching into CSP. It was acknowledged that not
all issues could have been foreseen at the outset but some concerns that clearly should
have been addressed were not. The costing of in-house bids, for example that was
brought up a number of times. Those most closely involved with IHOs reported that
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there were continually disagreements between various parts of the organisation about
how much money was attributable to different tasks or areas; in-house estimates of
how much particular activities cost; levels of resourcing that would be provided to
IHOs, and how they actually calculated all these costs in the first place. It had been
particularly unsettling to some interviewees to come to the view that the Defence
Organisation did not have a clear idea of what was happening or what should have
happened (CSPI 4).
The Ready Reckoner developed to assist in calculating costs was cited by one
interviewee to be ‘the biggest disadvantage to the IHO’. She claimed that the
Reckoner itself was wrong: a particular bone of contention was the fact that it
included amortisation of management overheads which as one Program representative
noted, ‘they say will be reduced when we get rid of the people. [Well] We’ve got rid
of the people but we haven’t reduced any management of the overheads’ (CSPI 4).

Challenges for In-House Options
An IHO that works well up front, is committed to the competition and develops their
bid together in the knowledge that they are the team that will have to make it work
has a much better chance of working. And there are often key people who are
therefore crucial the whole thing. The military posting cycles, and to some extent
civilian promotion and transfer arrangements, often work against this which can cause
serious problems for continuity and loyalty to the bid, or if selected, the IHO (CSPI
1).
Interviewees noted that IHOs bring with them a fundamental question for
employees—‘what happens to me?’ Managing this uncertainty had been a major
human resource management problem for Defence because employees did not know
if they would still have a job, and for those that might remain, they did not know what
skills they might need or have to acquire. Indeed, employees were often more
concerned about whether they should be looking for employment outside Defence.
A second major human resource management issue had been to do with redundancy
of staff. Not all interviewees supported the Defence position of the ‘clean break’.
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Some felt that this was the wrong approach that resulted in double dipping by
employees who were able to obtain a redundancy package form Defence and also
move directly into employment with Defence contractors (CSPI 2).
The third major issue identified was that of getting employees to look hard at what
they do and question things as part of the CSP process. This was seen as not being a
bad thing, but it has ‘been a very unsettling thing’ (CSPI 2)
In the opinion of one interviewee employees in IHOs are no better managed now than
they were prior to CSP. And in most cases no differently managed. The discipline of
actually having to write down what it is that Defence requires through Statements of
Requirements and Service Level agreements had helped to clarify for workareas,
managers and staff what is expected of them but that had been the only significant
change. And even that had been patchy (CSPI 2).
Reliance on particular individuals and problems with training of staff were also cited
as good examples that reinforced that nothing had really changed. Indeed, it was a
‘fact’, according to another senior manager, that Defence’s approaches to managing
personnel had inhibited IHOs (CSPI 1).
One interviewee noted that, in his experience, there were a few cases where ‘the
[work] process has been smartened up ... but that they would be by far the exception
than the rule’. CSP and IHOs are not ‘about improving how we do business, it’s about
survival at the end of the process’. He claimed that in many instances he had not seen
any real changes to work and management practices. He acknowledged that there may
be a couple of cases (those that Defence holds up publicly) where change had
occurred but, for the most part, he had not seen any strong evidence of changed
management practices. And, to a great degree, he would not have expected to because
whilst they are supposed to be separate in some way, that fact remains that IHOs are
still part of the Defence Organisation, and subject to all the same legislative
imperatives and organisational policies and practices as all other parts of the
organisation. As he pointed out:
they cannot be out of step … I think that’s the tragedy. ... the whole process is
fundamentally flawed because it is about [saving money], not about reforming work
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practice. It says it is about reforming work practice because that is the only way you
can find a saving, but it’s not about that really (CSPI 2).

It was noted also that many employees working within IHOs felt that they were
disadvantaged by being a member of an IHO simply because they are more
accountable. They also felt that there were too many areas telling them what to do or,
even worse, giving confusing or conflicting advice (CSPI 4).
Those most closely involved in assisting in-house teams to prepare their bids felt that
IHOs were not worth the effort involved in developing them and were not delivering
what was expected of them because Defence ‘really doesn’t want them to work’.
Three related factors were stressed as being particularly illustrative of this view. First,
the way tender evaluations were conducted, at least in some parts of the Defence
organisation, appeared to work against in-house bids. Apparently, unless in-house
bids could show a significant cost saving compared to commercial bids (in the order
of 10 to 20 percent lower) there was a perception that those charged with conducting
the tender evaluation would tend to err towards the external bid because it was more
politically astute in the current climate to do so (CSPI 4).
Second, and not unrelated to this, was the very real dilemma that, once selected, IHOs
simply moved back into the usual ‘running system’ within the Organisation that did
not differentiate between them and the rest of Defence. This meant that even though
they had proposed new ways of working IHOs were not always able, or allowed, to
implement these changes because they did not ‘fit’ with the rest of the organisation
and how it did things (CSPI 4).
Third, and flowing from the previous point, was the issue of staffing. Senior managers
in at least some parts of the Defence Organisation had made it very clear, as was their
prerogative as managers, that they would not treat IHOs any differently to other part
so their Program and, as such, organisation-wide decisions such as reductions in
funding or staffing levels would be applied to IHOs in the same way that they would
be applied anywhere else (CSPI 3).
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This issue was also raised as a concern within the tender evaluation processes because
there was a view that, because these circumstances were known to be applied to IHOs,
then they were considered to be higher risks in the sense that they may not be able to
meet Defence’s requirements. Some interviewees commented that there had been
instances where this type of thinking that had seen In-house bids not be selected. Not
surprisingly, they argued that this perception of risk while potentially being quite
serious, was illogical because similar problems could just as easily occur with an
external contractor—albeit that they acknowledged that the Defence Organisation
probably had a history of throwing money at such situations to ‘solve the problem’:
something which it was clearly not so keen to do for in-house teams (CSPI 4).
To address some of these issues, it was suggested that Defence needed to have a ‘bit
more flexibility’ in some of its practices. Changing rostering systems to allow Split
shifts for some employment categories, for example, was an issue that had come up in
a number of cases. The ruling from Defence’s senior managers had been that such
revisions could not be made and therefore some in-house bids had not been able to
make the changes necessary to have even a chance to win (CSPI 2; CSPI 4).
According to interviewees one of the ‘big problems’ for IHOs was the ‘bureaucracy
that is the Defence Organisation’. The time and effort associated with trying to change
things within the organisation had meant that many in-house bids could not go
forward with guaranteed proposals because it took longer to change rules or
procedures than the amount of time they had available to them during the tendering
phases of CSP. And it also took a good deal of energy, which many in-house teams
preferred to devote to development of their bids, rather than to wrestling with their
managers. Hence, the in-house development teams tended to propose what they knew
was already accepted practice, or that would not create problems, and leave the rest
well enough alone. The opportunity to make significant changes on difficult or
potentially important issues was, therefore, lost (CSPI 4).
It was also pointed out that the lessons being learned and the efficiencies being found
within IHOs were not being found yet in areas that are not being subjected to CSP.
‘We’re getting all very competitive in our non-core and our core still has problems’
(CSPI 1) Part of the reason for this is that the work of the other areas is not being
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measured in the same way that it is within IHOs. Although, it was noted that at least
one Military Chief had suggested that if non core areas could make savings in the
order that were being made, then surely there must be then possibility for similar
savings within the Core areas—it was just a matter of working out how they could
find and harvest these without using CSP as such (CSPI 4). The big difficulty of
course was that people working within these areas knew that they would probably
never move out from under full Defence command and control and therefore there
was not the threat of possible job loss to motivate them that had been the case in the
non core functions that had already been subjected to CSP. And the threat of job lose
was recognised ad being a powerful motivator.
These interviewees knew that many IHOs were complaining about their
circumstances, particularly about lack of resources, but as one Program representative
pointed out:
if they don’t squeal too much then maybe we’re doing OK … unless they squeal
really hard then obviously we’re not hurting them too much. … Or maybe it’s just
that they are not squealing loud enough for us to stop CSP or to stop putting together
IHOs (CSPI 1).

On the issue of support to IHOs, particularly the complaint from within IHOs that
they were not being fully manned, one Program representative who had been closely
involved with a number of CSP decisions noted that he would place ‘a question mark’
over the ability of some in-house bids to perform the specified tasks. Because senior
management in some cases cannot, or will not, provide full manning to IHOs his view
was that this must compromise their ability to meet their proposed undertakings and
as such make them a greater risk than a commercial provider who would be expected
to have sufficient staffing levels to meet contractual obligations (CSPI 1).
One interviewee was adamant that that the rest of the Organisation did not understand
that IHOs were supposed to be trying to do things differently. The evidence for that
view, according to this interviewee, was in the way that particular individuals, and the
organisational system more generally, continually tried to use their old methods of
operation and to impose these on IHOs (CSPI 4).
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Like many people within IHOs themselves interviewees in Program Implementation
roles also acknowledged the problem of Defence managers treating IHOs staff
inconsistently. They are noted that they were treated as somehow being different to
mainstream Defence employees at times and treated as being part of mainstream
Defence at other times. This, and cuts to resourcing levels were apparently starting to
be addressed by the use of Service Level Agreements CSPI 3).
Some interviewees noted that some managers, particularly within the military, were
not in a position to say ‘No’ to requests for services outside their IHO Directive. It
was acknowledged that these employees ‘know where the power rests and who writes
the reports upon which promotions are based’. Thus, IHOs often find themselves
doing additional duties such as parades and guard duties that take the people away
from the ‘real’ work of their IHO CSPI 1).

Summary
According to one senior manager interviewed for this study the biggest advantage of
CSP, if one could view it as an advantage, is to give staff a life after CSP. The biggest
disadvantage is the cost to the organisation and the pain to the staff. It is not well
appreciated that:
staff have gone through an agonising process to come up with an IHO, they have
been forced to take some pretty hard decisions about their workmates … [and] at the
end what have they won?—ostensibly a reprieve. …If they lose, they’ve gone
through an extended period of uncertainty, possibly burned some bridges in the
process and they come out at the end with potentially nothing (CSPI 2).

It was suggested that there will come a time when IHO do not, and cannot, win
because the resource levels within Defence and the affected work areas will be cut so
far that mounting in-house bids will simply not be possible. Furthermore, commercial
companies are constantly gathering data on what is happening and increasingly
gaining strength in their ability to bid against new work. The efficiencies of CSP and
IHOs were made the first time around. They cannot be expected to reach the kinds of
savings levels reported the second time around and remain a viable organisational
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unit. Indeed, even commercial alternatives could not reduce much further the costs
simply because there is a minimum for all work below which it cannot fall and remain
operational.
I don’t believe that the rest of the [organisation] actually understands that IHOs are
different. And they have to be different for them to succeed. Otherwise they just get
sucked up into the normal running system and they won’t be able to meet their
contract (CSPI 4).

IHOs are definitely worth it but the whole system has to change to make them work
better (CSPI 3).
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The Human Resource Managers
Four senior Defence Human Resource Managers were interviewed for this study.
They variously had responsibilities for military and civilian employees and for
provision of advice and support on CSP and human resource management and
industrial relations issues. They all made it clear that, to them, CSP was not the only
process of reform occurring within Defence (or the wider public sector) and therefore
it was only one of the matters of interest or concern to them.

The Purpose of In-House Options
The idea that the purpose of IHOs is to win the competition with industry is, to at least
one Human Resource Manager, a ‘very silly statement’ which set up false
expectations and presupposed a philosophical position that the public sector should
perform the activity.
I think the IHO is a process for giving people a chance rather than for saying hey, go
ahead and win it. And I think it’s silly in HR terms to put that expectation up because
frankly there are quite a large number of activities where an IHO is clearly the only
way to go for various reasons or, [where an in-house bid] doesn’t have a snow flake’s
chance in hell (HRM 3).

Of course this does not mean that in-house bids should be constructed to lose. As one
senior manager put it—we have to say to them ‘If you’re going to be in it, you’re in it
to win it’. But not all in-house bids can be expected to win and those in that
circumstance also need frank advice to that effect (HRM 1).

Value of In-House Options
These HRM specialists considered that there were several distinct advantages in
having IHOs included within the CSP Process. Chief amongst these was the ability to
keep current operations going while an activity is effectively being tested for potential
outsourcing. They believed that Defence would have had significant problems in
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maintaining productivity while people were ‘looking down the barrel of losing their
jobs’ if it had not been for the inclusion of IHOs within the CSP process (HRM 3). In
that sense, IHOs were seen to have helped rather than hindered the overall process.
Secondly, IHOs were valuable in the way that the competitive situation forced work
areas to take a hard look at what they did and how they might be able to do it more
efficiently. As one interviewee put it when discussing the value of competition in
bringing about change—‘there is nothing like the real thing’ to focus people and
precipitate action (HRM 1).
Thirdly, they also felt that IHOs were important for mitigating potential staffing and
industrial problems by giving the employees a ‘chance to have a go’ and by
demonstrating that the CSP process as a fair ‘test’ where Defence is ‘actively looking
for best value for money’ rather than the automatic pursuit of an external solution
(HRM 1).
That is not to say, however, that they believed that in-house bids should be mandated.
These people acknowledged that there was sufficient evidence in CSP experience to
suggest that IHOs are not always competitive and they should therefore, only be
pursued when they have a very real chance of being selected. They considered it cruel
to let employees think that they have a chance of winning when this is not realistically
the case.
These managers noted that IHOs typically:
•

downsize from the previous structure;

•

have a more rigorous regard to job classification levels and pay; and

•

have had a fairly good look at the sort of management structures they need to
put in place to achieve their objectives.

They noted also that the rigour of developing an in-house bid is different to the rigour
of ‘just an ordinary restructure without competitive tendering’. In-house bids ask
things like ‘What are we trying to achieve here? Why do we exist? Is there any point
anyway?
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In an ordinary review hardly any of these questions get asked. It’s usually a much
more mundane process of – you exist, therefore you exist. What’s your workload,
what levels of responsibility do you have? And translate this into numbers and levels.
In an IHO contest there are much much harder questions asked, and if you’re talking
about the capacity to make a competitive bid it actually makes people think about
what they look like and how we look at them (HRM 3).

Other key advantages were considered to be:
•

the chance of helping people to reconstruct their work environment which
could be expected to lead to a clearer sense of ownership, more commitment
to the job and to better performance and outcomes;

•

the fact that IHOs also provided a good benchmark against which to assess
alternative bids: as the proposed outcome was being put forward by employees
who could be expected to know the work and their bid could, therefore,
reasonably be expected to work; and

•

the way that CSP had caused Defence managers to think more about their
dealings with the Unions and to ensure that they put in place consultative
arrangements that worked.

Having Service personnel able to continue to perform some functions was also put
forward as an advantage of having IHOs from the point of view of the military—
military positions were effectively saved from outsourcing to be staffed by military
personnel. The reasons offered for this stance were largely to do with retaining a
minimum number of military personnel and maintaining the military’s ability to
control employees and, thus, retaining a degree of flexibility in how they are used. If a
function was contracted out and the personnel effectively lost, they argued, Defence
would not have Service personnel to deploy at its discretion and would not have the
flexibility to move people into areas of military operations without having to pay
premiums in the form of, for example, increased insurances for a civilian contractor
(HRM 2).
One adviser acknowledged that senior managers, and particularly those in the
Services, were not keen on IHOs. These people were seen as viewing things at a
‘macro level and would have rather moved straight to outsourcing’. At the lower and
middle manager levels people, however, saw great value in IHOs. For the civilian
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Programs CSP was seen as ‘contracting by stealth, and with the cooperation of the
Unions’ (HRM 4).
It was noted too that sections of the Military had apparently, initially at least, hesitated
about having in-house bids at all because of concerns about being able to ‘make them
work’. Senior military Officers had recognised that military personnel had specific
‘military’ obligations beyond their duties within the IHO in which they were to work
but it was not clear how the tensions that this might cause would be resolved. As one
senior Officer put it, ‘ … if you actually win … you have to put in place changed
arrangements which we really hadn’t thought through’ (HRM 2).
From the point of view of some of the more senior military it was also ‘marginal
whether IHOs are sensible’. But they had accepted that, like their civilian
counterparts, many military personnel who found their jobs threatened by CSP wanted
the opportunity to develop an in-house bid—albeit that they had been assured that no
military employee who wanted to stay within Defence would lose their job whatever
the outcome of the CSP Review. They felt that this desire to have a go on the part of
the employees seemed to have been motivated largely by a sense of association with
and pride in their particular work areas (HRM 2).
On the other hand, one human resource manager noted that local managers are often
‘too paternalistic’, giving a lot of encouragement to a bid that no real chance of
success. This, he felt created problems later when the expectations of winning were
unfulfilled (HRM 3).
All the HRM Specialists who participated in this study felt that there was a discernible
difference between work and management practices within IHOs at the completion of
a CSP review compared to what they had been like previously. But they also
acknowledged that quantifying and explaining these was difficult. By far the most
important contribution of IHOs, which was discussed by all interviewees, was the way
that preparing the in-house bid had forced work areas to ‘step back’ and look very
hard at what they did and how they might be able to do it better. These HRM
Specialists believed that work areas were now more willing to participate in this type
of self analysis and had begun to think more about serving their clients rather than
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doing what they had always done, or adhering to convention in such things as military
rank structures. They believed that the organisation as a whole was shifting towards
greater acceptance of doing things differently. Flattening of organisational structures
within military ranks was offered by way of illustration of this point: where once a
military unit would have used all levels within the available rank structure because
this was the norm, a number of IHOs had at least considered using only some of these
to create a flatter structure. It was acknowledged that this was probably not
widespread within Defence but these IHOs had shown that it could be done!
These HRM Specialists indicated that there had been examples of greater
commitment from local work groups to the objectives of their areas. They felt that
people were probably being given more responsibility than previously, and they felt
that these employees were probably finding it more rewarding, albeit also more
frustrating. They also acknowledged that there were staff working within IHOs who
had ‘nearly killed themselves’ to make their IHO work.
A positive feature of IHOs has been the increased level of multi-skilling. The workers
are quite happy with their new jobs. But for many their hearts are no longer in it
because they feel that Defence is no longer supporting them. One HRM adviser even
went so far as to suggest that some CSP Coordinators might be trying to dissuade
employees from mounting In-house bids because of this perceived general lack of
interest and support (HRM 4).
The views of the HRM Specialists varied on the question of the extent to which the
changes being made within IHOs might be filtering into other parts of Defence. The
Civilian interviewees felt that the benefits of CSP were moving into other parts of the
Organisation and that the ramifications of CSP had probably been seriously
underestimated initially—particularly in terms of the extent of the level savings that
could be made. One HRM specialist went as far as to suggest that people within other
parts of the organisation now feel a sense of responsibility towards their colleagues
who had been through CSP which manifest itself as ‘at least trying to adopt some of
the [new] approaches’ in their areas (HRM 1).
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Military interviewees, on the other hand, tended to feel that their part of the
organisation operated as more discreet units that remained separated by differences
between such things as the traditions and activities of the three Services. They did
however, acknowledge that the principles introduced by CSP should be transportable
to other parts of the organisation and that the Services were probably now more
willing to contemplate change than previously (HRM 2).
Military HRM Specialists felt that the ‘mood is changing throughout the ADF’. There
is now a much greater acceptance that ‘excess just isn’t really on’. Personnel numbers
are being run down, efficiencies are not just being asked for but being demanded, and
given, ‘that’s the culture now’! CSP was described as the
jolt that has been instrumental to a large degree to creating that new awareness
of what efficiencies are, what resource consumption is, what costs are – visible
and invisible – so I just think it’s been a change of mindset and people now
know that if there are inefficiencies they are going to get sprung (HRM 2).
The civilian interviewees were scathing in their attacks on the processes used to
decide what should be subjected to CSP and what should not. They variously
described the Core/Non Core determination process as ‘not very satisfactory’ (HRM
1), ‘stupid’ (HRM 2), ‘nonsense’ and ‘irrelevant’ (HRM 3) and the notion of
Department of State as a ‘smoke screen’ (HRM 1). One manager suggested that
Defence ‘got off on the wrong foot with all of this …’ and that Defence had been
diverted from the real issues (HRM 1). Another pointed out that Defence had never
successfully defined what it meant by this separation and the definition changed
depending on who was talking. Of more relevance, it was suggested, would be the
simple question ‘Would we want to contract this out?’ If the answer is yes then its
Non Core, if the answer is no then its Core (HRM 3).
The fact that IHOs were generally allocated separate cost centres so that resources
allocated to the function could be monitored more closely was considered to be a
good idea and something that should be carried across to all parts of the Defence
Organisation. These interviewees noted however, that IHOs remain part of the larger
Defence organisation and it is therefore difficult for them to be treated as autonomous
units. A military unit filled with military people is, no matter how one views it, still
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part of the Military with all the considerations that go with it such as career
progression, training, diversity of experience and availability for deployment (HRM
2).
The HRM Specialists also expressed mixed views on the extent to which CSP and
IHOs had been able to change the way that employees within the IHO were managed.
It was noted that there is evidence that management structures within and surrounding
some IHOs are just a problematic as they ever were. The following quotes perhaps
sum up the situation.
I think it’s improved the way we work but I’m not sure it’s improved the way we
manage (HRM 3).
I don’t think it’s changed much (HRM 2).

Obtaining agreement to Section 81D transfers 29 was for, one senior military manager,
‘like pulling teeth’. There had been ‘great resistance’ across the Organisation to the
idea of taking military personnel with particular skills and converting them into
civilian equivalents. This was a particularly significant issue for Defence management
because it was a way of retaining particular skills within the Organisation, but it was
also one of the issues that caused some ‘friction’ between civilian and military
personnel. At least in part because the military personnel got to keep a job albeit that
they were still displeased because it was not the military job that they had signed up
for.
The HRM Specialists agreed that the human cost with the number of voluntary
retirements and people leaving Defence via other means was ‘pretty huge’. By and
large they felt that the organisation handled this aspect ‘more or less all right—not
brilliantly but with relatively little grief given the circumstances’ (HRM3). Most
redundancy offers tended to be made through ‘hands up’ exercises conducted in a
29

The provisions of Section 81D of the Public Service Act 1922 allowed for military positions to be

converted to civilian equivalents and for the incumbent employee to move automatically to the new
position.
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somewhat haphazard way and where staff self-selected. This approach meant that
Defence faced no major industrial problems with this aspect of the implementation of
CSP. But as one HR adviser noted this approach to reducing staff numbers may have
gone too far. So much so that people who might wish to leave the organisation are no
longer willing to resign. ‘Everyone wants to leave with a package now [and] who can
blame them’ (HRM 1).
Another HR adviser noted his surprise at how ‘blithely people have accepted very
small redundancy packages’; largely, he suggested, because they seemed to feel
obliged to. His prediction that people in the white collar areas would think more about
the issues involved in trying to find another job and refuse to go appears to have been
realised, at least to a small degree, with Defence taking action to Involuntarily Retire
several people for the first time during 1999, and with successful IHOs being mounted
for Clerical and Administrative functions reviewed during more to follow.
These interviewees noted that Defence had had arguments with the Public Service
Commission (PSC) over the ‘clean break approach’. These managers believed that
Defence was discharging the organisation’s responsibilities in the circumstances by
declaring that once an employee had accepted a voluntary redundancy package what
they did after that, including obtaining employment with the incoming contractor is
their own business. The PSC had see this as ‘double dipping’ but as one senior
manager noted ‘if we get pushed out from our current position in relation to
redundancy, at the end of the process I think it will be very difficult to us’ (HRM 1).
Some areas within the Services had adopted the position of not making redundant
anyone who did not want to become so. The difficulty with doing this was of course,
that while these people were therefore effectively surplus to requirements they were
still on the payroll, and more importantly continuing to chew up monies that would
otherwise have been considered to be savings achieved through CSP. On top of the up
front expense associated with making redundancy payments to those who did want to
leave this led to what one senior HRM Specialist understated called a ‘silly’ situation
(HRM 2)
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Challenges for In-House Options
Several disadvantages of IHOs were also identified. These included:
•

the amount of effort that can be put into developing in-house bids which can
be demoralising in itself because of the sheer scale of the task and the worry
and stress that it can generate;

•

the expense to the Defence Organisation of mounting in-house bids; and

•

the expectations of possible victory that the mere state of having an IHO
creates.

Another difficulty that has been recognised for some IHOs is the perception of
employees that they have been ‘shortchanged’ in the whole process. This is
particularly so in relation to staffing levels. In house bids are often submitted in with a
minimum labour cost specified and on the understanding that this would be provided
for the IHO to operate effectively. But in reality this did not happen. And while it
might, in the eyes of some at least, be a ‘moral obligation’ to an IHO to retain its
100% manning level, this is not possible as they are part of the overall organisation
and it does not happen anywhere else either. Alternatively, if an in-house bid adds a
contingency of say 10 percent to cover such possibilities it can mean that they are no
longer competitive. So … as one senior manager put it ‘they’re damned if they do and
damned if they don’t’ (HRM 2). And as another interviewee noted because there is so
little that IHO Managers feel that they can do about their situation ‘they do a lot of
whingeing’ (HRM 4).
These HRM Specialists accepted that to subject employees, many of whom had
worked diligently for Defence for lengthy periods, to this form of competitive test was
likely to generate negative reactions and allegations of lack of support from the
Organisation. But in a counter to this, one of those interviewed also suggested that
Defence might in fact have provided too much support. The use of external
consultants (who can also be very expensive) to assist in the development of in-house
bids that are not always going to be successful, was offered as an example of where
Defence may have opened itself to accusations of having overdone the support to inhouse bids (HRM 1). Consultants have been engaged to assist a number of IHO
Development teams.
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The most significant HR issue within IHOs, according to these interviewees, was
expectations. Employees mounting in-house bids often expected to win and were
disappointed when they did not. But an even bigger problem arose when employees in
those IHOs that did win expected to be allowed to make changes to the way their
work area operated—they believed that they were as free as the rhetoric of CSP
suggested to make workplace changes. In reality this was often not the case at all and
that inevitably led to disappointment.
A further issue that IHO had to face was to work within the existing given system of
pay and job classifications.
It would be most unfortunate if you were to allow the IHOs to go a way and develop
its own set of pay and conditions. It would just be a bit of a nightmare and I think the
maintenance of that sort of thing within the organisation would be just—I just don’t
know how you could possibly do it (HRM 1).

High aggregation of future CSP reviews was seen as potentially working against
IHOs. These managers believed that Defence would need to obtain some agreement
from the Unions to having more flexibility about whether or not the have in-house
bids. In the future Defence and the Unions need to ‘address the fact that in many cases
we won’t seek to mount an IHO’ and the management of that choice will be ‘another
new challenge’ (HRM 4).
Demonstrating that they can win was seen as giving staff within successful IHOs
confidence but it was also pointed tout that perhaps these staff do not really
understand the reality of episodic testing in a commercial environment and it’s more a
case of ‘whew we won, we’re OK’ and they don’t think too much about the future
(HRM 2).
Defence was described as being ‘not very good— lousy in fact, at people
management’ (HRM 3) and the IHO process was not seen as doing anything to
change the basic precepts upon which management in defence is based—traditional
military hierarchy and command and control structures.
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These interviewees also commented on the secrecy that appeared to surround CSP
reviews and the development of bids. They suggested that Defence needed to ‘get rid
of the commercial-in-confidence nonsense’—or as one HR adviser put it ‘the
shibboleth of commercial-in-confidence—for the sake of sensible management of the
organisations existing employees (HRM 3). An area of particular concern within the
human resource management area was the way in which staff developing in-house
bids waited, often until it was too late, to seek advice on HR aspects of their bids
because they were scared that the details of the bid might be leaked to their
competitors.

Summary
The HRM Specialists interviewed for this study were able to provide some very
useful and helpful perspectives on the implementation of CSP and IHOs within
Defence. But perhaps the most interesting aspect to come from interviews with this
group was an overall sense that they did not see CSP as being particularly relevant to
them, or to their responsibilities for HRM within the Defence Organisation. With the
exception of one Industrial Relations specialist who perhaps had a more clearly
defined role in the overall CSP Process, the HRM specialists talked in terms of CSP
and IHO being something that happened in other Defence Programs. They did not
necessarily see it as encroaching on their normal operations, nor something that they
should actively seek to be involved with. The apparent lack of interest and assistance
from HRM specialists within Defence was criticised by IHO Staff and Managers who
felt that things could have been quite different had Defence made a more concerted
effort to manage the people as well as the budget cuts and the tendering processes that
led to them.
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The Unions
The Community and Public Sector Union (CPSU) would like to see CSP, along with
other processes of outsourcing and downsizing in other government agencies, ‘just
disappear’. They would rather that employees (their members) were able to maintain
their employment within the public sector albeit that they would be expected to make
efficiency improvements. This Union’s position was based on the belief in the need
for a public sector and for public servants. But the CPSU had accepted the situation
whereby governments of all persuasions wish to reduce the size of the bureaucracy
and that this may mean outsourcing of what the CPSU considered to be core public
sector work. This union was therefore, a strong supporter of IHOs and of the right of
employees to develop them as a ‘second-best’ option. They saw the experiences of
IHOs developed within CSP as having implications for the practicality of similar
approaches within other government organisations that may also go down the
outsourcing path.
The CPSU believed that employees must be given a chance to ‘fight to maintain their
own jobs … [and to] prove that they are as efficient as the private sector—but the
employees should be able to do this in the full knowledge of what’s in front of them’.
As one union official put it ‘if people want to bid for their own work then they must
be given a chance to do that … they must be allowed and assisted to go through it’.
Other Unions did not appear to be quite so concerned about this aspect. This is
probably because they have coverage of employment categories within both the
public and private sectors, and may well pick up members from within private sector
companies employing former Defence personnel made redundant by CSP. They
agreed with the CPSU’s stance that if employees want to develop an IHO then they
should be allowed and supported, to do this. But they also cautioned that IHOs may
be ‘pointless exercises’ in some circumstances such catering and cleaning which CSP
experience has shown are almost always awarded to external contractors. In these
cases ‘the decision not to have an in-house bid should be up to those [employees]
involved and it shouldn’t be something that management can simply impose from on
high.’
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Union representatives conceded that outsourcing is ‘fashionable’. But those who had
been involved with CSP from its earliest days also believed that they had fallen for a
‘three card trick’. They cited claims they say were made by the, then, Minister for
Defence, Senator Robert Ray, who apparently sold CSP to the Unions as a
continuation of Defence’s civilianisation of military positions. This seems to have led
the Unions to expect an increase in the number of civilian employees within Defence
and therefore, a possible increase in membership: a circumstance that had not
however eventuated. On the other hand the Unions believed that in the current
climate, Defence employees who have an opportunity to propose in-house bids are
considerably better off than their counterparts in, for example, the State of Victoria,
where in-house bids are, in the Unions’ view at least, ‘distinctly discouraged’.
Unions noted that if in-house bids were not allowed that this must have an impact on
morale and lead to negativity amongst workers. They pointed to the human and social
aspects of worker ‘hopelessness’ and suggested that there is already anecdotal
evidence available of the destructive nature of such circumstances. At least with an
IHO, they argued, they have a chance of maintaining employment for some workers.
Traded against the possibility of giving employees false hope (which Unions believe
has happened in some cases), this is still preferable to no hope at all.
Union representatives saw the purpose of IHOs as twofold. First, (for the workers) to
win the job; and second, (for the workers’ representatives) a compromise—
‘something to keep the Unions quiet’. Unions also shared the fundamental positions
of the CSP Policy makers. They acknowledged that IHOs could be expensive and
time consuming to develop, but that they can also provide a genuine benchmark
against which alternative bids can be assessed. Without the competition brought to
bare by IHOs the government would be much more ‘at the mercy ‘of the commercial
providers. And, without at least some internal knowledge of particular functions,
lacking in capacity to judge the soundness of alternative approaches. For these
reasons, as well as those relating to continued employment for members, Unions
believed that to do away with IHOs would be a ‘gross inefficiency’.
The Unions were well aware of the industrial power of IHOs as the following quote
demonstrates.
263

I believe that it’s an important element of our bargaining power as unions to be able
to say there shall be IHOs. I really think were we to give them away and say IHOs are
optional would be industrial suicide because [the government] has got no interest in
our views and, notwithstanding their protestations to the contrary, neither have they
got any interest in the welfare of their own employees. And so, an in-house bid is, if
nothing else, a useful bargaining chip in the industrial process (Union
Representative).

Unions only have coverage of civilian employees (public servants) within Defence,
yet as part of the implementation of CSP it is necessary for Union representatives to
deal with military commanders, and vice versa. This has been a learning experience
on both sides. For the Unions’ part, officials were concerned about what they viewed
as the zealousness with which some senior Defence personnel (particularly military
commanders) had complied with the requirement to implement CSP. Yet, at the same
time, the Unions had been interested (if not a little amused) to find that they are also
somewhat aligned with these same military personnel who, often, also saw CSP as a
threat. They too did not want to outsource, wishing instead to retain functions within
the Defence Organisation, to be performed by Defence (mostly military) personnel.
The Unions view the military with some suspicion. They consider most military
personnel, and especially the Officer Corps who occupy command positions, to be
‘very conservative’ and to have ‘very entrenched views’. Yet, those participating in
this research agreed unanimously that there had been some transformation in the
relationship between military commanders and Unions over time. The Unions believe
that the military still viewed them as ‘the enemy’ but that they are now more willing
to discuss industrial relations matters. Overall, the Unions felt that the level of
consultation between Defence and Unions had improved during the period since CSP
had commenced, and that discussion on CSP-related matters had flowed over to
improved consultation generally. They did however, express some concern that the
military posting cycle did not contribute to furthering this situation because military
people came and went within a year or two, and before they had a chance to establish
fully effective relationships.
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From the Unions’ perspective the most significant outcome of CSP for employees
who have remained within IHOs has been ‘the problem’ of work intensification.
Issues raised included people working all day without a break, people working for
extended periods without taking any leave (including not taking weekends off) and of
working out the people to work ratio so tightly that sometimes it seems that people
‘don’t have time to go to the toilet’.
One Union representative noted that some IHOs had ‘moved away from what you
might call the public service culture’. It was suggested that this was both a good and
bad thing. Good inasmuch as the rigidities of hierarchy had been dispensed with to
some extent, but bad in that people working within these IHOs no longer see
themselves as part of a public service, but more as part of a particular IHO—and, with
a commensurate level of insecurity because they know that in several years they will
have to re-bid.
Union representatives were aware of a number of instances where traditional rivalries
between military and civilian workforces had resurfaced doing a CSP review and
subsequently caused difficulties for the successful in-house bid. In one case the
former status of military personnel commanding civilian was reversed in the
successful IHO, apparently leading to some rather ‘disgruntled grunts’ 30 . In another
instance, a number of military job classifications were collapsed into a smaller
number of civilian equivalents, at the same time as the (formerly military) occupants
of the positions were compulsorily transferred from their military classifications to
their civilian alternatives. In other words, people who had joined the military were
converted to civilians without choice, with the commensurate change in employment
conditions. And, at the same time, their job classification structure was changed to a
flatter one that did not necessarily reflect the qualifications, experience or time in rank
that was once important for progression through their previous military structure.

30

The term ‘grunt’ is a slang term commonly used to describe soldiers within the Army. It is based

particularly on the foot soldier/infantryman who undertakes physical work.
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Union representatives shared the view held by many staff working within IHOs that
they are now doing more tasks across a wider range of duties and have more
responsibility than they would have in a similar job outside an IHO. They
acknowledged that this made jobs more interesting for staff, but also suggested that
some of these staff may now not be being paid correctly (paid too little) according to
work level standards.
Unions had concerns about the Core/Non Core decision. They felt that there was a
‘great reluctance’ to define things as core and observed that the very concept itself
was dependent upon fashion and the particular political predilections of the managers
making these decisions. The Unions suggested that the processes adopted for
determining this aspect within CSP were lacking in intellectual rigour and thus, had
become corrupted by political fashion to outsource without searching for other
techniques that could also achieve the efficiency improvements being sought.
To the Unions core functions were those which the public service or Australian
Defence Force could not get by without: elements so important to the functioning of
the organisation that they had to be assured, or which had intellectual, political or
industrial importance such that they had to be maintained in-house because market
testing could dissipate the ability to perform the function in the future. This definition
is not inconsistent with those put forward by other stakeholders. What is significant
however, is the way in which the essentiality of particular functions is viewed. To the
Unions for example, cataloguing was an essential, and therefore, Core function
whereas to many others involved with CSP this would be considered to be an obvious
example of a Non Core function that readily lent itself to market testing and possible
outsourcing.
Unions also expressed concern that market testing and outsourcing through the CSP
had seemingly become the only technique for reforming the Defence organisation.
CSP had subsumed a number of other change processes that had been underway and
had become ‘the be all and end all of change in the workplace’. They felt that even
though the potential for this to happen had been raised with Robert Ray, then Minister
for defence, in early discussions about the Program the Defence Organisation had not
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considered fully alternatives such as work redesign processes or implementing flatter
organisational structures, or even examining corporatisation.
Coupled with this was similar concern for the apparent lack of overall coordination
that surrounded some CSP reviews, particularly when Defence tried to make two or
more organisational changes at once. For example, Unions were dismayed as to why
Defence would even consider relocating a function, including current personnel, from
one side of the country to the other when market testing was imminent and the staff
could soon find themselves out of a job and a long way from support.
On the idea of the ‘win at all costs syndrome’ one Union representative had this to
say: … the win at all costs syndrome, I’ve interpreted as being—Well, we’re going to load
in so many things into the in-house bid that it’s going to look so attractive that
nobody’s going to be able to compete with it – we’ll worry about it later. That may
lead to work intensification; it might also lead to gross failure of the in-house bid
(UNION 1)

Union representatives felt that when an IHO was selected that their problems really
began. People were often bitter either because they did not know precisely the
parameters of their IHO. Or where they thought they had an understanding about a
particular aspect, because much of this was in fact, not written down, they discovered
that others (usually their more senior managers) had a different understanding. This
problem included things such as positions or people being differently classified, staff
being expected to work shift-style arrangements when these had not previously been
agreed, or the inclusion of additional tasks within the scope of the IHO – tasks that the
staff thought were excluded. The Unions felt that these difficulties could be traced
largely to poor specification of Defence’s requirements in the first place, and latterly,
and flowing from this, to a lack of specification in the IHO Directive.
Unions were generally complementary of local managers (military and civilian), who
when faced with these sorts of difficulties, worked well (in the Unions view) to
overcome the problems and ‘sort things out’. The following quote perhaps sums up
the overall sentiment:
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The IHO managers, no matter how conservative they might be, with few exceptions
in my experience, actually have a concern that not only the function is being
performed, but that the people who are actually performing it do so in a way that’s
relatively harmonious. And so they will try to do things to the best of their ability.
They mightn’t do it in the way that we like it, but they’ll try and do things to the best
of their ability. They’ve got a very direct relationship with their employees (UNION
1).

The Union officials felt that the real problem for the IHOs came from their external
management who tried to control the IHO from without when they didn’t necessarily
understand the nature of the work or its requirements. The Unions noted that often
everyone in the in-house bid could see what needed to be done, but it sometimes took
the threat of industrial action to cause the external managers to shift their positions
and allow commonsense to prevail.
Union representatives felt that Defence management generally did not know how to
cope with IHOs. Some managers had taken a ‘head in the sand’ approach because it
was difficult to accept that it ‘might happen to them’. Others had adopted a ‘hands
off’ approach willfully not informing themselves about IHOs. Still others thought that
the Chinese Wall erected during the tendering processes went all the way around the
IHO and was never taken down again. The result, the Unions believed, was a great
deal of ignorance about IHOs that was a constraint in itself. But worse than this was
the attitude – ‘you’ve got an in-house bid: you’ve won, sink or swim by yourself’.
The Unions were quite concerned about how the Defence Organisation appeared to
segregate staff working within IHOs and seemingly overlook that they were still
normal employees with the same rights and responsibilities as any others. Keeping the
staff within an IHO at arms length was to the Unions, a ‘real problem’ – a constraint
of ‘benign neglect’.

Summary
Union representatives were clearly frustrated at what they considered to be Defence’s
lack of desire to become a learning organisation in relation to IHOs. Like interviewees
from other stakeholders groups, they were well aware of the pool of expertise that had
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been built up around Defence, in relation not only to IHOs, but also to CSP and CTC
more widely. This was not an insignificant resource which the Unions felt was being
wasted, in part because of military posting cycles which kept shuffling people around,
but more importantly because Defence did not actually want to set up an expert IHO
team (or at least, not admit to having one) because this might scare off the potential
commercial bidders that it was so carefully wooing. To the Unions this was a
somewhat ironic circumstance given that these very same companies were ‘snapping
up’ Defence personnel at least in part, because of their background in CSP.
The Union representatives acknowledged a poor understanding amongst Union
officials, as well as within sections of Defence’s own management, of some key
issues such as ship to shore ratios. They also recognised the difficulties sometimes
arising when military and civilian work side by side but military personnel actually
spend less, actual days on the job because the need for them to be absent to attend to
other military functions—even though these people are considered to be costs to the
IHO. This the unions suggest, makes the civilian employees more productive than
their military counterparts who are simply on the job less often.
At least one Union representative noted that many military personnel in particular saw
CSP as a threat. It was suggested that from [the union’s] point of view (against the
background of their concerns about the hierarchical nature of the military) this was
actually a great ‘leveler’ which had served to demonstrate that military and civilian
employees were equally susceptible to the impacts of competition and outsourcing.
It was the Union view that on the whole, those with responsibility for employee
management within Defence do not care about issues such as work intensification or
workplace stress. Or, as one official suggested they ‘actually pride themselves on
being lean, mean and private sectorish’.
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The Union representatives noted that while (at that time) no civilian employee had
been forcibly made redundant, the so-called voluntary redundancy system was such
that there have ‘been a lot of people that felt they didn’t have any choice …’. 31
Overall the Unions do not believe that the levels of secrecy that surround CSP
decisions are necessary. In particular they believe that management should be letting
staff know earlier than they often do just what is happening.
If management are serious about pursuing IHOs then they’ve got to change the way
that [they] are simply left to hang out to dry (UNION 1).

The Unions are also concerned about the future of larger CSP reviews and whether
they will reasonably be able to expect their delegates to cover all the aspects that the
unions may wish to be involved with. They note that CSP ‘does require a fair amount
of sophistication on the part of union organisers and that [they] don’t always have
sophisticated approach’.

31

Since interviews for this research were conducted three people have in fact been involuntarily

retrenched in relation to CSP decisions.
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Summary
This Chapter has presented the views of a range of key stakeholders in the CSP. Not
surprisingly for an issue as hotly debated as the use of IHOs there have been
differences of opinion about the advantages and disadvantages of including IHOs
within CSP processes: and the evidence does, in itself, not present a clear cut case in
favour of using IHOs or of not using them.
The following chapters will review the key aspects raised in this and the previous
Chapter and discuss in greater detail the three key considerations put forward for
using IHOs—namely, to employ competition to leverage organisational change; to
generate workplace efficiencies; and to assist in managing the incumbent workforce
through the CTC process.
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Chapter 9

No prize for second:
the realities of competition
Key components of any form of CTC methodology are the complementary notions of
competition between rival bidders, and the ultimate selection of a winner. As
discussed in Chapter 2 to the winner go the apparent spoils while all other competitors
become ‘also-rans’. This point was made poignantly in relation to IHOs by one of the
senior managers who participated in this research: in explaining the circumstances
and predicament that he saw for IHOs this manager noted rather bluntly that there is
‘no prize for second’ (CSPP2).
Staff involved with developing IHOs felt that they had to win: if they lost they
potentially had nothing—no job and the stigma of being perceived as not being good
enough hanging over them. Thus, winning took on a particular significance for those
involved in IHOs. Their efforts became focused first and foremost on winning. So
much so, that one staff member from one IHO noted when asked what was the best
thing about that IHO, replied without hesitation …
‘The best thing was winning—by far, winning’ (IHOS5-3).

This Chapter examines the impact of using competition as a mechanism for pursuing
workplace reform and the importance of winning that inevitably seems to flow from
such circumstances. After examining the value of Defence’s IHOs in meeting the
expectations of IHOs as indicated by the CTC literature and summarised in Chapter 5
other important considerations raised by this research which had not previously been
predicted within the literature are examined in detail.
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Enhancing Competition
Defence managers, including some who participated in this research, have openly
supported the inclusion of in-house bids as a mechanism for improving competition
and enhancing the outcomes of the CTC processes themselves. The enhancement of
competition was an important reason for using IHOs within CTC processes and there
appear to be three key expectations of these internal bids. It was expected that they
would:
•

guarantee at least a minimum level of competition within the CTC process
itself;

•

act as an insurance policy against receiving no compliant bids, or receiving no
bids at all; and

•

act as a benchmark against which other bids can be assessed.

The following three sections discuss what Defence’s IHOs have been able to achieve
against each of these aims.

Guaranteeing a minimum level of competition
A prime reason commonly used for including IHOs within CTC processes is that it
guarantees a minimum level of competition because commercial bidders will always
have at least one genuine competitor to have to beat. And, by having at least one
realistic competitor, so the argument goes, bidders will improve the quality of their
bid and minimise the prices tendered (see for example Chipman, 1995; Cox and van
de Velde, 1997; Domberger, 1992; McNamara, 1995).
It was apparent in the early days of the Commercial Support Program that some of the
commercial companies bidding for CSP work did not take IHOs particularly
seriously. They did not expect internal bids to be competitive—or to win. They
clearly believed that the prime intention of CSP was to contract-out work to the
apparently more efficient private sector and that IHOs were merely an inclusion
designed to placate staff and which, therefore, need not be taken too seriously (RAAF,
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1995: 4). Needless to say commercial companies were not at all happy when they
were beaten by internal bids. As a result one senior manager interviewed for this
research went so far as to describe his perception of a ‘state of ill feeling towards
IHOs by industry’. This led to cries of unfair play and internal advantage for IHOs
which Defence then had to counter in order to maintain industry interest in future CSP
business (see for example DOD, 1993c: 7; DOD 1994c: 5).
Managers and staff within the successful IHOs, on the other hand, believed that they
were genuinely competitive—not because of any internal advantage, but simply
because they tried very hard to ensure that they would win. Despite their seeming lack
of industry knowledge staff developing in-house bids often had a reasonable idea
about where their main competition would come from and they ‘knew’ that to be
genuinely competitive that they had to cut costs significantly and try to underbid these
rivals 32 . As one IHO Manager interviewed noted:
For this function there were about 7 or 8 viable contenders … the IHO was selected
[because] of the quality of the program it offered … but also, it was selected on the cost
(IHOM4-1).

Senior managers within Defence for the most part did not appear to favour either
internal or external suppliers. They were more concerned to leverage the competitive
environment to achieve organisational efficiencies, however these might be derived,
as the following comment from one interviewee typifies.
I believe that the objective of CSP is to get the best outcome for Defence. I can appreciate
that the IHOs want to win. … [and] industry has a perception that [as a Defence member]
I must be supporting the IHO. … What I am trying to do is sit on the fence between the
two and get the best deal that I can for Defence (CSPI 1).

32

Reducing costs and other issues related to the cost of in-house bids will be discussed in more detail

in the following chapter.
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Having noted Defence’s desire to enhance the competition within CSP by including
IHOs, some of those interviewed also expressed concern at the idea of mounting
internal bids purely for the sake of having them. Most senior managers believed that
in-house bids were sensible only if they were genuinely competitive and had a
reasonable chance of wining. They did not support in-house bids in functional areas
where earlier bids had been proven to be uncompetitive. These managers cited
management structures within Defence, the costs of mounting internal bids and the
deleterious effect on staff morale (brought on by the combined effort involved in
developing such a bid and the disappointment that not winning brings) as chief
reasons for not pursuing uncompetitive bids. As one CSP Policy Adviser observed of
in-house bids:
I wouldn’t want to say that they’re universally worth the effort. I would say that in
areas where we’re competitive they are certainly worth the effort. In areas where we
are uncompetitive—and I guess I look at the catering area as the classic example—we
ought not to contemplate. We have a management structure which is not flat enough
to compete with the private sector and we are being less than forthright with our staff
in persuading them that we are going to compete (CSPP 2).

Unions, on the other hand, clung to the idea that there should be IHOs in all cases.
For, as one Union official noted:
It provides not only a market discipline, but it also provides a level of hopefulness to
those individuals who are actually undertaking the work as to the way that their work
can and should be performed in the future (UNION 1).

Given that the six IHOs examined for this research were all selected ahead of other
bids it can be assumed that they were considered by Defence management to have
been genuinely competitive and to offer the best outcome for Defence. As noted
earlier, senior managers within Defence were unwilling to allow the bids (in-house or
commercial) or the tender evaluation documentation relating to these cases be
reviewed claiming that this information was Commercial-in-Confidence. Thus, the
extent to which they might have satisfied the expectation of providing genuine
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competition is unable to be assessed any further than to accept prime face Defence’s
decision that in each case the selected IHO offered the best value for money.
It is understood from participants in this research, however, that each of these bids
was considered to be competitive because they had undertaken rigourous self analysis
and had reduced dramatically the costs associated with delivering the functions being
sought.
Interviewees also noted that, whilst not always being successful, a number of other
internal bids were, nevertheless, also very competitive against their commercial
rivals—and were often ranked second in tender evaluations. Defence management
was not prepared to provide details on unsuccessful internal bids for consideration as
part of this research but a number of those interviewed (who did know how other bids
had fared) believed that these bids had shown what could be achieved if Defence had
a mind to. These people felt that the lessons of these unsuccessful bids should have
been harvested for wider use within Defence, and especially within the so-called Core
areas that were unlikely to ever be reviewed under the same competitive pressure that
had occurred within CSP.

An insurance policy
IHOs can provide an insurance policy against receiving no compliant bids, or indeed,
of receiving no bids at all. CTC experience overseas had shown that sometimes there
are no commercial bids for work on offer: often because commercial companies
believed that it was not worth their while to bid because the government-run operation
was already considered to be running efficiently and was unlikely to be able to be
greatly improved or to generate commercial profit (Kelliher, 1995).
Defence management was well aware that CSP could potentially find itself in a
similar situation and so the inclusion of an internal bid was seen as useful in ensuring
that such an embarrassing circumstance did not arise. Further, Defence managers
were also concerned that the private sector might not be able to provide services
needed by Defence in a timely manner or to the standards that Defence believed
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necessary. As then Minister for Defence, Ian McLachlan, noted in an address to a
CSP Seminar in 1996:
… there was, to say the least, suspicion in Defence circles about CSP. People worried that
the private sector was not reliable enough to manage support work for the military. There
was a seemingly endless debate about where to draw the line between support activities
that had to stay in the Services for operational reasons and those that could be put to
contract (McLachlan: 1996: 1).

Interestingly though, while there have been a number of CSP reviews where IHOs
were not developed (and indeed, were not even considered), there has never been a
CSP review that has not attracted a commercial bid. The inclusion of in-house bids,
whilst not being welcomed by commercial companies, has clearly not stopped them
from bidding for CSP work and suggests that these companies do not see in-house
bids as completely unbeatable.
There has, however, been one instance where commercial bids were considered to be
non-compliant and Defence was therefore forced to choose the internal bid. This did
not occur within any of the cases examined for this research.
Even though Defence management was unwilling to provide details of the extent of
commercial interest in each of the six cases examined comments from managers and
staff at each site indicated that they believed that viable commercial bids had been
received in each case.

A benchmark
Inherent in the notion of competition is the equally important notion of comparison.
IHOs provide a response to an invitation to tender that can generally be considered to
be fairly reliable. This bid is from employees known to the organisation who know
how Defence operates and, hopefully, what it is now seeking. The internal bid should
detail the best and most efficient organisational unit that can be achieved internally
and thus provides a sound and obvious point of comparison against which to assess all
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other bids (see for example ANAO: 1998). As such, these bids can be considered a
useful benchmark.
There were two aspects to the notion of CSP IHOs providing a benchmark. First, the
obvious point of direct comparison between bids in terms of what they offered and
how much they believed it would cost made assessing the relative worth of all comers
(including the in-house bid) more straightforward. Second, in the uncertain
environment of market testing functions that had traditionally been provided in-house
and which Defence valued but did not necessarily appreciate the commercial costs of
providing; having a reliable internal point of comparison also provided a degree of
assurance in the final choices that had to be made.
Senior managers interviewed for this research, in particular, saw the ability of IHOs to
provide a solid point of comparison as being one of the most significant reasons for
having them within CSP. As one senior manager noted:
There was another advantage of course with an IHO, with the expertise that they had
they were able to give us a pretty good benchmark. If somebody who is actually
doing the job put in place an IHO there’s a fair chance that it’s going to work well
(HRM 1).

On the other hand, some of the staff from IHOs were quite insulted to be seen as little
more than a point of comparison for external bids. They saw such reasoning as setting
them up as a target or straw horse to be knocked down by commercial companies.
They also saw such action as devaluing them as people who had given a good deal to
Defence over the years—only to be repaid by an impersonal act of administrative
expedience. As one very irate staff member at one IHO noted:
[Defence] has made millions of dollars worth of investments in the skills in those
staff and in one stroke of the pen it said that the skills you have are of no value to us.
Your personal skills that you carry around with you as a person are of no value
because we’re going to contract out that work. Some of the staff still haven’t
recovered from that and some of the staff actually feel that their skills would be worth
more outside and they’re just itching for another in house bid situation to come up
where they’ll walk (IHOS 6-2).
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Most of the managers and staff within the IHOs examined for this research, however,
did not overly concern themselves with notions of being used as some form of
benchmark. They generally believed that their bids had been the best that they could
mount in their circumstances and that they had simply taken their chances along with
all others. They placed their confidence in their bids and hoped that they would win,
and they were unconcerned about the fact that the tender evaluation process was, by
its very nature, an assessment process and that they would be compared to other bids.
Perhaps this did not matter anyway as all these IHOs had all been successful and had
obviously provided a benchmark that could not be beaten—it might have been a
different story had they not been selected, but that is, for these cases at least, a moot
point now.
Even if an IHO is not mounted the CSP process requires the development of a
Baseline Costing for the activity being reviewed which can provide a helpful
benchmark. This Baseline details the costs to Defence of doing business at the
commencement of the CSP review and later forms the basis of calculations for
determining CSP savings. Baseline Costings will be discussed in more detail in the
following chapter.
But by far the most useful benchmark for commercial bids is the in-house bid. This
bid should have been developed against the same Statement of Requirements that
companies were asked to respond to and should reflect the functions Defence is now
seeking to have performed. But above all, it should reflect the most efficient and
effective way that Defence could perform the tasks in-house.

Other issues
The discussion so far in this Chapter has focussed on the expected achievements of
IHOs as predicted by the literature. These are important considerations in the use of
IHOs and Defence has achieved significant gains in these areas by including IHOs
within the Commercial Support Program. But this research also found a number of
other, perhaps unintentional, achievements from these IHOs. The remainder of this
Chapter deals with these aspects.
279

What to competitively test in the first place
The choice as to what should be subjected to the competitive circumstances of CSP in
the first place gave rise to a number of concerns for the people interviewed. Without
exception it was raised as a difficulty and a contentious issue that needed to be
addressed more closely by Defence management. Although this issue probably should
have been largely peripheral to this research it became clear that participant’s views
on what was subjected to competition and what was not had coloured not only their
opinions of the CSP processes but also their ideas on what constituted success for an
IHO. It is useful to therefore to examine this aspect in more detail.

Core/Non-Core considerations
As discussed in Chapter 6 Defence management has determined that only Non-Core
functions will be subjected to the competitive processes of CSP. But separating
functions that could, or should, be market tested by CSP from those that should not
has given rise to considerable debate and activity within Defence (see for example
DOD, 1995b: 4). The decision about what to subject to competitive test and what to
exclude was also a very emotional matter—and particularly for those directly
involved. In many cases employees questioned the correctness of the decisions made
and in some cases they also queried why they were being put though the pains of a
competitive assessment when, as far as they could see, other people doing identical or
similar work in other parts of Defence were not.
Senior Managers in Defence were slow to address the strategic issues inherent in
Core/Non-Core and Quarantined Non-Core decisions. Admittedly many of the early
CSP reviews dealt with activities that were clearly non-core and unlikely to be crucial
to Defence’s continued viability. But it was not until May 1994, close to three years
after CSP first began market-testing within Defence, that the Chiefs of Staff
Committee 33 made a decision on a framework and range of assumptions upon which
such determinations could be based (DOD: 1995f).

33

The Chiefs of Staff Committee has historically comprised the Chiefs of each of the three Services –

Navy, Army and Air Force. Today it also includes the Chief of the Defence Force and is usually
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Even after CSP reviews had been completed there has remained uncertainty and
debate in some quarters about whether these functions should have been reviewed at
all. Some people within Defence did not accept the Core/Non-Core decisions that had
been made and even after CSP reviews were complete still sought to overturn initial
decisions. The staff of the Engineering Support Unit at DSTO, for example, were
adamant that they had been incorrectly classified as Non-Core and that they did not
want to have to go through the effort and upset of another round of review under CSP.
So much so, that they had firmly established as an internal aim to prove to Defence
and DSTO management that they were in fact essential to the organisation’s very
functionality (Core) and thus, should not be considered for further review or market
testing under CSP. And in that, they appear to have been successful: years after they
were initially scheduled for retesting the unit was still in place and had slipped off
Defence schedules for CSP Retests.
In some cases Defence has also failed to clearly identify the lines of separation
between tasks that are to be performed by Defence personnel and tasks that could be
contracted out. At least one of the IHOs reviewed for this research had functions
embedded within it that were ultimately accepted as Core—functions that would not
have been passed to a contractor had the CSP review resulted in contracting out for
that particular function. These activities resulted in additional work for the successful
IHO over and above what was in the initial Statement of Requirements.
Department of State functions were also not clearly separated from other roles within
the Base Support function at Fairbairn when the Statement of Requirements was
developed. Had this function been contracted-out this oversight would undoubtedly
have been picked up and arrangements put in place to address these aspects by
removing them from the contract. But as the activity was awarded in-house such a
separation was never made and the successful IHO was required to absorb the
additional workload and responsibility as part of its normal day-to-day functioning. In
addition, the costs of performing these tasks were factored into the overall costs of
augmented by the Secretary of the Department of Defence and may include the Managers of the
civilian Programs.
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implementing the IHO, thus increasing the stated cost for the bid and reducing
commensurately the savings that could be claimed on behalf of the in-house bid (File
AF 92-31823 (2)).
The Core/Non-Core separation was also perceived as creating a divide between
various parts of the Defence Organisation—an 'us and them' effect which, in turn, was
having a detrimental effect on staff morale. Some interviewees felt that the CSP
process had contributed to a ‘class’ structure that subjugated the people in support
roles to an inferior position. RAAF personnel at Fairbairn, for example, felt very
strongly that there were now two distinct parts to the Air Force, the part that could be
subjected to CSP—the CSPed Air Force—and the part that would not—the ‘real’ Air
Force. Another interviewee at Fairbairn noted that the Core/Non-Core separation
seemed to be a split along technical lines—the more technical the work the more
likely it is to stay within Defence, the less technical the more likely it is to be
contracted out. And, as he pointed out, the non technical areas felt threatened because
‘they know that basically anyone can walk in and do their job’ (IHOS1-8)
While the competitive environment cannot be solely blamed for this situation arising,
it does seem that the pressures generated by the competitive environment have served
to re-ignite, or intensify, old tensions between operational and support areas in a way
that is probably not healthy for the staff or Defence as a whole. A staff member at
another site referred to the people within Core areas as the ‘untouchables’ suggesting,
rather unflatteringly, that while people like himself were see as expendable, those in
the Core were somehow exempt from that fate. A senior CSP policy officer
interviewed for this research noted that ‘people have jumped the wall to get into the
Core so they’re protected’ (CSPP2).
A senior manager at DSTO had obviously recognised this difficulty and had
attempted in an internal memo to all staff at Salisbury in 1992 to alter the perception
that CSP and all that went with it only applied to some people within Defence:
I have noticed a tendency for people to relate to the Commercial Support Program
largely in terms of whether it bears directly upon them or not. The fact is that CSP
bears, or will bear, on everyone in DSTO. There is no safe place or “sanctuary of
core” for any of us … (File DST 92-22607 (2)).
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CSP Branch also recognised the potential for problems. An internal memo in 1992
noted in part:
Core/Non-Core classification of activities will cause a clear inequity in the
employment of APS personnel in Defence because it will create two employment
environments depending upon whether one is employed in a core or a non-core
function (File DM 92-24053 (1)).

Equally, another interviewee felt that support from senior managers for the Core/NonCore separation, as much as for CSP itself, was not always evident. He felt that
comments and actions by some senior personnel with whom he had been involved
showed that they did not really want things to change, and that, as had traditionally
been the case, all activities should remain within Defence whether core or otherwise.
CSP has been good because it has focussed us on the famous core business and noncore business and what we should be doing. The problem with it is that we still have a
lot of very senior guys who want it the old way. But they want to man 34 you to the
new system, but they want to be treated, in their case, like it was ten years ago
(IHOM1-2).

Perhaps most significantly from the perspective of those who had been through CSP
and tried to makes changes within their IHOs, was a widely held view within
successful IHOs that other areas within Defence did not appear to see reform of their
areas as necessary. CSP was very much seen as only being applicable to the Non-Core
areas of Defence and, as such, the pressures for organisational review and any lessons
that might have been learned there were apparently not seen as applicable to the Core
areas of the organisation. Or as one interviewee put it ‘We’re getting all very
competitive in our non-core and our core still has problems’ (IHOM 4-1).
One senior manager did not share the view that change was not occurring in the nonCSPed areas of Defence and was confident that changes were filtering into the so34

The term ‘man’ derives from previous colloquial use of ‘manning’ to describe the levels of

manpower available to a particular function.
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called core parts of the Defence Organisation. Several other senior managers, on the
other hand, expressed their wish for such a transfer to occur but were not overly
confident that it was actually happening.
An IHO Manager commented that while areas subjected to CSP had made significant
changes very little, if any, improvement appeared to have been made in related Core
areas. This, he noted, was ‘a very sore point’ for staff in his IHO and needed to be
addressed. Comparing the efforts of his team to those of others so-called core areas he
said that ‘we can demonstrate where we’ve done something in half a day where
they’ve buggerised around with it for a week’ (IHOM6-1). The staff of this IHO could
not see how the work that they did could be differentiated from that of their
colleagues in the core areas and wanted to know simply—Why were we different? A
question that had never been satisfactorily answered for them!
Traditionally comparison between the various bidders for work has been the prime
focus in CTC exercises. But the nature of the CSP, where only some functions are
reviewed and only some of these are actually contracted out, has led to another form
of comparison that could potentially be quite destructive for Defence. People are now,
more than ever, looking at the circumstances of employees in other, non-CSPed: arts
of Defence (and even in outside organisations) and making comparisons about what
they seen happening and how these people are being treated. And the conclusion
participants in this research reached was that invariably the others seem better off than
they were—things were much tougher for them than for their counterparts elsewhere.
Participants in this research felt that much more was expected of them in terms of
work effort and additional responsibility than is expected of their colleagues in nonCSPed areas. It would be easy to dismiss this as a case of the grass always appearing
greener on the other side or of pure jealousy but for the fact that it is not just a claim
made by the people within the IHOs. Their concerns were supported by other people
who understand CSP but who have no direct involvement within IHOs.
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Competing to Win
The CSP Manual states that the aim of the IHO development team is ‘to win the
competition with industry’ (DOD, 1998d: 41). The six IHOs examined for this
research had clearly achieved that aim. But for the people in these IHOs there was
much more to winning than simply beating their commercial opponents. Winning the
competition against industry was important for ensuring (at least for the time being)
continued employment. But perhaps that most significant aspect of the competition
for internal employees was the fact that it invoked their very pride and reputation.
A number of the people who participated in this study were insulted by what they
interpreted to be a devaluing of their skills, knowledge and experience. By nominating
their workareas for market testing and possible outsourcing these people felt that the
senior managers within the Organisation were sending them a clear message that the
knowledge and skills that they possessed were readily obtainable commodities that
could equally easily be accessed from another source. The staff did not like being
viewed as commodities or units of resource that could be traded or substituted. And
they did not agree that their years of service to Defence could be considered so
insignificant.
For military personnel in particular, who had seen their careers as lives of service to
the Australian nation, this came as a tough blow. It appears that some Defence
personnel accepted this situation and simply left the organisation. Others, and
especially those who were tasked to develop in-house bids, saw it as an affront that
they could refute by mounting an unbeatable in-house bid and proving their managers
wrong.
Staff from some IHOs reported that they felt that they had not been expected to win
and they were delighted to have been able to show those around them, whom they felt
had not supported their efforts, that they could do it. For these people winning had
been a way to prove their worth and a way to show the rest of the Organisation what
they were really made of. The staff at RAAF Williams, for example, felt that many of
their Air Force colleagues had not expected (nor wanted) them to win and there was a
clear sense of pride in being able to ‘stick it to them’.
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The phrase ‘win at any cost’ was first coined in 1995 by the Commanding Officer of
the Air Base Wing at RAAF Fairbairn to describe his perception that staff at the Base
had under-bid in some areas in order to ensure that their bid was selected (RAAF:
1995: 6). He suggested that this IHO had been pared back so far that it had cut into
critical organisational capacity in an attempt to ‘win at any cost’ and that operations
and the staff were suffering for this. He pointed particularly to the morale of the
current personnel and made clear his view that next time, they would have to put in a
much more ‘realistic bid’.
It is perhaps unfortunate that the in-house bid for Fairbairn, which was undoubtedly
submitted with genuine concern to win for the sake of the staff at that site, was later to
be interpreted quite differently by the very people that it was aimed at helping–as the
following array of quotes from Fairbairn demonstrate.
The idea was win at all costs and the only way they could win to start with was
basically to screw the RAAFies (IHO staff member).

They needed desperately to win the IHO—I don’t know why (IHO Staff member).
It really was the win-at-all-costs syndrome at the time (IHO Staff member).

Even the Unions were concerned about IHOs trying to win at any cost …
… the win-at-all-costs syndrome, I’ve interpreted as being—Well, we’re going to
load in so many things into the in-house bid that it’s going to look so attractive that
nobody’s going to be able to compete with it—we’ll worry about it later. That may
lead to work intensification; it might also lead to gross failure of the in-house bid.
(UNION1)

It is clear from the evidence gathered in this research that those preparing in-house
bids focused primarily on the competitive circumstances in which they found
themselves and did whatever they believed was necessary to win the immediate
competition. And, as will be discussed in more detail in the following chapter,
nowhere was this more apparent than in the efforts of in-house teams to reduce their
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costs—and particularly their greatest cost personnel-related expenditure. Staff and
managers in IHOs reported that they ‘knew’ that to have any chance of being selected
they had to ensure that their costs were lower than those of their competitors. The
most obvious and quickest way to reduce personnel costs was firstly, to cut staff
numbers as far as possible, and secondly to convert as many remaining positions as
possible from military ones to their, generally, cheaper civilian equivalents. ‘You
need to have as many public servants in it as you can to give you your best chance of
winning’ (IHO Manager). Needless to say military members were not always happy
about that outcome as will be discussed further in Chapter 11 but it was an effective
strategy that appears to have paid dividends in the cases examined for this research.
All the IHOs examined for this research adopted an approach of cutting staff numbers,
and, where applicable, converting military positions to civilian alternatives. Base
Support at Fairbairn, for example, reduced its staffing by a massive 50 percent: a
strategy that with hindsight was obviously too harsh and caused considerable
difficulties for the local managers and staff. The situation at Fairbairn was never fully
recovered and was eventually only removed by the fact that an in-house bid was not
mounted for the second round of CSP at Fairbairn. The Domestic Service function at
Williams removed all military positions that had previously predominated in the
supervisory roles and adopted a fully civilian workforce.
But some of those interviewed felt that the cutting of staff numbers to ensure a win
had gone too far.
anyone who doesn’t believe that there was fat in the military system is a fool. … But
we’ve gone from one extreme to the other. And I believe in most IHOs they’ve cut
too far (IHOM1-1).

Recompeting
One of the most important aspects of IHOs for those who work within them is the fact
that even though they have been through the competitive process and been successful
in being selected it was still not over. At some stage in the future they would (most
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likely) be expected to do it all again. Given their experiences it was perhaps not
surprising that a number of the staff who participated in this research were unsure
whether they wanted to be a part of the whole review process again in the future.
A number of those interviewed noted that while they might have won in the first
instance ‘there is always this thing hanging over your head that you are going to be retested’ (IHOS3-1). The staff were pleased when they won the first time but then the
reality of a future retest set in. As one interviewee noted:
we’ve won the bid, we’ve got a job, then they thought, well hang on, we’ve only got a
job for three or four years and then we’ve got to be tested again (IHOS3-2).

Interviewees suggested that the need to recompete in the future was a ‘political
agenda’ (IHOM1-2) or that they were re-testing merely for the sake of it because ‘that
was the way that the CSP process was set up’ (IHOM5-1).
Staff at one site, where the general feeling had been that CSP and their IHO had been
a good thing, felt confident about their future and were not worried about having to
recompete in the future. As their manager noted:
I think we are invincible now. If we have to go up for CSP again, we cannot be rolled
(IHOM4-1).

But by far the most common feeling amongst managers and staff from IHOs was one
of hopelessness. These people were frustrated about how things had unfolded for their
current IHO and despondent about the level of support that they felt that they could
expect in the future. They felt that the lack of senior management interest and support
that they had experienced already was a clear indication that they were not wanted
and many had already formed a view that it would be a waste of effort to bid again.
The following selection of quotes from various sites reflect these views:
I think [management] will find a way for the IHO bid to lose because it suits their
purpose and it’ll be another 40 positions they can wipe off their books (IHOM1-1)
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No matter what we do we are not going to win it, so why try? (IHOM1-2).

It is very poor for morale. What we’re basically saying to these people is—really we
don’t need you and whilst you might have won this time, next time around we’ll
probably give it to a commercial organisation (IHOM1-1).

It’s almost dirty pool where we’re cutting ourselves to the bone, we’ve got in there,
we’ve done the job and now the people don’t know what’s going to happen next
(IHOS1-7).

I think if they say to me do you want to have your two-bobs worth in the nest IHO
and tie up 6 months of your life. I’d say NO; I’m out of here. Post me out I don’t
think I should have any input into the next in-house bid (IHOS1-4).

Basically they’re just putting us through a slow and painful death. That’s all they’re
doing. With this IHO its load of garbage, they should just scrap the whole thing …
(IHOM5-1).

I think before anyone even thinks about putting in another in-house bid they have to
ask themselves the question—Is it worth it? What’s the point? (IHOS5-6)

The point is—we’ve succeeded, we’ve gone in there, done the job, succeeded and our
thanks is going to be that we’ve got to compete to retain our positions, and we’re not
given a lot of chance in doing that. I think morale has suffered and is suffering, and
you can see it! (IHOS6-4)

Some IHO Managers were adamant that recompeting would not be worth it and had
been trying to talk their staff out of pursuing this option. These managers argued that
the staff did not get ‘a fair deal’ the first time around and they could hardly expect any
different in the future: so why put themselves though all the effort and stress of
developing another in-house bid only to risk further frustration and disappointment if
they are successful and continued to be treated poorly by their own managers. The
view at one site, for example, was that as management had not supported them
previously so they were ‘certainly not going to support us in providing manning’ for
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the next bid (IHOM1-2). At another site where the staff had suggested that they might
not mount an in-house bid and they were apparently asked to reconsider this position
because managers were concerned that ‘they’d get Union trouble’ (IHOM5-1).
It was suggested that there would come a time when IHOs could not win because the
resource levels within Defence and the particular work areas will be cut so far that
mounting in-house bids will simply not be possible. It was also noted that saving were
not going to be as substantial the second time around. This issue is discussed in the
following chapter.

Retaining internal capability
IHOs can also provide a useful mechanism for retaining internal capability within a
particular function should that be desired. There appear to be three ways in which this
can occur. First, by including an IHO within its CTC processes an organisation must
maintain the internal viability of the function up to the time that it chooses to contract
out—if that is the chosen outcome. Thus, functions can not become run down or cease
to provide full services to clients during the CTC review period. Second, because the
internal capability is maintained in working order it can be selected easily and
immediately continue effective operations if alternative bidders are not considered
capable of meeting the buyers requirements. Third, if an internal capability is
maintained for some part of a functional area that is also contracted-out in other
places the internal option can help to maintain internal skills and knowledge that may
be useful in managing the external providers and assessing their performance.
The importance of maintaining an internal capability until the eleventh hour should
not be underestimated. In the Defence CSP case there was a good deal of initial
concern about the possibility of contracting-out functions that had historically been
performed and controlled from within the organisation—and particularly about
whether or not non-Defence organisations and people could understand Defence’s
requirements and meet it standards. This resistance could have been sufficient to have
prevented some functions being tested but for the inclusion of an internal bid. Having
IHOs was one way to move forward with market testing of these functions while still

290

maintaining the possibility of retaining the function in-house if it was decided at a
later stage that alternative providers could not perform the task in question.
The potential to transfer an internal monopoly to an external one, or to become
captured by an external organisation, were also concerns for some areas. An internal
Discussion Paper relating to Performance Evaluation of CSP ‘Contracts’ at DSTO for
example noted in relation to the Scientific and Engineering Support Services that:
Some of the services currently provided from within the in-house organisation in this
area are at the high end of technology and the expertise held in the in-house
organisation may be unique. The transfer of this technology to a single contractor
could result in the formation of a monopoly which might be undesirable (File DST
92-22607 (3)).

The importance of maintaining some level of internal capability in functions that were
largely contracted-out was also seen by some key players within Defence as an
important consideration in the totality of CTC. These people were concerned that
Defence could easily become an ignorant buyer unable to determine its needs or
assess the worth of commercial bids in the absence of practical experience. Thus, in
the same way that some functions were never subjected to market testing in the first
place, they argued that some IHOs should be selected anyway. In that way Defence
and the work area could both reap the benefits of the changes that they had proposed
and maintain a suitable level of internal expertise.

Summary
It is clear that the IHOs examined for this research have been able to contribute to
CSP outcomes by guaranteeing a minimum level of competition; acting as an
insurance policy against non compliant bids; and providing a benchmark against
which to assess external bids and, thus, give Defence management greater confidence
in the eventual outcome. But this achievement has come at a price especially for the
people working within successful IHOs.
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The competitive situation has undoubtedly motivated employees to win—although
not necessarily in an attempt merely to retain their employment. Employees do not
like being treated as the apparent apparatus of organisational change objectives: when
their honour and reputation are put on the line they have shown that they can rise to
the occasion. It seems that many employees have responded to the challenges of the
competition more because of pride and desire to prove that they are good enough to
perform the function being tested, than because they were desperate to retain their
jobs within Defence. Indeed they have probably tried too hard to win in some cases—
to their own detriment, and that of Defence too. To ‘win at any cost’ was important
for many during the CSP review it was only afterwards when they had to implement
the successful IHO that the realities of their decisions hit home.
Some of the IHO examined reported that they were not expected to win—but they
did, and primarily by ensuring that they could not be beaten. As one interviewee put it
when discussing the value of competition in bringing about change—‘there is nothing
like the real thing’ (HRM3) to focus people and precipitate action. Of course this does
not mean that in-house bids should be constructed to lose. As one senior manager put
it … we have to say to them ‘If you’re going to be in it, you’re in it to win it’
(HRM1). But not all in-house bids can be expected to win and those in that
circumstance also need frank advice to that effect.
If they lose, they’ve gone through an extended period of uncertainty, possibly burned
some bridges on that process and they come out at the end with potentially nothing
(CSPI2).

I think the further down the road [we go] with IHOs and CSP the clearer it is that the
people involved – in senior management – don’t want it. They’re too hard and if they
could get rid of then they would. And what I would have liked them to do would be to
have stood up and said that – Not in my office with the door shut as two of them have
done, but down on the shop floor with the troops. Why not be up front and be honest
… (IHOM1-1).

Those involved in so-called Non-Core activities that are being subjected to
competitive testing feel simultaneously threatened and vulnerable. Threatened in that

292

the contribution and value of work they have been performing for, in some cases,
years, is now being questioned. And vulnerable in that they do not know what the
eventual outcome is going to be. There was more than one suggestion of people
‘jumping the wall’ to the so-called Core areas to avoid this state, and of particularly
capable people that the organisation would probably prefer to keep, leaving because
they did not like the circumstance within which they found themselves.
While the purpose of IHOs may more complicated than simply winning the
competition with industry, it is nevertheless the case that in any competition there will
be winners and losers. Of course how this is seen depends on one’s particular vantage
point, and it appears that while the IHOs examined for this research may have won the
competition they may have lost too in that they gave up more than they should in
order to achieve that all important win.
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Chapter 10

Improving efficiency or
simply cutting costs
The reasons for pursuing IHOs detailed in Chapter 5 identified enhancing the
outcomes of the CTC processes themselves as one of the three key reasons for
including IHOs within CTC exercises. Within this, improved efficiency in the
provision of government services is probably the most dearly sought-after goal of
CTC processes—and undoubtedly the primary reason offered for pursuing this
approach to public sector reform (see for example Industry Commission: 1996;
Rimmer: 1998). IHOs must also comply with this expectation. There are four key
elements inherent in the pursuit of efficiency:
•

using CTC and IHOs to assist in clarifying what the organisation currently
does and how much it costs, thus, leading to a specification for what the
organisation needs and an estimate of how much that might cost in the future;

•

flowing from greater clarification of requirements, the expectation of greater
accountability in the delivery of services;

•

contributing to driving costs down by ensuring genuine competition; and

•

achieving Better Value for Money in the provision of particular services.

This Chapter focuses initially on research findings against to each of these factors. It
was apparent however from Defence’s own documents that making savings was an
important outcome expected of CSP. The perception that savings were an important
achievement for IHOs was also reinforced strongly by interviewees who clearly felt
that the primary aim of CSP, and therefore also of its IHOs, was simply to cut costs
and make savings. The efforts needed to achieve these savings were a consistent
theme throughout this research and, thus, the final sections of this Chapter deal
specifically with CSP savings.
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Clarifying what the organisation does and what it costs
Commentators have argued since CTC first became a popular tool for public sector
reform that one its most valuable features is the ability it offers for organisations to
clarify what they do, how much it costs and what they want done in the future (see for
example Domberger, 1998; MAB/MIAC, 1992b). This clarity initially derives, or so
the argument goes, from the development of a precise Statement of Works, or
Statements of Requirements as Defence refers to them. In addition, for successful
IHOs, the subsequent IHO Directive should also specify not only what is required, but
also what resources will be available and any restraints or caveats that might affect the
use of these resources or the operations of the IHO. Further, calculating the costs
associated with activities prior to and after CSP review should provide greater clarity
and understanding of just how much it costs to do business in particular ways.

The Statement of Requirements
The Statement of Requirements (SOR) is one of the first, and probably the most
important, documents to be prepared as part of a tender process. It should specify
clearly what the buyer wishes to purchase and any considerations or restrictions that
might impact on the provision of the required service. Like their commercial rivals,
in-house teams respond to the requirements set out in the SOR when developing their
bids. While the preparation of the SOR is outside the initial scope of this research,
like the Core/Non-Core issue discussed in the previous chapter, it has had a
significant impact on the ability of successful IHOs to achieve their expected aims
and needs to be considered.
There have been many problems reported with the development of SORs within CSP.
These problems revolve primarily around a of lack of clarity in the specifications and
suggestions that Defence has often constrained prospective bidders by also specifying
to some extent how the requirement is to be met (see for example DOD, 1993c). The
people working within IHOs examined for this research also complained about the
lack of precision in the specifications. They found this both frustrating for the
confusion that it caused, and unhelpful in that they felt that it often left them no better
informed than they were by simply doing what they had always done. Industry
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complaints about Defence trying to also ‘tell’ them how to do the work (DOD 1993c:
4) were not reported as problems within these IHOs: probably because, in most cases,
they were essentially still doing what they had always done only with fewer resources.
I don’t know what they were thinking when they said this is what we do. … it doesn’t
reflect what we do now … the Statement of Requirements doesn’t adequately, and I
don’t think ever did adequately, describe what we did, what we do and what we
needed to do in the future (IHOM 2-1).

The criticisms of managers and staff from the IHOs examined for this research fell
into three broad groupings, namely that:
1. Their SOR was inadequate or incorrect and as a result the staff of the
successful IHO felt that they were forced to take corrective action themselves
in order to rectify these shortcomings after the event.
2. Other Defence personnel (managers and colleagues outside the IHO) were
apparently often unaware of what the successful IHO was required to do under
the terms of the SOR and, as a result, still expected the people within the IHO
to continue providing the same services, and to the same level, as they had
provided before—whether these remained the same or were changed by CSP
and the SOR; and
3. Defence management did not really seem to understand their own SOR, nor
did they know just what they expected of these IHOs anyway, so they just kept
asking for more and more and without any recognition for the efforts of the
staff involved.

All IHO Managers interviewed for this research believed that their IHOs were
delivering what was expected of them under the terms of their SOR. On the other
hand, some staff said that they had ‘no idea’ whether their IHO is delivering what is
expected of it. This circumstance arose because these employees did not actually
know what the ‘expected service’ was: either they had not seen the Statement of
Requirements, the in-house bid or the IHO Directive for their IHO; or their senior
managers had not told them what was included in these documents.
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Furthermore, they did not know what, if any, criteria were being used to assess their
performance. And they claimed that they were often not receiving any feedback on
their performance anyway. In the absence of this type of information it is easy to see
why many IHOs were simply continuing to do what they had always done and in
much the same way as they had always done it.
Despite being unsure of what precisely was expected of them most staff in these IHOs
felt that they are delivering the services that should have been expected of them.
Indeed, they believed that they are doing more than was actually expected under the
terms of their SOR—extras that were not considered in either the original SOR or
within their budget allocations, but which they were nevertheless expected to
undertake. As one IHO Manager noted rather indignantly about his IHO ‘… it
delivers more than what’s expected for no additional cost. I don’t think that’s
recognised’ (IHOM 1-2).
Staff at all sites talked about taking on, to varying degrees, additional tasks that were
clearly outside their SOR. Some simply accepted this as the ‘way it was’. The
managers and staff at the Clothing Store at ADFA, for example, placed the
requirements of the Commandant of the Academy ahead of all other considerations
and would find a way to meet any additional requests no matter what. Others (such as
staff at the School of Languages) felt that additional requirements were perhaps
inevitable as everyone worked out just how the IHO should operate, but they also felt
that they should then be able to renegotiate their position to take account of this. The
staff at DSTO were firmly of the view that if there was an additional engineering
requirement they were ‘the right people for the job’ but that they should then be
provided with additional resources or variations to other workloads to offset this.
Others were particularly perturbed by the extent to which they felt that they were
being expected to take on extra work and had reached a point of refusing to do so
despite the potential damage that this could cause their reputation and future career
prospects. The IHO Managers at Fairbairn had clearly reached a point of sufficient
frustration that they had refused outright to meet certain requests. They pointed out to
the, usually more senior, officers requesting services that this was outside their SOR
and outside the capacity of their resources, and that they were, therefore, not going to
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do it. Coming from middle-level military personnel this was a fairly strong and
somewhat unusual response! But as one manager noted:
the only advantage of the IHO is that there is an SOR that actually lists what we
should do. I now throw that back in the face of people and say—it’s not in here [in
the SOR], I’m not doing it (IHO Manager 35 ).

It seems, too, that for some interviewees problems arose because what is sought in the
SOR is often quite different from what they had traditionally done—and how they had
traditionally done it. Some personnel did not necessarily agree with the changes
proposed within the SOR and found it difficult to work to the new rules of
engagement. Military personnel appeared hardest hit by this aspect of their situation.
They had been trained within an environment that had long established procedures for
performing certain tasks that were often handed down from one generation of staff to
the next. To have these suddenly taken away and new ways of thinking put in their
place had been a difficult transition for these staff—and one that they had not always
accepted.
The Motor Drivers at Fairbairn, for example, had great difficulty in accepting that
other people who now had responsibilities for vehicles did not see the same levels of
maintenance as being as necessary as they did for the upkeep of these vehicles. Cooks
at Broadmeadows still clung firmly to the idea that foods should be prepared freshly
and that prior preparation would spoil the nutritional value of food for soldiers who,
of course, marched on their stomachs—yet cook/chill practices are commonplace in
commercial food preparation. Staff from within the Clothing Store at ADFA were
adamant that only military personnel could understand the requirements of wearing a
uniform and, therefore, that only military personnel could properly fit and kit a
member of the military.
A well as this resistance from within the IHOs there was also resistance to changes
that had to be countered from without. Some IHOs found that while Defence’s

35

This quote has not been linked with the IHO Manager who made it as this could lead to his

identification.
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requirements had apparently altered, and their bids had included strategies to address
the new expectations, many of those around them did not appear to share the same
understandings.
As far as many of the people within these IHOs were concerned their senior managers
did not seem to think that CSP related to them. These managers, they claimed, still
expected to be treated in the manner in which they had always been treated and to
continue to have the privileges of office that they had always had. And nowhere did
this seem to be more so than within the senior military ranks. As one interviewee
noted:
it’s lip service. They say CSP is a good thing but when it actually affects [senior
personnel] then it’s not such a good thing. They still want to go back to the way it
was 10 years ago and sometimes it gets very difficult to say No. And sometimes you
can’t (IHOM 1-2).

Staff at Fairbairn, as already mentioned, recounted the story of one senior Officer who
despite being advised that the IHO no longer provided cars with drivers, still expected
this service (as opposed to the new ‘self-drive’ system). When the IHO Manager
insisted on not providing the chauffeur service, the senior Officer concerned
apparently brought his own driver with him from interstate—and paid the associated
costs. The staff at Fairbairn saw this action as a blatant disregard for their efforts in
seeking more efficient and effective ways of working and as yet another indication of
CSP being about cutting numbers and costs from among the troops 36 without any
impact on the more senior ranks.
The Commanding Officer at another site also apparently expected traditional
functions to be maintained event though these had been excluded from the SOR. The
IHO Manager knew that this expectation was outside the requirements set out in the
SOR but, as he pointed out, as a senior Non Commissioned Officer he had decided to
adopt a pragmatic position that recognised that it would ‘not be wise for his career to
say No to a Colonel’ (IHOM 3-1).

36

The slang ‘troops’ is often used to describe the members of the Other ranks.
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Staff from a third site found that they needed to spend a good deal of time educating
their clients about just what it was that they now did and shaping their users
workloads to fit into their new work patterns. As one person there noted ‘we’re
having to do our own mini-CSP on them’ (IHOS 6-4).

In- House Directives
Another important aspect in clarifying what an organisation requires is the ‘contract’
that is normally established between the buyer and the chosen supplier of particular
services. This contract is expected to establish clearly what is being provided and
under what circumstances. It also usually details any caveats that might apply and
how price structures are to be applied—including the all-important overall cost. For
IHOs the contract price is usually the bid price and this becomes the work group’s the
budget. The IHOs examined for this research generally remained within these budgets
and felt that they were not in a position to renegotiate for extra resources event though
they had additional tasking placed upon them.
IHOs do not have contracts as such: a government agency cannot contract with itself
so alternative forms of agreement between the parties must be devised. Service Level
Agreements (SLAs) are now commonly used for this purpose. Defence has moved
toward the use of SLAs in recent years but the IHOs examined for this research were
covered by what Defence refers to as IHO Directives (or in some cases Working
Directives). These documents were intended to perform a function similar to a
contract and to specify what was to be done and the resources to be provided to the
IHO in order to do it.
With the exception of the Clothing Store at ADFA, all the IHOs discussed here had an
IHO Directive. These Directives varied considerably according to the inclusions that
their parent Program considered necessary and in how they were presented.
The IHO Directive for Fairbairn, for example, was a fairly short document written in
typical military style with clipped expression and an abundance of acronyms that
would mean little to anyone outside the Air Force. It also referred the reader to a
number of other documents including the in-house bid itself—although none of these
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references was attached to the primary document for ease of reading. The IHO
Directive for DSTO, on the other hand, was presented in a much more formal and
legalistic manner and replicated traditional commercial contracts much more closely.
It was more thorough and comprehensive in the aspects that it addressed and even
included background information on CSP and the Mission Statement for the
Engineering Support Unit.
All IHO Directives made some attempt at specifying what the IHO was to do—albeit
that in most instances that was achieved by referring the reader to the initial in-house
bid that was seemingly never attached (and which was not able to be reviewed for this
research anyway). Most Directives specified the duration of the IHO arrangements,
but not all detailed resource allocations for the entire period. The IHO Directive for
the Engineering Support Unit, for example, identified budget allocations for the first
year of operations only and specified that DSTO and SES management should
‘provide agreement’ for future years (File DST 92-22607(7)). The Directive for
Fairbairn specified the organisational Establishment 37 that would be funded for the
IHO rather than providing particular figures for this expenditure.
The adequacy, or otherwise, of the IHO Directives for the six IHOs examined was
expected to form an important point for analysis. But a more striking consideration to
emerge during discussions with IHO Managers was the fact that most (and some other
managers across Defence too it seems) paid little, if any, heed to their IHO Directives.
With the exception of ADFA, all managers had read their IHO Directive. After that
however, most had filed them away and either done what they felt necessary to get the
job done (as they understood it needed to be done) or, more likely, done what they felt
they were required to do by others outside the IHO itself. One manager even went so
far as to suggest that ‘the garbage bin’ was the best place for his IHO Directive
(IHOM 5-1).

37

Establishment refers only to the number and levels of positions available for use. Under such

arrangements funding is often calculated using average salary levels rather than precise salary
expenditure associated with each position.
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ADFA, of course, did not have an IHO Directive. Here the managers simply tasked
the staff to undertake the activities that the clothing store had always performed and
tried to ensure that the expectations of clients (ADFA Management and Cadets) for
timely and efficient kitting were satisfied. Indeed, one senior manager (from outside
the IHO) saw the absence of an IHO Directive here as proof that they may not be
needed for the effective operation of these work units anyway (HRM 2). One manager
at ADFA noted
… there hasn’t been anything formal put in place to actually direct us to operate
under the in-house bid. … It came as a complete surprise to me to find that in fact the
Business Manager was reporting us as an IHO but we were not aware that that was
how we were supposed to be operating—because if we were we wouldn’t be
providing all those extra people to [do additional work] … (IHO Manager)

The Manager at Broadmeadows had apparently read his IHO Directive and then
consigned it to the filing cabinet because he believed that, while it contained some
useful information, it was not what his Commanding Officer wanted, or was prepared
to sanction for this site. Staff and managers at Fairbairn noted that there were things
written in their ‘contract’ which, in their opinion at least, were not supposed to be
there, but which they were still doing because they had been unable to get them out
again. This applied particularly to military parades and ceremonial activities which
were generally more common at Fairbairn than at some other sites because of the
proximity of the Base to Canberra and the passage of VIPs through the area. But as
one manager at Fairbairn noted it didn’t matter if he pointed out that this was not
supposed to happen, the view from management was ‘stiff bickies—do it anyway’
and, as he also pointed out, as a military officer it was sometimes very difficult to say
‘No’ to requests from superiors.
The managers at the School of Languages, DSTO and Williams were more of the
view that their IHO Directives were merely guides for their activities. Indeed the
opening section of the School of Languages’ Directive noted that it was to ‘provide a
plan for the implementation and management of the services to be provided’ (File AF
94-14340 (1)).
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Union representatives felt that the staff were often bitter because they did not know
precisely the parameters of their IHO. Frustration arose when employees thought they
had an understanding about a particular aspect, but because much of this was, in fact,
not written down, they discovered that others (usually their more senior managers)
had a different understanding. This problem included things such as positions or
people being differently classified, staff being expected to work shift-style
arrangements when these had apparently not previously been agreed, or the inclusion
of additional tasks within the scope of the IHO—tasks that the staff thought had been
excluded. The Unions felt that these difficulties could be traced largely to poor
specification of Defence’s requirements in the first place, and latterly, and flowing
from this, to a lack of specification in the IHO Directive (UNION 1; UNION 2).
IHO managers believed that if errors were found in the Statement of Requirements or
In-House Directive, or if their circumstances changed, that they should be able to
renegotiate their Directives to address those concerns in the same way that a
commercial company would seek to do. But having made that point, some
acknowledged that in reality they were not really able to renegotiate in that manner
because they were still organisational units within Defence and expected to comply
with Defence policies and to take their instructions from their superiors like all other
units.
They also took the view that, if they believed that Defence needed advice on some
aspect of the IHO’s operations, then they could take the initiative and raise those
matters rather than being bound by the strictures of their initial IHO Directive. For
example, the Commanding Officer of the School of Languages had generated a good
deal of discussion in some quarters about Defence’s language training expectations in
order to clarify future directions and plan where the School might head in the future.
But, on the whole, IHO Managers felt that they were not listened to when they raised
such issues.
The staff at DSTO were particularly concerned about the lack of longevity
surrounding their already successful in-house bid. The manager of this IHO pointed
out that many of Defence’s commercial contracts were for periods in the order of ten
years as Defence tried to foster longer-term relationships with commercial suppliers.
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So why not the same for IHOs rather than ‘a whole lot of knee jerks every three or
four years?’ (DSTO IHO Manager).
The preceding discussion has by now undoubtedly left the reader with a very negative
impression of the value of the Statements of Requirements and IHO Directives
developed within CSP. The comments reflect a level of frustration and anger for those
most closely involved with developing and implementing successful IHOs, and
perhaps needs to be tempered in light of their closeness to the subject matter.
It could also be argued that the cases examined were some of the earlier CSP
initiatives and that they may well have been confounded by problems of inexperience
in developing such documents and resolving the problems that invariably arose.
However, more recent internal Defence reviews have continued to highlight problems
with documentation of Defence’s requirements (see for example DOD: 2002f) and
there appears to have been no concerted or widespread effort by Defence management
to address these difficulties.
The current CSP Manual (DOD: 1998d) attempts to address some of the criticisms in
relation to IHO Directives and notes that despite the ‘absence of a legally enforceable
contract’ there remains the requirement to manage IHOs on a basis that is ‘consistent
with the existence of such a contract’. The Manual further notes that this
‘necessitates’ the establishment of an IHO Directive that defines:
•

the level and quality of services to be provided, and the performance
monitoring mechanism to be established;

•

‘contract’ change arrangement for the negotiation of required changes to the
scope of the activity;

•

the period of duration of the activity, the conditions under which a breach of
conditions would constitute default and the strategies and management
arrangements to be established for the resolution of disputes and treatment of
poor or non-performance;

•

the total resource, including personnel, facilities and financial resources,
which will be provided for the performance of the activity; and

•

the reporting and monitoring requirements (DOD, 1998).
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Baseline costings
Defence’s method for calculating CSP savings is based on the difference between the
Baseline costs for activities and the tendered price for the successful bidder. Baseline
costs are determined at the beginning of a CSP review and are calculated in relation to
the work that the area under review did at that time. Baseline costs are
characteristically estimates developed form current staff numbers and past costs as set
out in a Ready Reckoner of Personnel Costs developed by Defence. This figure is not
necessarily the same as that in the Statement of Requirements against which bids are
subsequently submitted. Defence has argued that these are accurate reflections of
actual costs and are sufficient for determining initial savings (and in the absence of
more precise information they are clearly better than no information at all). But the
ANAO considers that these costings do not provide an accurate picture of the true
financial situation and are nothing more than a rough guide with insufficient verifiable
support to be used a as benchmark (ANAO, 1998: 33-35). And as the ANAO has
pointed out ‘generally speaking the Department [Defence] is not in a position to
accurately define and cost an activity as it exists prior to CSP’ (ANAO, 1998: 33).
The following examples show some of the difficulties encountered by successful
IHOs. The Baseline costing at Fairbairn included a number of functions that were
subsequently not included in the Statement of Requirements and which the IHO did
not bid for so the published saving figure appears to have been overstated. The
Engineering Support area at DSTO altered so much that according to managers at that
site a Baseline was never prepared for that review and they had to bid ‘blind’; with
nothing to even compare there internal bid to. Defence has recorded a savings figure
for DSTO but in the absence of a Baseline it is hard to ascertain how this would have
been derived and how much faith could be placed in the publicised savings figures.
A number of those interviewed for this research were firmly of the view that the CSP
Process was slanted in favour of commercial bidders. Their main reasoning, aside
from the obvious success commercial companies had had in other CSP reviews, was
the costing process outlined in the CSP Manual and Ready Reckoner. The Ready
Reckoner costs were an estimate of the full costs to Defence of employing staff at all
levels and across all locations. These costs included items such as superannuation,
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costs of providing utilities and equipment for staff and overheads associated with
supervision and portfolio management. Interviewees believed that these figures were
overstated and thus made their bids seem more expensive than they really were: the
obvious result being that they had to cut staff numbers even further in order to offset
these apparently inflated costs.
The area responsible for maintaining the Ready Reckoner recognised that it was not
always completely accurate: but they rejected claims that it was so inaccurate that it
was of no use at all. They counter-claimed that one of the most useful aspects of the
CSP process and the Ready Reckoner was how they demonstrated the costs of
employees and, thus, emphasised the importance of using these resources well and
wisely.

Greater accountability
Greater accountability for the services being provided is seen as an important outcome
of CTC exercises and has been discussed at some length in the literature which claims
that increased accountability is achieved by:
•

prompting reviews of standards and service specifications;

•

improving efficiency (primarily through cost reduction and achievement of
savings;

•

promoting flexibility in service delivery;

•

providing greater focus on outputs and outcomes;

•

increased focus on high priority areas;

•

encouraging suppliers to provide innovative solutions;

•

introducing rigorous performance monitoring; and

•

setting up mechanisms for redress in cases where individuals or organisations
have suffered loss or damage (see for example Boston, 1996; CTC
Consultants, 1999; Domberger and Jensen, 1997; Industry Commission,
1996).
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It must be remembered, however, that not all commentators are convinced that
accountability is necessarily enhanced by the use of CTC processes (see for example
Barrett, 1997; Mulgan, 1997).
Some senior managers interviewed for this study referred to accountability as being
an important aspect of CSP and its IHOs but by far the majority of interviewees did
not even raise it as a matter worthy of their interest. Those who did mention it felt that
accountability had increased within IHOs firstly, as a result of the rigours of the CSP
methodology and the tender evaluation exercise undertaken to choose the IHO, and
secondly, because the costs associated with the IHO could now be more closely
monitored. But not everyone saw this apparent increase in accountability as a good
thing. As one interviewee noted:
I think that they may consider themselves to be disadvantaged being a member of an
In House Option compared to being a normal [workarea], because they’re more
accountable (CSPI4).

Some IHO Managers also lamented the fact that while they might now be seen as
potentially more accountable for managing their work area they were not, in fact,
allowed to manage in the way that they believed they should. One IHO Manager, for
example, claimed to have virtually no control over his finances or recruitment
activities as these were handled by other organisational groups who were not even
located on site (IHOM 3-1). This was something that particularly annoyed him as he
felt that other parts of Defence were dictating to him how he could run his IHO while
at the same time holding him responsible for its efficient operation.
The IHO Manager at another site also found that he had little control over his finances
and that people outside the IHO consistently over-rode his decisions. This occurred
particularly in relation to the purchase of equipment for use within the IHO. Base
managers apparently had different ideas about what equipment should be used for
particular activities—despite the fact that the IHO Manager’s choices were cheaper
than theirs and apparently just as serviceable. Again, this IHO Manager was annoyed
by this situation. He saw it as lacking in understanding of his situation (and
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particularly the extent of his budget) and interference in his role as a manager (IHOM
5-1).

Driving costs down
Competitive pressure is often initially met by a focus on cutting costs (Pfeffer: 1997:
358).

The very nature of competition is such that rivals will try to outdo each other in order
to obtain the rewards on offer. Within the CTC environment this is expected to
translate into bidders trying to reduce costs as far as possible in order to increase their
chances of selection. The added competition that is injected into a CTC process by
including an in-house bid is supposed to further help to drive costs down. Other
research has shown that savings levels are slightly lower when in-house bids are
absent (see for example CTC Consultants: 1999).
Suffice to say cost reductions have occurred within the successful IHOs examined for
this research—and probably too much so in some cases! Defence’s own figures show
that CSP has produced savings in the order of $417m annually—$96,000 of this is
coming from the 32 IHOs selected to date. Savings achievements have been such an
important aspect of CSP implementation that they are discussed in more detail later in
this chapter. It was apparent from materials reviewed on Defence files that a number
of the IHOs examined for this research were considerably cheaper than their
commercial competitors and that this was a major factor in their selection. The
particular cases in which this applied cannot be identified as this information is
commercially sensitive and thus has rightly been classified by Defence as
Commercial-in-Confidence.

Better Value for Money
An overall aim of CTC is to achieve better value for money in the provision of
services (see for example Department of Finance: 1997; Industry Commission: 1996;
OPSS: 1993; Public Service Commission: 1995). This also carries through to IHOs.
Defence maintains that all tender evaluations for CSP reviews have focused on value
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for money for the organisation (see for example DOD: 1998d; DOD: 1999c). Defence
was, however, not prepared to have this aspect of CSP implementation scrutinised by
making Tender Evaluation Reports available for this research. As with other aspects
of CSP, Defence management cited Commercial-in-Confidence considerations and
therefore, was unwilling to have these assessments used for any purpose other than
internal business.
It was interesting to note however that Defence management had apparently also
chosen not to share this information with the people working within successful IHOs
either. Obviously the people working within IHOs knew that they had won the
competition but they had, for the most part, never been provided with feedback on
why they had been selected. Interviewees at Fairbairn believed that their selection had
been because their bid offered the lowest price. Those at the School of Languages and
Williams believed that they had a superior bid that had addressed all Defence’s
requirements in a way that could not be bettered. The people at Broadmeadows and
ADFA had no idea why they had been selected but presumed that someone,
somewhere, had had their reasons for this particular outcome. The staff at DSTO also
believed that they had developed a sound bid, but they had apparently been informed
by senior managers that, ultimately, the only reason for their selection was the fact
that the Transition Costs to pay them out and move to a contractor were considered to
be too high.

Transition Costs
Transition Costs is the term given to all the costs that might be incurred by Defence in
changing from the way an activity used to operate to the way that it will operate postCSP. These costs are notionally added to the tendered costs of all bids received as part
of the overall tender evaluation process so that Defence may ascertain the full cost of
changing the way that it does business. Transition Costs can include a range of
expenses such as contract negotiation costs; outplacement and removal for displaced
staff; increased recruitment and training costs incurred in locating and skilling new
staff in job requirements; and purchase of new equipment required by IHOs. And,
Transition Costs can be offset by any income such as might be obtained from the sale
of surplus equipment. Transition costs have quite legitimately been included in value
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for money considerations when Defence has been deciding which service provider to
select. But at times these costs have also become a decisive factor in what the
organisation should do.
Recruitment costs occur most often when civilian staff are employed to replace
military personnel. But by far the largest component of transition costs has been the
redundancies paid to surplus staff. At Fairbairn for example, redundancy costs alone
were estimated to exceed $1.5m and accounted for some 76 percent of the Transition
Costs calculated for, and added to, that IHO. At Williams these costs exceeded
$250,000 and accounted for more than half the overall Transition Costs at that site.

The Costs of Developing In-House bids
The costs of developing in-house bids are not insignificant and need to be taken into
account in overall consideration of the value of having them at all. Defence
management has always maintained that the cost of preparing internal bids would be
borne within the organisation’s existing resources: or as one senior manager
interviewed for this research put it—‘it’s coming out of our hide’ (CSPP2).
Defence has never made any concerted effort to calculate the costs associated with
mounting in-house bids or to assess these costs against the perceived benefits of
having them. That said however, some areas have attempted to estimate the costs of
mounting internal bids. In 1993, CSP Branch noted that the cost of IHO development
was ‘averaging around $300,000 (File LD 93-24950 (1)). In 1996 the Air Force
estimated that the costs of mounting a second round bid for base support at Fairbairn
would cost in the order of $130,000. The responsible area had neither this money nor
the people to dedicate to that activity (File AF 96-27673 (1)) which would have been
a major factor in the decision not to mount a bid for the second round.
In addition to the costs borne directly by Defence work areas in preparing in-house
bids. Some groups have also used external consultants to provide commercial
expertise and to assist staff to develop a commercially competitive bid. DSTO’s
Engineering and Support Services for example, engaged a consulting firm for that
purpose which ended up costing the organisation some $80,000 (File DST 92-22607
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(4)). In this case the money may have been well spent as the bid was successful and
by all accounts is working well, but this was significant additional cost to the Defence
organisation.
Defence has never sought to add the costs of preparing in-house bids to the overall
cost of IHOs in the same way that it has done with Transition Costs. This could be
viewed as providing some support to internal bids but Defence management, and
particularly those within CSP Policy areas, see it as simply recognising that the
Defence Organisation also has costs that it must bear in supporting the way that it
chooses to do business. Given that Transition Costs have proven decisive in whether
or not IHOs were selected in some cases it is interesting to speculate on whether the
costs of mounting an in-house bid might also have proven significant. If the estimates
referred to in the previous paragraphs are accepted then it is highly likely that these
could have been sufficient to have mitigated against some IHOs.

Paying a premium of IHOs
The US A-76 process specifies that internal bids must be at least 10 percent cheaper
than commercial alternatives in order to be selected. In 1992 Unions with coverage of
workers affected by CSP sought to turn that notion around and petitioned Defence to
adopt a 10 percent premium for IHOs. Under the scheme proposed by the Unions
commercial bids would have had to have been at least 10 percent cheaper than
internal bids in order to be selected.
Unions argued that this cost differential would have compensated the in-house bids
for the additional costs that they had to absorb. Defence did not accept this claim and
countered by suggesting that such an approach would unfairly handicap commercial
tenderers (File DM 92-24053 (1)). Unions eventually conceded this point and the idea
of a premium was never adopted. It is reasonable to speculate though that had such a
scheme proceeded it would almost certainly have ensured the selection of most, if not
all, In-house bids as commercial companies simply could not have overcome such a
significant cost barrier.
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Savings
Over the years Defence has made much of the savings that are being obtained via the
Commercial Support Program. These savings were then to be redirected into
operational activities (see for example DOD, 1993d; DOD, 1999b). IHOs have played
an important part in that achievement. It has only been in recent years that Defence
has ceased publishing savings information in its regular Newsletters (DOD, 2003b).
But the emphasis on savings appears to remain. An internal Defence memo in 1997
relating to market testing of Corporate Services functions noted, for example, that the
Defence Program charged with undertaking market testing had been tasked
… to achieve major efficiencies, and hence savings in the delivery of services falling
within its responsibilities (File 2001/29298 (4)).

Figure 6.2 Distribution of CSP Savings on page 144 summarised the distribution of
savings achieved within CSP by commercial and in-house providers. It showed
clearly that IHOs have been able to achieve substantial savings for Defence.
The specific savings achievements for the cases examined for this research are shown
in Table 10-1. They represent the difference in price between the Baseline Costing
and the projected costs for each activity at the time of selection.

In-House Option
ADF School of Languages
Broadmeadows Logistics Battalion
Catering/Accommodation
DSTO Salisbury Engineering Support
RAAF Fairbairn Base Support
RAAF Williams Base Support
ADFA Clothing Store
TOTAL

Recorded Savings ($m)
0.557
0.173
0.261
2.075
1.653
Unknown
4.719

TABLE 10-1 Savings Achievements for IHOs Examined

If these figures are taken at face value they represent significant savings achievements
by these IHOs. So how then was Defence able to obtain such levels of savings and
312

still continue to perform the function? Critics of Defence would probably argue that
there was simply a lot of ‘fat’ in the organisation that was removed by the CSP
review. This was a view that was also shared by some of Defence’s own managers
(CSPI 2; IHOM 1-1; IHOM 4-1). Proponents of the value of CTC processes
themselves would probably argue that the pressures of competition and the discipline
of market forces drove costs down (CSPI 1; CSPP 1).
In reality both these factors probably played a part in the final outcome. Defence
management has admitted previously that there was spare capacity within the staffing
structures of the Organisation and that cost reductions were expected of CSP and its
successful IHOs (see for example RAAF 1995). And there can be no doubt, as noted
in the previous chapter, that the Defence personnel involved in developing IHOs took
the competition very seriously and did their utmost to ensure that they built in the
savings necessary to guarantee a ‘win’ in that environment.
Other research into CTC activities has suggested that the savings being returned have
often been at the expense of employment or the result of reduced conditions of
employment for remaining staff (see for example CTC Consultants: 1999; Paddon:
1991). The research being reported here has not found evidence of any reduction in
employment conditions per se but it has found that the savings apparently being
claimed have been achieved primarily by cutting staff numbers and by changing the
staffing mix in favour of less costly alternatives. The need to alter the mix of staff,
particularly between military and civilian employees, was discussed in the previous
chapter in relation to making in-house bids more competitive and enabling them to
win the competition win commercial rivals.
Making savings was most commonly achieved by reducing the number of personnel
considered necessary to actually perform the function. Labour costs generally
represent one of the highest direct costs for bidders and need to be limited as far as
possible in order to be competitive.
Well it makes people compete ... [and]… because you have to compete you’ve
achieved the minimum amount of staffing required to do the job (IHOS 1-2).
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Critics of this strategy have, however, gone so far as to suggest that in some cases
they simply have cut too far. When beginning work on their second round bid for
Fairbairn the Management Review Team there noted in relation to the current (first)
IHO that:
… it is common knowledge around CSP circles and industry that the IHO is doing it
hard as it cut too far (File 2001/29298 (3)).

Another significant aspect relating to the achievement of savings amongst IHOs has to
do with the differing organisational functions and differing employment categories for
staff. Savings for Fairbairn and Williams were considerably higher than for DSTO
and the School of Languages. Both Fairbairn and Williams employed predominantly
military workforces prior to CSP and the development of their IHOs. Both reduced
their staff numbers dramatically and adopted strategies of large-scale civilianisation as
part of their successful internal bids. Both also employed largely blue-collar
workforces comprising trades people and outdoor workers who earn at the lower end
of the wage spectrum. The combined effects of these factors have contributed to these
IHOs being able to find substantial savings within their work areas.
Analysis of all CSP outcomes (commercial or in-house) shows that savings levels are
generally higher in labour intensive, blue-collar type areas, such as cleaning and lower
in technical or white-collar areas that require personnel with technical expertise such
as in engineering or maintenance functions (DOD: 1998c). This is probably because
the potential for changes to work practices exists much more in areas where staff can
be used differently or swapped for machinery (such as in grounds maintenance), than
it does in areas such as engineering where fundamental principles of design or
construction for example, must be adhered to or the final product simply does not
work.
The Engineering Support Unit at DSTO and the School of Languages on the other
hand employed more traditionally white-collar workers—professional engineers,
technicians and linguists. The School of Languages did utilise some military
personnel prior to CSP and these were reduced to the bare minimum by the IHO.
DSTO employed an entirely civilian workforce prior to CSP and maintained this with
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the successful IHO. Both reduced their staffing levels somewhat but not to anywhere
near the same extent as Fairbairn or Williams and thus, it would appear they were
unable to achieve the same levels of savings.
It could also be that these units work operating efficiently prior to CSP too. The
absence of a reliable baseline for DTSO makes this hard to assess in that case: But the
IHO Manager for the School of Languages was adamant that the School was not
being run well prior to CSP and that the pressure placed on it for change by CSP was
the best thing to happen to the School in a long time.
What is also unknown for these cases is whether commercial bidders could have made
the same savings levels and whether they would have made them if there had been no
in-house bid to force the issue.
There remain cynics who query the extent of changes being made and their ability to
generate sustainable efficiency dividends as the following quote exemplifies.
The way the IHO won the tender was by changing the way the place is staffed but
from my point of view it’s a smoke and mirrors exercise—they’re not savings you
can spend, they’re CSP savings. It’s not real money; you can’t go and buy a pie down
the shop with it (CSPI 1).

The IHOs examined for this research had attempted to pursue efficiencies by making
changes to the way in which work in their areas was organised or tasks were actually
conducted. For example, the School of Languages had used their CSP review as a
catalyst for a complete review of their curriculum and approaches to language
teaching. The cleaning function at Broadmeadows had been reduced from daily
services to alternate-day or weekly services. The Warehouse at Fairbairn had
introduced a computerised stock control system and, while there had been initial
problems, the system seemed to have bedded-in successfully.
Most people who participated in this research believed that CSP and, by inclusion
IHOs, were simply about saving money—however this could be achieved. As one
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IHO Manager noted ‘Productivity is now based on continuing to do the same job and
reducing the number of people doing it’ (IHOM1-1). Others noted:
We are being required to increase our productivity whilst reducing our numbers and
we’re getting to the stage where people are just saying No—I’ve had enough. I mean,
I’m quite actively saying No we’re not doing jobs. Now in the old days the can-do
attitude was fairly standard throughout the military. We’re now encouraging people
not to have that attitude (IHOM1-1).
CSP is seen a method of still providing the service and cutting back at the same time
(IHOM 5-1).

On the issue of reported CSP savings the ANAO (1998: 32) has had this to say:
The ANAO considers that the level of reported savings, although it is the most visible
and easily understood measure, has limited value as an indicator of performance.
Official public reports of savings in relation to individual CSP contests tend to range
from 15 percent to over 50 percent but this is not a reliable indicator of the
performance of the CSP process, as the level of savings is a function of the CSP
process combined with the efficiency of the activity prior to CSP and the accuracy of
the costing used before and after the activity has been subject to CSP. Aside from this
it is very difficult to determine actual savings.

This sentiment mirrored that of Ernst and Young Consultants engaged to review CSP
in 1993 who noted:
…strong concerns were expressed to the Review Team by Program and CSP Team
staff regarding managers’ ability to estimate accurately and then monitor and realise
such savings. The systems are just not there and nothing appears to be being done
centrally by the responsible areas to address these matters (Ernst and Young: 1993:
11).

Further, the efficiencies of CSP and IHOs were made the first time around. They
cannot be expected to reach the kinds of savings levels reported the second time
around and remain a viable organisational unit, indeed even commercial alternatives
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could not reduce much further the costs simply because there is a minimum for all
work below which it cannot fall and remain operational:
you’re not going to get any quantum steps—the big step is in the first evaluation, that
is where you get your 10 or 30 percent or whatever. Second time around it is going to
be 5 percent and that would be good over several years (IHOM4-1).

Further Cuts
One of the big difficulties for IHOs—and one of the biggest areas of complaint from
staff—is the fact that they are not immune from the other management decisions
affecting their parent organisation as a whole. Even though these work groups had
already identified efficiencies and had had removed from their budgets commensurate
funding, they were still required to contribute to other Defence or Program-wide
organisational efficiency initiatives.
While recognising the rationale behind such action, IHO Managers in particular, were
very critical of the way that the Defence Organisation took CSP savings from them
and then continued to apply all the other efficiency processes such as Efficiency
Dividends. ‘We paid at the front door’ as one IHO Manager (IHOM4-1) noted. 'This
sort of double-dipping would not be applied to a commercial contractor without the
parties renegotiating their arrangements to accommodate new work or reductions in
budget'. IHO Managers were very aware that they did not have the option of
renegotiation in the same way as their commercial counterparts. IHOs also found that
they were expected, or in some cases directed, to cope with these changes and keep on
going. As one manager noted ‘the additional tasking we take on within our own
resources’ (IHOM6-2).
IHO Managers and staff felt that the areas that had not been subjected to CSP should
have born the brunt of those efforts—as selected IHOs they had already done their bit!
This made some managers very angry but they felt powerless to do anything about it
(IHOM 101; IHOM 4-1). Their concerns though, were acknowledged and shared by at
least some managers outside IHOs. One manager with responsibilities for resource
management within the Air Force program noted in an internal memo in 1996:
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I have previously argued that they should be quarantined from cuts such as those
imposed by [another initiative]. I have based that position on the fact that we have
agreed the IHO is the best VFM in open competition with the private sector ie it is by
definition the leanest and meanest option for achieving the objectives of the activity.
To accept that proposition and then impose cuts is, in my opinion, not logically (nor
morally) defensible Original Emphasis (File AF 94-14340 (2)).

Senior managers though were not swayed and stood firm to their view that IHOs
could not be afforded protection in times of severe fiscal constraint (File AF 9414340(2)). Indeed the IHO Directive for the School of Languages specifically notes
that
The IHO will be required to function as a normal element of the Department and
continue to operate in accordance with all relevant operational and administrative
directives and obligations including those associated with staffing, budgetary matters
and facilities. (File AF 94 14340 (1))

Summary
Clarifying an organisation’s requirements, improving accountability in the delivery of
functions and achieving better value for money by leveraging competition to drive
costs down are expectations inherent in CTC processes. IHOs are not exempted from
these expectations but this research has shown that making savings appears to be the
primary motive behind the implementation of the Commercial Support Program and
its IHOs.
The documents intended to clarify requirements have often been inadequate and
successful IHOs have found it necessary to work hard to overcome the difficulties that
this has caused. It is clear from the experiences of these IHOs SORs and IHO
Directives have not been as effective as they could, or should, have been. They have
been regarded, at best, as a gentleman’s agreement and at worst as a waste of paper.
Some IHO Managers have ignored their Directives altogether, while others, largely
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out of frustration, have reverted to the specifications set out in the original SOR and
invoked these whenever necessary as the definitive statement of what is expected of
them and their IHO.
When put together properly yes they might work but the way these were put together
they weren’t worth the paper they were written on (IHOM5-1).
I think a lot of people out there don’t know what they expect from us (IHOS4-6).

Greater accountability has been intend for IHO managers but the responsibilities for
managing their areas that could be assumed to accompany this approach have not
always been allowed to occur.
Defence is claiming that successful IHOs have achieved better value for money in the
provision of selected services. This could not be verified as part of this research but
there appears no doubt that successful IHOs have been able to make considerable
savings in the delivery of these services.
Managers and staff interviewed firmly believed that CSP, and all that went with it,
was simply about cost cutting and making quick savings: any efficiency gains or
changes in work practices achieved were incidental to that objective and were only
undertaken in so far as they were necessary for making savings. As one IHO Manager
put it when referring to his superiors ‘they’re only interested in the dollar savings’
(IHOM 1-1). This view was a view also shared by others—some of them senior
managers. Indeed, one echoed this very sentiment when he noted that:
when [CSP] was first around it was seen much more as a process of reform, whereas
now I believe it’s just seen as a process which may or may not lead to reform—with
reform too often being simplistically viewed as savings (CSPI 2).

Those in IHOs generally feel that they have put in huge efforts to develop their IHO
and that they were struggling to implement changes that the rest of the organisation
did not understand nor necessarily, agree with or support. And they felt very strongly
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that the rest of the organisation, and particularly the senior managers, who did not (or
did not want to) recognise this, did not appreciate the position they were in and
certainly never give them a pat on the back for their efforts. Indeed, they felt that
other parts of the organisation actually tried to sabotage them by not understanding or
working with them in accordance with their newfound circumstances.
The trouble is we don’t get enough pats on the back. We get a lot of kicks in the bum,
but then again I suppose that’s the way the world goes (IHOM5-1).

The findings reported here show very clearly that the managers and staff within IHOs
become very disillusioned and frustrated when they are unable to fully implement the
changes put forward in the in-house bid. And it would seem that the rest of Defence is
not willing or not able, to let these people make the proposed changes that they
intended and were selected upon anyway.
CSP and IHOs have definitely had an impact on the areas directly affected but their
impact on other areas is questionable. Defence management claim that by virtue of
their proximity to CSP reviews and their outcomes, and a process of organisational
osmosis areas not directly impacted by CSP will also be pushed into making changes
in the ways that they work. Whilst this might well have happened in some cases there
is also evidence to suggest from the experiences of the IHOs examined that this is not
necessarily happening as widely as Defence managers would probably like.
It was acknowledged that IHOs had made, or had tried to make changes, within their
areas of control but they were hamstrung to some considerable extent but the rest of
the organisational system within which they still had to operate—a system that had
not been required to change in the same way as those areas that had been reviewed via
CSP had been. Most interviewees in this research felt that there was a place for IHOs
but that they would only achieve their full potential if the rest of the organisation
moved with them and it was recognised that that would be a very slow process.
Other parts of Defence do not appear to have changed to the same extent as some
IHOs though and are in fact, inhibiting the IHOs’ abilities to implement it proposed
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changes. As one rather exasperated manager at Fairbairn noted of others within the
Air Force:
CSP’s a good thing but when it actually affects [Senior Managers] then it’s not such a
good thing—they still want to go back to the way it was 10 years ago (IHOM1-2).

But as another IHO Manager at another site pointed out ‘The higher people have got
to accept that it’s here to stay and it’s not going away’ (IHOM3-1).
Savings claimed from CSP were commonly well above the ‘20% of previous costs’
rule of thumb that was bandied around in the late 1980s and early 1990s—even a
majority of IHOs seem to have met that target. But some caution does need to be
exercised here. The savings that Defence claims are the difference between what
Defence estimated the function cost prior to CSP (the Baseline Cost) and what, in the
case of In-house bids, they proposed it would cost afterwards. While Baseline costs
are calculated using actual costs as far as possible the proposed costs for selected
IHOs are only estimates of expected costs. Further, once recorded publicly available
figures at least, are rarely altered to take account of later contract changes. In its audit
of CSP the ANAO noted that it ‘considers the exact savings being achieved cannot be
adequately quantified because of difficulties in tracking costs before and after CSP
and changes in the allocation of tasks during the CSP process’ (ANAO: 1998: 10).
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Chapter 11

Managing the incumbent
workforce
Earlier discussion of CTC and the role of IHOs within those processes highlighted the
value of IHOs as a method for involving an organisation’s existing workforce in the
processes of reform and of assisting to manage that workforce through the reform (see
for example IC, 1996; APSC, 1998). The inclusion of IHOs within CSP was first
proposed as a way to facilitate competitive tendering by involving staff and Unions in
the processes themselves and thus, it was hoped, reduce negative reactions and
possible industrial action that could slow or even halt progress. IHOs have also been
repeatedly reinforced as good for the affected employees: an opportunity for them to
demonstrate their worth to the organisation—to prove that they can do the job best
and, thus, to secure their continued employment. But as the cases examined for this
research have shown the opportunity for staff to prove themselves has come at a price
and security of employment is perhaps more a case of staving off the inevitable job
losses than it is of securing a long term career.
This Chapter draws on the findings of this research to examine in detail issues
surrounding the management of an organisation’s existing workforce when IHOs are
used within a CTC process. The discussion focuses firstly on the extent to which
Defence’s IHOs have been able to satisfy the expectation of IHOs that they will:
•

temper or moderate staff and Union attitudes towards organisational review
and possible outsourcing;

•

involve and stimulate staff in the search for innovative and more efficient and
effective work practices;

•

give staff an opportunity to demonstrate their contribution to the organisation
and thus provide the possibility to retain their employment;

•

keep the function going during the CTC process; and

•

minimise the possibility for sabotage during the CTC Process.
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As discussed in previous chapters, investigations identified a number of important
workforce management considerations outside those suggested within the CTC and
organisational change literature that were specifically raised by the people who
participated in this research. Later discussion turns, then, to addressing these factors
and examining the ways in which they helped or hindered the ability of Defence’s
IHOs to achieve all that they might have.

Tempering staff and Union attitudes towards organisational review
and possible outsourcing
Willing staff involvement is widely viewed as crucial to the success of any attempts to
make lasting changes within a given workplace (see for example Lippit et al, 1985).
Experience in other CTC exercises has demonstrated that whether internal bids are
eventually selected or not they can play a useful role in engaging staff in the review
processes and in encouraging their commitment to making the bid work (see for
example Cabinet Office Efficiency Unit, 1996). IHOs have also been shown to be
helpful in reducing the potential for industrial unrest and for encouraging staff support
to proceed with CTC review (see for example PSC, 1995).
Unions in Australia were well aware of what had happened with CTC exercises in the
UK under the Thatcher government in the 1980s and were concerned about both the
treatment of employees in that environment and the potential for loss of membership
if functions were eventually contracted-out. The incumbent Labour government here,
although keen to pursue public sector reform, could not ignore its traditional support
base, nor policies on staff involvement that it had put in place through Industrial
Democracy and the Accord processes of the 1980s. Prior to the introduction of CSP
the then Minister for Defence Robert Ray met with Union officials to discuss the
Program and Union concerns. Although Unions maintained their philosophical
opposition to Competitive Tendering Senator Ray was able to gain their support to
commence CSP on the assurance that IHOs would be included to give staff a chance
of maintaining their employment with Defence and by also pointing out that the
civilianisation that was expected to occur within successful IHOs could, in fact, boost
Union membership (UNION 1).
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The idea that including IHOs might somehow temper or moderate staff and Union
attitudes towards organisational review and possible outsourcing was first mooted for
CSP by the Wrigley IDC. The IDC members recognised the upset that CSP could
cause within Defence and anticipated the potential for staff resistance and possible
industrial disputation that could disrupt or even halt progress.
Defence has encountered some industrial disputation in relation to CSP generally and
also at some particular sites. However, this occurred almost entirely within the first
few years of CSP and was, by and large, a product of the newness and uncertainties of
CTC within the Defence environment and Union intentions to assert their position and
desire to be fully included in what was happening. Disputes petered out after a few
initial disagreements between Defence management and Union representatives. None
of the six sites examined for this research experienced any particular difficulties.
Although there were Union meetings (mostly connected to the Log of Claims served
on Defence as a whole in 1992) and Union representation to the Ministers for Defence
over matters contained in the in-house bid at DSTO Salisbury, these were resolved
before they escalated into full-scale disputation.
Industrial relations specialists interviewed for this research expressed surprise at the
ease with which Defence had been able to pursue its CTC agenda. They specifically
attributed this to the inclusion of IHOs within the CSP Methodology. As one put it,
IHOs were a way of getting what Defence wants—‘contracting by stealth and with the
cooperation of Unions’ (HRM 4).
Yet, the potential for large-scale industrial unrest probably really only ever existed
within certain pockets of Defence activity anyway. The majority of the early targets
for CSP were within largely military areas of the organisation. Military personnel are
not covered by Unions in the same way that civilian employees are. And, while these
staff members may not have been very happy about what was happening, they could
not organise and mount industrial action in the same way that civilian unionists could
do. Indeed, they could have faced serious penalties under military law if they had tried
to.
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Also, many of the earlier CSP candidates employed largely blue-collar workforces.
The Unions covering these employees whilst they worked with Defence were the
same ones that would have also covered them had these people ceased employment
with Defence and commenced work with a commercial company such as might
happen if an activity was contracted-out. Therefore, the Unions representing these
employees experienced no real loss, or advantage, in seeing their members employed
by one or the other of these potential employers.
More serious industrial difficulties were predicted when Defence began CSP testing
within clerical and administrative functions—the more traditional white-collar areas.
Here the CSPU was expected to fight hard firstly, for the right to mount in-house bids
and secondly, for the selection of these. As it turned out the predicted industrial action
did not eventuate—perhaps because all five CSP reviews within the clerical and
administrative functions were awarded to in-house bids.
The pragmatism shown by Defence managers in including IHOs with CSP is perhaps
best summed up by the ANAO who noted in their review of CSP implementation that:
As many of these people may lose their livelihood or their career as a result of CSP,
the human element of CSP should not be understated. The Department has
implemented this wide outsourcing program with little industrial action. The
industrial relations aspects of CSP have been handled well (ANAO, 1998: 44).

Involving staff in the search for innovative and more efficient and
effective work practices
The literature on change and change management programs suggests that more
effective and lasting change will be obtained if a participative approach is adopted
and if current staff are given the opportunity to contribute to the change process (see
for example Lippitt et al, 1985).
The CSP Methodology is such that staff are apparently able to very involved in
redesigning their work area. But this research shows that this does not always happen.
In at least one case examined for this research the managers and staff of the IHO did
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not even know that they had been reviewed and were now considered to be an IHO. In
this case, as in others also, the work to develop the In-house bid was undertaken away
from the work area and by people outside its day-to-day operations.
Where staff do become involved in developing and implementing in-house bids this
often requires almost superhuman effort and considerable commitment to the
outcome. It is clear that for at least some IHOs particular individuals became very
important to the whole process. They held the work area together during and after the
CSP review and rallied the troops at times when they felt that their situation was no
longer tenable. The departure of these people, as happened at Fairbairn for example,
due to military postings left enormous holes within the IHOs that were hard to fill.
The IHOs examined for this research have, however, confirmed the claims in the
literature about the value of including staff in the change process. The incumbent
employees at both the School of Languages and DSTO were very involved in the
development of their successful bids and in managing the transition to the new ways
of working once selected. The staff demonstrated a much clearer understanding of the
contents of their bid and of what was expected of them once on the job. They were
clearly proud of what they had been able to achieve and, perhaps more importantly for
Defence, that pride also translated into a determination to see their IHO work well.
The staff at Fairbairn, on the other hand, had had much less involvement in the
development of their bid and were annoyed that any suggestions that they had made
appeared to have been largely ignored in the final outcome. They showed much less
commitment to their IHO and were much more critical of the process that led to it.

Giving staff an opportunity to demonstrate their contribution to the
organisation and thus retain their employment
IHOs are often portrayed as a mechanism for staff to contribute to their continued
employment—and in many cases they probably are. But as this research has
demonstrated some staff, and often a lot of staff, have to be shed merely to give an inhouse bid any chance of being selected. Defence’s own figures on CSP outcomes
show that all selected IHOs have reduced staffing levels by at least 20%—and in
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some cases by as much as 65%—of pre-CSP levels so clearly not everyone retains
employment. For those years where figures are available: 41% on average, of civilian
redundancies were directly related to CSP Decisions.
Significant too is the fact that despite the possibility of retaining their employment not
everyone wants to continue to work for Defence. Some employees see the prospect of
a CTC review and the need to reduce staff numbers (or even of an unsuccessful inhouse bid) as an opportunity to retire or move on to other employment. Still others
hope for redundancy packages. This reality seems to take the pressure off those who
want to stay because there is less competition for the remaining jobs and things seem,
for most at least, to work themselves out. There was also evidence of Defence
employees actively working against in-house bids to ensure that either the bid didn’t
win or that they personally were not part of it (IHOM 5-1).
Then, of course, even if an IHO is successful it is only in place for a period of a few
years before the staff have to re-compete in the open market again. And it is then that
the experiences of IHO have become even more telling on the issue of staff retention.
There have been a number of instances where in-house bids were successful in the
first round of CSP but have not been successful in the second round. Even more
important, however, is the fact that for a number of successful first round IHOs, an
internal bid was not even mounted in the second round. This happened in number of
cases including four of the six IHOs studied for this research (Base Support at
Fairbairn;

the

ADFA

Clothing

Store;

Catering

and

Accommodation

at

Broadmeadows; and Domestics Services at Williams). And Defence managers were
able to take this action with barely a whimper from the affected staff.
Some of these instances have occurred in work areas with an all-military workforce
and where Defence management has decided that it wished to discontinue internal
provision of the function concerned and re-muster staff into other employment
categories. Others have apparently been because the staff in the affected work area
have decided against mounting the bid (CSPI 5). Potential second round bids for Base
Support at Fairbairn, the Clothing Store at ADFA, Catering and Accommodation at
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Broadmeadows, and Domestic Services at RAAF Base Williams were all in this
category.
A number of factors have been presented as reasons for staff choosing not to pursue
second round bids. First, aggregation of a number of different functions, often at
geographically separate sites and incorporating and being administered by different
Programs, has long been touted as a hurdle in-house groups would find hard to
overcome. CSP, as it was redefined by the Defence Efficiency Review 1997,
incorporated much greater aggregation of functions for competitive review.
Second, the vast majority of efficiencies that could be made using CTC processes
occurred in the first round when commercial companies were keen to get a foothold in
Defence business and in-house teams were equally keen to keep them out. Savings
from later CSP reviews were never expected to reach to levels obtained in the early
days and were only ever likely to be worthwhile if some previously untested functions
were reviewed at the same time—something that could occur more easily with
aggregation.
Defence management claims that when presented with these cold hard facts about
their chances of winning in such circumstances the staff simply decided not to bother
(CSPI 5).

Keeping the function going during the CTC process and minimise the
possibility for sabotage during the CTC Process
The literature and Defence management have stressed the value of having IHOs to
keep a function going while it being tested for potential outsourcing (see for example
APSC, 1998; HRM 1). There was concern on the part of some senior managers that
sabotage of vital Defence activities was a very real possibility during CSP, and IHOs
were one way to minimise that potential. But despite ultimately being selected, acts of
sabotage were nonetheless reported at several of the sites examined for this research.
These included acts against the IHO Development team and against the incoming
IHO.
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Most work areas reviewed under CSP have continued to operate relatively normally
during the CSP review, although in one of the case study sites, managers and staff did
ask why they should continue to work hard when they didn’t know if they still had a
job or not. The managers here in particular noted that it had been difficult to get staff
to work during that period (IHOM 5-1).
The incoming IHO at Broadmeadows experienced a form of sabotage when someone
stuffed rags into a number of drains in the kitchens. This caused blockages and
flooded the work areas on the first day of the successful bid’s operations. In another
instance, staff in the IHO Development Team claimed that they were harassed by
other staff who did not want them the win and that this forced them to have to work in
isolation (IHOS 5-1). Staff at this site expressed particular concern that they had been
treated in such a way by workmates.
Acts such as blocking drains were probably intended to be more of a nuisance than
anything more serious. But the harassment and intimidation of staff is a much more
serious concern, and one which perhaps needs more careful management intervention
than appears to have occurred. Either way it is clear that having IHOs did not, in these
cases, prevent acts of sabotage from occurring.
Managers at another site saw things slightly differently and suggested that Defence’s
own senior managers were in effect sabotaging them by not supporting them and by
imposing further constraints on them over and above those that had already resulted
from being a successful IHO (IHOS 6-1).

Management of staff
Key considerations in using IHOs are the possibilities that they offer to assist in
managing staff through a CTC process. Some issues were predictable given the
impacts of CTC processes and the use of IHOs themselves—uncertainty and anxiety
amongst staff are obvious examples. But other issues were more reflective of the
nature of the host organisation and point to some important managerial considerations

329

for Defence as it continues to pursue greater use of CTC methods. The most
significant are discussed in this section.
There was a general consensus amongst those who participated in this research that
overall Defence did not manage its staff well and that the experiences of the people in
IHOs had only serviced to reinforce that notion.
to me all the IHO has done has clearly enunciated how miserably we manage people
because where it’s been successful, and where it’s been unsuccessful, the treatment of
the people has been miserable—it really has been lousy (IHOM1-1).

Further, the poor treatment of staff has been attributed to a general lack of interest in
the staff themselves.
I think from [a particular IHO’s] perspective it has clearly shown us that they have no
idea and they don’t care. And to be as blunt and bold as that, yes they really don’t
care (IHOM 1-2).

These concerns were particularly evident among military staff. One interviewee noted
that:
the paternalistic attitude of senior management is that they will make a decision and
everybody will just do it and be happy with it (IHOM1-1).

People also queried whether Defence had any overall plan for staffing, and especially
with in IHOs. They felt that Defence managers should have tried harder to given them
an indication of what was going to happen so that they could be better informed and
make reasonable judgements about their future careers. As one interviewee noted in
relation to his staff:
They’ve got to think of their future, they’ve got families etc that they’ve got to
support … they’re going to be looking for other jobs (IHOS 1-2).
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Uncertainty
Uncertainty was a recurring theme throughout this research—uncertainty of several
very different types. First, was the uncertainty of not knowing what the future holds.
Prior to CSP Defence employees had had some sense of the likely direction of their
future employment: this certainty was removed for the people working within areas
that were subjected to CSP Review when they were launched into a competitive
tendering process that carried no guarantees about their future employment.
If in-house bids were mounted (and they were not in all cases) the people who put
together the bid, along with all those who worked in the area, had an agonising wait to
find out if their bid would be successful and if they would be needed within the new
IHO. Some IHOs had to wait months to find out if they had been successful. In a
number of cases the announcement was delayed several times as senior Defence
managers considered further the decision to select the in-house bid (IHOM 4-1;
IHOM 5-1).
The second form of uncertainty came from not knowing what was expected of staff.
Before CSP, employees had some sense of what was expected of them in terms of the
work that they performed and the procedures and relationships that governed their
actions. This workplace awareness was based largely on tradition, acquired
understandings of how Defence worked and years of training. But this certainty was
also removed when they were propelled into the Competitive Tendering process that
changed the ‘rules’ for the chosen workareas. They were no longer considered
essential to the internal workings of the Defence Organisation—their jobs could just
as easily be performed by someone outside of Defence. Long-held traditions and
practices were thrown out, or at the very least questioned, and the new ways of
working had often not been clearly defined as the IHO sought to establish itself as an
apparently new and legitimate work area.
A third type of uncertainty had to do with whether IHOs themselves would continue
to be a part of the CSP Process in the future. It would seem obvious from the earlier
discussion of the apparent lack of support for IHOs amongst senior managers that
there is was not widespread, nor firm commitment, to the concept of IHOs in the first
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place—let alone to implementation if one is selected. And as the experiences of the
managers and staff reported here show, even the staff who seemingly had the most to
benefit from having these bids, were not altogether in favour of IHOs either.
The greatest disadvantage (as those in IHOs saw it) of being associated with an IHO
was the uncertainty about future employment that occurred during the CSP Review
and afterwards with the knowledge that the IHO had only been selected for a limited
period. This was a particularly significant issue for civilian employees who could not
be moved as easily as their military colleagues. But it was also a concern to the
military personnel who could see their musterings disappearing and who were now
less sure of what their next posting might be. The following quotes from participants
in this research reinforce this point:
... when CSP first raised its head around here it caused not angst as such but it caused
uncertainty in people (IHOS3-1).
uncertainty was the biggest downside (IHOM 4-1).

Morale is not brilliant but it’s not too bad considering. Two to two and a half years earlier
it was much worse but it has improved although the uncertainty about the future is always
there (IHOM 6-1).
It’s general uncertainty, that’s the hub of it in my view (IHOM 4-2).

Uncertainty during the CSP process was big worry. People were concerned about their
future and about what their future was going to be like (IHOS4-1).

Uncertainty, stress, anger and frustration all in one place (IHOS4-3).
It has caused a lot of uncertainty as far as is your job security (IHOS 3-3).

The worse thing was the uncertainty (IHOS 5-3).

We’ve had years of uncertainty, years (IHOS 5-2).
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The biggest single management issue in the implementation of CSP and IHOs has
been the Defence Organisation’s inability to give employees definitive answers to
their questions. Quite understandably employees wanted to know what it all meant for
them—what the direct impact of CSP, and their in-house bid was going to be on their
current employment and future prospects. But Defence was unable to answer these
questions until the outcome of the competitive process was known. And, as one policy
adviser lamented, handling this type of uncertainty for a lengthy period, and until very
near the end of the whole review, was very difficult to manage in itself (CSPP 2).

Expectations
IHOs remain integral parts of the Defence organisation once selected. While they may
have undertaken a rigorous review process, found much-needed savings and presented
new ways to operate in a more business-like manner they nonetheless remain
organisational units within their parent organisation—and in that sense they are
generally treated no differently to any other unit.
There is can be no doubt however that after their experiences of CSP at least some
managers and staff within IHOs expected to be treated differently. They had believed
the rhetoric of CSP about finding new and better ways to work—which they felt they
had done. They believed that they had demonstrated their competitive worth and their
desire to operate in the new ways (IHOM 5-1; IHOS 6-1). In some cases they were
bitterly disappointed when it became apparent to them that they could not work as
intended and that they would be subject to further impositions (IHOM 4-1; IHOS 62).
These IHOs have shown that others, commonly outside the IHO itself and often in
higher ranking and thus more powerful positions had not changed their thinking or
expectations in line with the in-house bid. They still demanded services that were,
theoretically at least, no longer being provided. The responsibility for resolving these
differences appears generally to have fallen upon IHO managers and staff (IHOM 1-1;
IHOM 3-1; IHOM 4-1).
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I guess the point is—we expected to be treated differently as an IHO and we’re not.
We’re different in lots of ways. We get scrutinised more, we have to report to several
different bosses in different ways and all those things are different. But in terms of
routine operations and the sort of administrative bugbears that normal [Defence] units
put up with, we’re just the same as anybody else, and that’s a disappointment (IHOM
4-1).

Some of the staff within these IHOs expected that their efforts in restructuring their
work areas would (or at least could) lead to them being rewarded with a pay rise, and
they were not particularly happy to discover after the event that this was not the case.
Military and civilian staff alike commented on this issue but it was the civilians who
were most concerned. As their IHOs tried to operate within much tighter budgets than
had previously been the case they no longer had access to the same amounts of
overtime that they had had previously, and without an increase in their base salaries
they were now taking home less than they had been previously.
On the other side of this coin was an equally forcefully put concern about Defence’s
inability to pay higher salaries or bonuses to staff who undertake work. The argument
here was that people within IHOs are in many cases working harder (longer hours) or
on more difficult work than their peers in other parts of the organisation and they
cannot be rewarded for their performance.
One of the senior CSP Policy advisers within Defence perhaps summed up the views
of many when he noted that one of the major reasons for having IHOs in at least some
cases was the fact that they had ‘pleasantly exceeded expectations’ (CSPP 2). IHOs
had been able to propose considerable savings in some areas, the overall process had
helped to sharpen the focus on what the Defence customer expected, and staff had had
an opportunity to participate in redesigning their work areas to better meet these
expectations.
… staff still have an expectation of tenure; they still have lots of expectations about
being a public servant. Come re-testing time those expectations are false, just as false
as they were the first time [we] went through CSP. I really do believe that if you want
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to have an in-house bid … it has got to be much more separated form the organisation
than the way it is now. And the way it’s treated has to be more accountable legally.
An in-house bid is not legal entity, it has no legal standing, it doesn’t employ people,
it doesn’t manage resources in its own right. It’s almost like I’m saying government
should set up a private company for every in-house bid (IHOS6-5).

Changes to the psychological contract
The expression ‘the olden days’ with its notions of things having been somehow
better many years ago, is one with which we are all familiar. It was interesting to hear
staff within IHOs referring to the time before CSP as the ‘olden days’. The extent of
upheaval that staff had experienced and the amount of change that had occurred in
some cases was quite remarkable: and the uncertainty had for some, seemed more like
a lifetime than a matter of months. Their lament was (as is often the case when we
reminisce about the good old days) not necessarily to return to those times, but to
mourn the loss of what was good about them. And for these people who now felt
more constant pressure to perform or possibly loose their jobs, the once seemingly
more relaxed environment held some attraction—as did having more people amongst
whom to share the workload.
Some of the people involved within IHOs were confused about what was happening
to them. Why they had been subjected to CSP in the first place was a particularly
important issue. As one staff member asked ‘ …why were we different?’(IHOS1-8).
Some felt that the CSP process had contributed to a ‘class’ structure that subjugated
the support roles to an inferior position. Those in the core areas of Defence were
referred to at one site as the ‘untouchables’ in a less than complimentary reference to
the fact that by and large the so called core areas had not, and possibly would not, be
reviewed in any way let alone using threats such as competition, or possible
redundancy (IHOS 6-2).
The people who seemed to have been most affected by the changes were the military
personnel. It was these people who spoke most of their sense that their military
commanders had ‘lost the plot’ and no longer knew what they were doing. It was
these people who also seemed most destabilised by the extent and speed of the
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changes occurring around them. In a number of cases they clung desperately to any
shreds of their former methods of working that they could find and put these up as
examples of how important their jobs were and how much better things once were.
The staff at ADFA, for example, was adamant that only a military person with a full
understanding of military culture could undertake their tailoring functions. It is quite
incorrect to assert that a civilian tailor could not alter an item of military clothing – it
is by and large not different to altering any other piece of clothing and requires the
same basic skills. What these people were really talking about, however, was the
appreciation of the importance of the uniform for military personnel and the sense of
pride and personal commitment with which they feel it should be worn.
Military service has traditionally been based on the notion of the Profession of Arms
and a lifelong commitment to community service through the dedication of ones life
to the protection of fellow citizens. This has been changing in more recent times as
community attitudes to conflict and warfare have altered and as governments
worldwide have had to seriously consider the cost of maintaining a military
capability. The experiences of those involved in the CSP had only served to further
that shift in the minds of the middle and lower level military personnel. They believed
that a key message in the whole competitive reform process is that the work that they
do (their jobs) can be done just as easily by people outside the Defence Organisation
who have no particular military knowledge or skills. And therefore, they feel that
given such a situation their career in the military is now non existent. As one
interviewee put it, for those caught up in CSP ‘basically their career’s ended’ (IHOS
1-4).
Or as another middle level Officer put it:
In the old days the military was a career and people thought of it as a career. … I
think most young people now are looking at the military as a job and they’re in it for
as long as they’re happy with it and when they’re sick of it, they go (IHOM 1-1).

At least one of the policy advisers (a senior civilian) recognised that for the military in
particular CSP was a very real threat. As he noted, there were those who were quick
to point out that they had joined the military on the expectation of a lifetime career,
and this was now no longer the case. Their career opportunities are being constrained
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because positions to which they might once have been promoted are no longer
available (CSPP 2).
Interestingly, however, the complaints were different for different levels. For the
troops and Non Commissioned Officers the major complaint was that their
commanders were selling them out and did not know just how seriously this was
impacting upon them and their commitment to the Defence organisation. Complaints
from middle level officers alleged that senior officers were old fashioned and out of
touch with modern management techniques. One Military IHO Manager was
particularly scathing in his comments about what he saw as the senior military
people’s inability to understand basic requirements for communication and
consultation. Their adherence to traditional notions of Command and Control were, in
his view, adherence to an outdated notion that hampered good management within
Defence in current circumstances. As he noted ‘… industrial democracy, for a
military person is two words used by our Chiefs when they want to sound good. But
they don’t have clue what industrial democracy is in terms of military people, because
they believe with the chain of command requirements you can’t have it’ (IHOM 1-1).
Interviewees reported that ‘a lot of [military personnel] are changing musterings and
applying for different things just to get out of it’ (IHOS1-1). Military staff were
clearly unhappy about their lot as the following quote exemplifies.
I stuck up for the [Service]. I do my job. I get up every morning and go to work. I do
extra jobs that are required and I don’t get overtime and all that sort of stuff. Why
isn’t the [Service] looking after me? Why do I have to prove now a civvy can do my
job better—I can do my job better than a civvy. I’ve looked after the [Service] why
aren’t they looking after me (IHOS 1-8).

But concern over future careers was not confined to military employees. As one
civilian employee noted:
The only reason I went into the public service was for job security and now they’re
saying Well you haven’t really got that any more anyway (IHOS 1-3).
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Support and recognition
A number of IHO Managers spoke of what they called [their particular Program’s]
determination not to let their IHO win or do well. As one IHO Manager from
Fairbairn had put it sometime earlier ‘this IHO is working “despite the efforts of the
Air Force” ’ (RAAF, 1995: 6). These efforts appear to operate at two levels: firstly,
the peers of those who are developing the in-house bid who often have preference for
having the in-house bid be unsuccessful; and secondly the managers of the Program
and/or their delegates whom, interviewees claimed, did not support them. In one case
the team developing the in-house bid felt it necessary to cover the windows of their
workroom with newspaper to obtain some privacy. There were also suggestions of
staff being ‘caught’ using surreptitious means to ‘listen’ to discussions from the next
room.
Staff at DSTO were very unhappy at what they saw as an ‘after the event’ reversal of
policy over the use of excess capacity. They felt that this typified the kind of support
they were receiving: As one engineer noted:
The staff have taken the lack of delivery [on promises apparently made] on the chin,
but next time they get the opportunity to make a choice I think some of them are
going to vote with their feet (Staff member).

DSTO was actually gloating about staff that it has taken permanency away from; it
has taken away a lot of things from those staff yet it’s gloating about the way it has
treated them. Yet it still expects those staff to be dedicated to the organisation
(Supervisor).

To devalue staff skills to zero is probably the biggest morale shaker there is (Staff
member).

The IHO manager at another site was more direct …
Once you win something, you’re on your own (IHOM 5-1).
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Employees felt that they had genuinely tried to comply with the rhetoric and
intentions of CSP. They had believed that they could make changes to their work
areas and had tried hard to find innovative and less costly ways to work. They had
expected to be able to implement their new ideas. And they were bitterly disappointed
and frustrated when they could not operate as they had proposed, when undertakings
that they thought were made were not honoured and when the senior managers whom
they believed required these changes not only did not support them but openly
expressed their preference for not having IHOs in the first place. As one IHO manager
put it:
CSP is about cuts—cut, cut, cut—cut personnel, cut costs. [But] I don’t think they
realised themselves exactly how they could do the cost cutting, how they could cut
their personnel. They’ve thrown it back onto in house option people—you do it for
us, but we’ll take the credit up here (IHOM 5-1).

Many of the employees who participated in this study described their feelings of
isolation and being devalued as part of the overall process. The following selection of
comments have been drawn from a number of sites and represent a common feeling of
now longer being an integral member of the 'Defence Team'.
I tend to feel like a second rate citizen and I know a lot of other people do too
(IHOS1-7)

One of the issues that is upper most in the minds of the people who work within IHOs
is their status—are they Defence employees or are they contractors? They argue
unanimously that they are Defence employees—and they expected to be treated as
such! This is consistent with their actual employment status and the view that Defence
has always espoused about the place of its workforce within the overall framework of
CSP. Yet without exception the staff at the five sites where they knew previously that
they were part of IHOs accused Defence Management of not treating always them in
that manner. They claim that when it suits Defence they are employees and when it
suits Defence they are effectively contractors.
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Working longer hours, taking work home, coming to work when they were supposed
to be on holidays and writing-off hours of flextime were all cited as manifestations of
the additional workload pressures being experienced. Staff felt that they had made
changes to their work practices and the fact that these did not apply in other places
was an inconsistency.
... because we’re still inside the [Defence] fence, we still have work practices that I
believe we should try and get rid of. But I believe it is unfair of us to expect that of
our staff when they see other staff behaving in ways that still resemble the [former
approaches within] Defence (IHOS6-4).

There is much more work now. People stay after hours in effort that is not paid
because it is expected. Staff generally do not complain about that but they note that it
is costly in terms of their health, morale and so on (IHOS4-3)

Tensions between military and civilian employees
Probably the biggest people issue is the animosity between Service personnel and
APS. It was there to start with and is still bubbling (IHOM 1-1).

Tension between military and civilian personnel existed long before any one thought
of CSP or of IHOs but this feeling has clearly carried over into these processes, and
perhaps more significantly, the additional stresses that CSP and IHOs place on staff
members appear to add fuel to an already smoldering fire.
In recent years Defence has become a more integrated work environment where
military and civilian employees work side by side. But it was clear from the IHOs
examined that, for these work areas, that integration was forced upon staff by CSP
and the selection of their in-house bid that reduced military staff numbers and
replaced them with civilian alternatives.
One of the chief catalysts for tension at these sites was the fact that civilian staff were
generally accepted as being cheaper than their military counterparts. And thus,
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successful in-house bids were relying heavily on changing the mix of employees to
increase as far as possible civilian numbers and concomitantly reduce as far as
possible military numbers. Military employees were resentful of civilian colleagues
whom they perceived to be taking away their employment purely because they were
cheaper, and with no regard for the training and dedication that military staff believed
that they are expected to display.
If you want to have any chance of winning the IHO at all, it’s going to have to be
staffed with civilians because [Service personnel] costings are huge, and if you want
to win it you’re going to have to get rid of the [Service] people (IHOS 1-1).

A further example of the impact of employee cost on employee management
practices, and which also caused ill will, occurred at Fairbairn: but here the
resentment was with the civilian personnel who felt that they were missing out on
additional pay because of lack of opportunity to work overtime and receive
commensurate payments. The Air Movements section operated long hours. It was
staffed entirely with Air Force personnel because, while they might have cost more in
terms of base salary, they could be asked to work additional hours for no extra
payment. Civilian employees would have been eligible for overtime payments and
would therefore have cost more in the long run.
Military personnel also felt that civilian employees had far greater options to leave an
area affected by a CSP review and find alternative employment. They felt that, as
Service personnel, they were locked into a posting system and managerial structure
that dictated to them where they could work and when they could move to another
job. As one Service person suggested for civilian staff it’s ‘like rats leaving the
sinking ship. With [Service] personnel it’s different because they get a posting, they
know they’re going to a certain date, then they just throw in the towel (IHOS 1-3).
At one site military managers felt that the military personnel ‘think APS [employees]
are bludgers’: and that ‘their whole attitude is that anyone in the APS is obviously
lazy and too stupid to get a real job’ (IHOM 1-1). For their part, the civilian
employees accused the military of disregarding the authority of civilian supervisors
and managers; of always reverting to importance of the military rank structure and of
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using allegiance to their chain of command to circumvent the rightful authority of
civilian employees.
However, not all was reported as being negative. At another site where military and
civilian employees now also work side by side the staff showed no signs of any
particular frustration with their colleagues and the managers noted that he had ‘been
pleasantly surprised’ at the successful marriage of the two workforces (IHOM 3-1).

Downsizing
CSP, and to a lesser but still very significant extent its IHOs, have contributed to the
overall reduction in the size of the Defence Organisation in the past decade. In June
1991, immediately prior to the commencement of CSP, Defence employed some
91,949 permanent personnel; by June 2001 this had dropped to 66,647 (DOD, 1991d;
DOD, 2001c). The bulk of these reductions were due to outsourcing under CSP and
Defence Reform Program that CSP was later to become a major part of (ASPI, 2005).
A concerted effort to increase ADF numbers, and perhaps a backlash to over
reduction in personnel numbers, has seen staffing levels return to 70,337 38 by June
2003 (DOD, 2004a). Chart 12.1 shows the extent of downsizing during the 1990s.
Of course, not all these reductions are attributable just to CSP, but it interesting to
note that for those years where Defence does have data available (1996-2000): 31% of
Voluntary Redundancy offers accepted by civilian personnel were directly related to
CSP decisions (DOD, 2000c; DOD 2005).

38

This figure includes Reserve personnel.
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Figure 11.1 Defence Workforce 1988-89 to 2005-06
(Source: ASPI, 2005)

Voluntary Redundancy
Voluntary redundancy of staff—military and civilian—has been a major tactic in the
implementation of CSP. For Civilian personnel this required simple activation of
existing provisions applicable to all Commonwealth public servants under the former
GECCA and current Workplace Agreements. The Military, strictly speaking, had no
provision for voluntary redundancy under the Defence Act but the Defence
management chose, quite reasonably, to apply similar provisions to those available to
their civilian counterparts.
Until very recently all redundancy offers in relation to CSP were only for Voluntary
Redundancy and any one who did not want to leave was redeployed to another
position 39 . Military personnel who do not wish to leave were remustered into other
employment categories and/or reposted to other locations. CSP reports however still
show this reduction as a saving to the IHO even though it could be argued that it is not
really a saving to Defence.

39

There have been several involuntary redundancies in the last couple of years but these were in CSP

reviews outside the six cases reported here.
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Data on the separation of staff from the Defence Organisation is incomplete and
cannot specifically identify all those who have left as a direct result of CSP decisions.
However, one indicator of such separations is the number of Voluntary Redundancies
that have been accepted. These are set out in Figure 11-1 and show a relationship with
CSP activity that could have been predicted. Since 1996/97, as part of its agreement
with Unions in the Defence Employees Industrial Agreements, Defence has been
maintaining records of civilian personnel that accept Voluntary Redundancies as a
result of CSP decisions.
The efficacy of some of the redundancy calculations must however, be seen as
dubious. The successful IHO at Fairbairn for example, reduced its staffing from 83 to
42 and substituted a number of military positions for civilian ones. Yet, according to
the IHO Directive which specified the resources and costs attributable to this IHO: 81
redundancies were charged to this activity and added to the overall cost of the inhouse bid (File AF 92-23103 (2)). Clearly these calculations reflect the ‘worst case
scenario’ had the activity been contracted-out and virtually all staff been made
redundant leaving Defence (Air Force) with a large redundancy bill. This was of
course, not the case at Fairbairn and such a cost burden on the IHO does support the
view of managers and staff that they were not always treated fairly.
CSP Related Redundancies
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Flow-on effects of downsizing
Another consequence of CSP (and of IHOs) is that the concomitant downsizing means
fewer promotions for those employees who remain.
Downsizing is seen as CSP. It’s stuffed up their promotion, stuffed up their careers
(IHOM 1-2).

the impact on promotion and everything else for the people who were left was most
probably something that wasn’t taken into account as much as what should have been
(IHOM 1-2).

I believe CSP is killing the [Services] cause we’re running out of places to go (IHOS
1-8).

On the other side of the staffing coin is the issue of recruiting new staff when they are
needed. Here too, IHOs have experienced difficulties. In order to recruit staff IHOs
must still work through the same centralised processes for advertising and staffing
positions that apply to the rest of the Defence organisation. This requires them to
justify such action was seen as an insult as well as an additional and unnecessary
workload—an embuggerance on top of an already busy schedule.
Managers were generally in agreement that the protracted and cumbersome way that
this function is performed within Defence was hampering their ability to manage their
IHOs and jeopardised their ability to provide services as proposed. One manager
noted that their unit nearly lost an important new recruit because of the delays in the
process:
It suits some people to only work 2 days a week, so we do that. We’ve entered into
job sharing arrangements with a couple of people who wanted to do that. We allowed
people to work at home. We’re not sure about the legality of some of this stuff, and
some of the compensation issues, so we just do it and keep quiet (IHOM 4-1)
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As one supervisor put it ‘I would have thought we already justified it because we won
the IHO with X number of positions, at X level, and if we’ve got a vacant one we
should be able to fill it’ (IHOS 1-2).

Consultation with staff
The increased level of consultation between Defence and the Unions that has been a
feature of CSP implementation was seen by Defence managers and Unions alike to be
a particularly positive feature of CSP—and one which the use of IHOs was clearly
seen as facilitating. Union inclusion on the CSP Consultative Forum (with equal
status to industry representatives) and the creation of the CSP Sub-Committee of the
Defence Consultative Council were both hailed as very positive steps for consultation
on overall CSP processes. Defence’s willingness to stand firm on the use of IHOs
within the Consultative Forum for example, and despite at times quite concerted
opposition for industry groups, was viewed by Unions as a victory for them and for
Defence employees.
And yet, there was a good deal of complaint among staff—military and civilian alike,
and certainly from their Union representatives, that Defence management and those
charged with developing in-house bids simply did not consult with the staff at the
local workplace to the extent expected. This poor communication was seen as
applying to both what was being proposed in the internal bids being developed and
also to more general information on just what was going on within CSP and what
might happen to staff during and at the end of the process.
Staff felt particularly left out in the early stages of review prior to the formal
commencement of CSP or decisions about whether or not there would be in-house
bids. Some staff felt quite strongly that had they known this was coming they could
have considered more carefully their personal and career options and been more
prepared for what followed. The ANAO (1998: 44-45) has also criticised this aspect
of CSP implementation noting that discussion with staff is not advocated by Defence
until the point where there it becomes necessary for staff to be informed. As the
ANAO points out:
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if staff are not fully appraised of their individual position until then it is not surprising
when some do not cooperate fully with the process. An investment of resources into
developing a dialogue with the individual staff members early in the process should
reap significant benefits in terms of a smoother process and better end result.

This was a particular concern for the military staff at Fairbairn for example, who felt
that their input to the in-house bid there was largely ignored or arbitrarily changed
without recourse to them. Later they felt that they had to pay the price for those
changes by trying to make an almost inoperable IHO work. Staff at Broadmeadows
also felt that they had been given only minimal information about what was
happening there and thus had little input into their bid. The people at ADFA, of
course, did not even know that they had been part of a CSP review or a successful inhouse bid.
Conversely, the staff at Williams, the School of Languages and DSTO felt that their
immediate managers had successfully involved them in the overall CSP processes and
had kept them informed as far as was possible on progress of their bids. The staff at
the School of Languages and DSTO had been particularly involved. They had been
asked to provide input to the bids and had been part of discussions that had settled on
the final product. The staff at Williams, on the other hand, whilst feeling that they had
been kept informed adequately, were generally not interested in the detail, they simply
wanted to know if they still had a job—the rest they were happy to leave to the inhouse bid development team.
It was striking in the comments made by managers and staff at the various sites that
those that employed greater numbers of civilian staff prior to CSP had generally
experienced more consultation during their review. Staff at these sites were generally
more satisfied with the extent of their involvement in CSP and their bid. The staff
from military establishments were firmly of the view that they had been given little
information and were only allowed minimal involvement as the following quotes
demonstrate:
I think a lot of people are consulting with the APS because they know the unions are
involved but they are not consulting with the military people (IHOM 1-2).
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In today’s environment we have to be more consultative senior military management
don’t understand that because they have for the last 30 years dealt with [uniformed
personnel] and the rule is – I’m the boss, I make the decision and that’s the end of the
discussion (IHOM 1-1).

Industrial democracy, for a military person, is two words used by our Chiefs when
they want to sound good. But they don’t have clue what industrial democracy is in
terms of military people, because they believe with the chain of command
requirements you can’t have it (IHOM 1-1).

Military and civilian staff alike were not happy about the overall levels of
consultation. They felt that they were being treated with some contempt by their
managers whom they believed were disregarding not only their expertise and opinions
the but also their very being as valuable employees. Of perhaps more importance to
the progress of these IHOs was the fact that the pattern established during the CSP
review appeared to be continued once the IHO was selected and in place.
Human resource managers in Defence also noted that because of the secrecy that
often surrounded the development of internal bids the people preparing them
commonly did not consult more widely with other areas in Defence that could have
helped them with their bids. Defence had specialist units that had traditionally
provided guidance on aspects such as the appropriate classification of positions or
even numbers of people actually needed to perform certain tasks, and yet these were
often not called upon to assist in the development of bids. Indeed these concerns were
also acknowledged more widely. One senior Officer within Air Force Office noted
when asked for comments on the Fairbairn in-house bid that he was …
not aware of any consultation between the IHO team for this activity and various
external authorities who may have been able to help in the development of the
proposal [which] reflects a serious lack of understanding required for a competitive
bid (File AF 92-33686 (1)).
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Summary
The introduction of the competitive environment has been a new experience for most
public employees, and not all have reacted as might have been expected or hoped.
Some have embraced the opportunities presented, others have seen it as a threat to
their continued employment, yet others as devaluing their knowledge and skills and
an insult to their previous loyalties. The uncertainties associated with participating in
a protracted competitive tendering process and the possibility of losing their jobs as a
result of the selection of a commercial service provider at the end of it, are serious
matters for employees. Some responded by opting out but most had stayed and were
trying to make the most of their circumstances.
The use of IHOS has undoubtedly moderated staff reactions to potential outsourcing.
Employees have had the opportunity to be involved in redesigning their work areas—
although this has not always occurred. Work areas have continued to function
relatively normally during the period of CSP review and the potential for acts of
sabotage does seem to have been reduced. But, while employees may have been able
to demonstrate their worth to Defence this has done little to guarantee their ongoing
employment.
On the whole, the employees interviewed for this research appeared to be
experiencing the reactions one could expect of people being forced to make major
changes to their workplaces. In many cases they did not seem to understand the need
for, nor want, the new approaches that were in their view, being forced upon them.
They questioned the correctness of decisions made by senior managers and accused
these same managers of ‘losing the plot’. The military personnel in particular
lamented the demise of traditional values and attitudes that they felt they were
important to their profession, and mourned the loss of the ‘military career’.
One of the biggest, if not the biggest, concern for staff involved with CSP and IHOs
was the uncertainty that the whole CTC situation generated. The initial CTC review
itself took as much as two years to complete and for most of that time staff were in
limbo, not knowing whether their bid would be accepted or not and therefore, whether
there would be a place for them within this workplace. Then of course, if their bid was
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accepted, it was only for a period of several years and at the conclusion of that time
they would have to recompete and go through the whole CTC process again.
Some staff clearly felt that this was too much for them and either left CSP-affected
workplaces or Defence altogether. Others stayed either because they felt some loyalty
to the workplace or the in-house bid, or because they did not believe that they had any
other options. But no matter what their personal situation, uncertainty about the future
was a source of concern, stress and upset to many of those interviewed for this
research.
Having IHOs prolongs the period of uncertainty for staff. The uncertainly of not
knowing what is going to happen during the review and knowing that it is all going to
be reviewed again in a few years time is a much bigger concern for staff than whether
they actually have job or not. One senior manager interviewed for this research, who
was not in favour of IHOs, was adamant that this uncertainty for the staff could be
easily removed by either, keeping the function within Defence and therefore never
market testing it, or conversely, by deciding to contract–out and not having in-house
bids (CSPI 2).
The staff were pleased when they won the first time—'we’ve won the bid, we’ve got a
job, then they thought, well hang on, we’ve only got a job for three or four years and
then we’ve got to be tested again’ (IHOS3-2). As a consequence of this job security is
no longer as clear as it might once have been and at least for those staff members for
whom this is an important aspect of their employment, morale is not good.
It is clear that many of the employees working within IHOs expected things to be
quite different after CSP. Having gone through a rigorous process of self-examination
and having put forward new and more efficient ways for organising themselves and
doing their work, these units expected that they would be allowed to implement their
proposals. Probably the greatest disappointment for many has been that the IHO has
not been allowed to operate in a more ‘business like’ way. The frustration of the staff
with this is quite apparent.
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The organisation of some work has not changed. And it would not be expected to, in
domestic services for example, employees still cut the lawn just as they always did, it
may not be cut every week, whether it needed it or not as might once have been the
case, but the grass is still cut.
IHO Managers were generally very critical of the overall level of interest in, and
support provided to, IHOs and the staff working within them. They were also acutely
aware of how much effort was required to develop and implement a successful inhouse bid and shared the feelings of their staff that this effort was generally not
recognised by people outside the IHO itself. And, because of these factors they
questioned the value of IHOs when effort was balanced against achievement and
recognition of that achievement. As one IHO Manager put it:
IHOs are not worth the effort because they’re not supported by the [particular
Service]. The [Service] is cheating on IHOs. The [Service] does not want IHOs and
the current Chief and the previous Chief have both told me they don’t want it—
there’s just too much effort involved (IHOM 1-1).

To be competitive in-house bids must cut labour numbers and thus labour costs. This
necessarily means putting more responsibility onto some, if not all, positions within
the new structure. However, current position classification standards or Union views
are such that as soon as a position is considered to have a higher level of
responsibility (although not necessarily more work) it should be classified more
highly. This is of course fair to the incumbents of positions, but it then means that the
saving made by cuts numbers of positions are somewhat negated by the costs
associated with paying some positions more money as compensation for their
additional responsibilities. This can sometimes be enough to alter significantly the
overall competitiveness of an in-house bid and tip the scales in the opposite direction.
Many staff did not necessarily see IHOs in terms of being an opportunity to retain
their employment – they already knew that they could be redeployed if they wished,
or that Redundancy packages were available if they preferred. They saw the IHO
more as doing something that they were asked to do to improve their work area and
were more annoyed that they were not able to see it through to full implementation.
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In many ways the comments and perspectives offered by the staff who participated in
this research were a simple plea for recognition. They felt that they had put in an
enormous effort to undertake these CSP reviews and try to make the changes that they
thought were expected of them. But they felt that anyone outside the immediate
impacts of CSP and its IHOs did not understand what it was really like. Thus, one of
the biggest complaints has been that this effort and the associated upset and stress, has
not been recognised or appreciated. They felt that the senior mangers were too
fixated on making cost savings (at any cost) and did not appreciate the impact of that
focus on the workers. But even to have received a personal well done would have
probably satisfied many of those who participated in this research. This sense of
disinterest from senior managers was perhaps most poignantly summed up by one
IHO manager who noted, when introducing the researcher to the staff, that in the
several years that their IHO had been operating she was ‘the only person to ever come
and ask them how it was going’.
But perhaps the whole situation might be summed up by two participants in this
research who commented:
The biggest advantage of CSP, if one could view it as an advantage, is to give staff a life
after CSP. The biggest disadvantage is the cost to the organisation and the pain to the
staff. It is not well appreciated that staff have gone through an agonising process to come
up with an IHO, they have been forced to take some pretty hard decisions about their
workmates … [and] at the end what have they won—ostensibly a reprieve. (CSPI 2)

Well put it this way – I don’t believe CSP is necessary: providing we have a facility
whereby we actually make sure that people are doing what they’re meant to be doing. To
me CSP is poor government. We’ve got a poor government because they weren’t able to
get the results they wanted … So they’ve said – Oh well we’ll just get rid of everybody.
But to a certain extent that’s poor management, very poor management. If you don’t
have people doing what you want them to do then you’ve got to say to them – you’re not
doing what you are supposed to be doing, this is what you’re doing. And that’s it!’
(IHOS 6-4)
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Chapter 12

Conclusions
In a world in which outsourcing is increasingly common, there is no organizational
activity that escapes scrutiny as to whether or not it can be done cheaper or better (or
better yet, both cheaper and better) by being outsourced or by being staffed and
organized in some other fashion. When employees are being laid off in record
numbers, every employee and function is at risk (Pfeffer, 1997: 358).

There has been a seemingly endless list of complaints about the public sector in recent
times. The National Commission of Audit 1996 accused the Australian Public Service
of being too highly centralised, inflexible and characterised by risk-averse,
conservative management. Public Service Commissioners have noted that the APS is
wasteful in its use of resources, lacking in responsiveness, overly cumbersome, rigid
in its structures and bound up in red tape (Shergold, 1996a; Williams, 2000). Others
have claimed that the public sector was too large and too costly (see for example
Sturgess, 1996b). In short, the public sector has stood accused of being too costly, too
rigid, inefficient and ineffective: what is apparently needed is a public sector that is
smaller, less costly, more efficient and more effective.
Reform has been an enduring feature of the Commonwealth sector for the last three or
four decades (Dixon and Kouzmin, 1994; Halligan 2000). Much of the impetus for
recent reform and the increased use of market-based processes can be traced to the
ideology of the New Right which adheres to the value of the market economy and
sees only a minimal role for the State (Whitfield, 1992). It is predicated on the
principles of New Public Management that seek to slow or reverse government
growth and shift program provision towards privatisation and away from government
institutions (Hood, 1991).
Reform is about making changes in the way that an organisation works (Huber et al,
1993) and often involves a re-negotiation of what is valued by the organisation
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(Whitely, 1995). Effective change can only be achieved if real and lasting alterations
occur in the attitudes and behaviours of employees. To be truly successful change
programs must target the culture of an organisation in an effort to align values and
behaviour patterns with new expectations for performance (Peters and Waterman,
1982). This requires challenging long-held values and beliefs and can lead to a sense
of uncertainty and sadness at the loss of old and accepted ways (Whitely, 1995).
Change programs are generally more successful when they encourage employee
involvement, foster communication between managers and employees and create an
environment where staff can contribute ideas for change and improvement (Lippett et
al, 1985). Nonetheless, employees commonly resist change because they think they
will lose something of value, they do not understand the implications of the change or
because they fear that they will not be able to acquire the new skills and behaviours
required (Kotter and Schlesinger, 1992). And, in many cases these concerns are
realised as staff experience job losses, work intensification, uncertainty and lowered
morale (Kanter, 1995).
One of the strategies for reform which has gained popularity in the last two decades is
Competitive Tendering and Contracting which promised greater effectiveness;
increased efficiency; overcoming a lack of internal expertise or skills; government
directives; and budget or resource constraints (Boston, 1996; Domberger et al, 1995).
Other popular arguments in favour of CTC stem from beliefs in the fundamental value
of the private sector and its inherent ability to provide services more efficiently (see
for example Halligan, 2000; Whitfield, 1992).
Notwithstanding, CTC incorporates a number of conceptually different facets. It
remains a means to procure goods and services (McIntosh et al (K), 1997) and the
primary mechanism by which the public sector outsources functions (see for example,
Domberger et al, 1986; DOF 1997). But CTC is also about leveraging the power of
competition and competitive circumstances to foster change in previously closed
environments (see for example, Hilmer et al, 1993; Keating, 1992) to improve the
efficiency and effectiveness of the delivery of government programs (Domberger,
1995; Hodge, 1998). Contestability which introduces ex ante competition and market-
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testing which promotes the value of searching for better ways to deliver services rely
on the mechanism of CTC to put competitive intentions into practice.
But, not everyone sees the application of competition as a good thing (Kohn, 1992).
Too much competition, or competition for inappropriately defined tasks, can be
destructive (Rothery and Robertson, 1995). Empirical studies have failed to
conclusively establish the supremacy of the private sector and there was no definitive
proof that the private sector was necessarily more efficient than the public sector
(Tang, 1997).
Generating cost savings by improving efficiency has been a prime aim of CTC-based
reform (Rimmer, 1998). Savings in the order of 20 percent, on average, were initially
claimed to be achievable (see for example, Cubbin et al, 1986; Domberger et al 1987;
Jones 1992; Savas 1982). This was a seductive possibility for government agencies
under pressure to do more with less (Fonseka, 1992) and quickly became the accepted
target (IC, 1996). This figure has, however, been revised downwards to between 8 and
14 percent (Hodge, 1998) in light of actual experience which has shown that savings
can be as high as 70 percent (DOD, 1998c) or as low as 0.7 percent (CTC
Consultants, 1999). Further, not all CTC exercises lead to cost reductions. Some
agencies have reported that costs can rise when contracting and management costs are
considered (Domberger et al, 1996; IC, 1996; Spoeher et al, 2002; Walsh and Davis,
1993).
The source of CTC-based savings has also been a matter of debate. Reductions in
staff numbers are a common way to achieve savings (ANAO, 1998; Paddon, 1991).
Other methods include reductions in overall labour costs by lowering payments to
employees in either reduced salary or reductions in additional payments such as
overtime or holiday pay and/or bonus payments (Paddon, 1991). Reductions in
service quality or standards have also been claimed to contribute to savings (Ernst,
1994; Ganley and Grahl, 1988; Quiggin 1996). Empirical evidence notes claims of
work intensification and lowered conditions for employees in some cases (see for
example Keliher, 1995). But the evidence is less conclusive on the matter of whether
service standards have been lowered (deliberately or accidentally) by CTC processes
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(see for example, Bach, 1989; Domberger et al, 1995; Evatt Research Centre, 1990;
Quiggin, 1996; Walsh and Davis, 1993).
Organisations pursuing CTC commonly have an incumbent workforce that will be
directly affected by the CTC process and its outcomes. These employees can be
expected to be concerned and, perhaps unhappy, about their situation (Rothery and
Robertson, 1995). They bear the greatest costs within CTC exercises as they face
disruption, uncertainty and possible lowering of their conditions of employment
(Domberger, 1998). Previous experience has shown that employees prefer markettesting over direct outsourcing on the basis that it reduces the impact on the staff
(Cabinet Office Efficiency Unit, 1996).
CTC exercises do not necessarily lead to downsizing within organisations but in a
climate where the public sector is seeking to improve efficiency and reduce costs
downsizing is a practical reality for employees. Personnel-related costs can comprise
between 30 and 80 percent of an organisation’s recurrent expenditure (Cascio, 1993).
Redundancy is an attractive option for shedding staff that are no longer required and
has accounted for a large proportion of public sector employees who ceased
employment as part of a CTC exercises (DOD, 1998c; Morehead et al, 1997)
Studies from the mid 1980s onwards have examined over and again different
examples of CTC and have raised, and disputed, all manner of claims about the extent
of organisational change that can be achieved and the resultant levels of savings that
can be made. Less attention has focused on the inclusion of IHOs and the impact that
the decision to use them might have on an organisation or its employees. Given that
the use of CTC is likely to continue as a technique for public sector reform this study
provided a timely examination of the achievements and impacts of IHOs on affected
employees and organisations.
Proponents of IHOs argue that they:
1. guarantee at least a minimum level of competition within the CTC process
itself (DOF, 1997; Domberger, 1998; IC, 1996; McNamara, 1995);
2. act as an insurance policy against receiving no compliant bids, or receiving no
bids at all (Keliher, 1995);
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3. act as a benchmark against which other bids can be assessed (ANAO, 1998;
MOD 1992);
4. help in clarifying what the organisation currently does and how much it costs
leading to a specification for what the organisation needs and an estimate of
how much that might cost (Domberger, 1998);
5. flowing from greater clarification of requirements, contribute to greater
accountability in their delivery (Domberger, 1998; IC, 1996);
6. contribute to driving costs down by ensuring genuine competition (CTC
Consultants, 1999; DOF, 1997; IC, 1996; Hall, 1992);
7. achieve better value for money in the provision of particular services (Cox et
al, 1995; IC, 1996)
8. temper or moderate staff and Union attitudes towards organisational review
and possible outsourcing (IDC, 1991);
9. involve and stimulate staff in the search for innovative and more efficient and
effective work practices (MAB/MIAC, 1992);
10. give staff an opportunity to demonstrate their contribution to the organisation
and thus provide the possibility to retain their employment (IDC, 1991;
MAB/MIAC, 1992);
11. keep the function going during the CTC process (KPMG, 1999); and
12. minimise the possibility for sabotage during the CTC Process (KPMG, 1999).

These reasons for having IHOs are to do with both the management of CTC exercises
and the expected outcomes of the processes and promoting reform in the most
effective and least disruptive manner.
The Australian Defence Organisation is the only Australian Commonwealth agency to
have included IHOs within its CTC methodology. CSP has reviewed some 121
separate functions and in most cases IHOs were mounted—with 32 of these having
been successful. Each of the six Defence IHOs reviewed revealed different aspects of
CTC-based reform. Staff at Fairbairn paid the price for trying to win at any cost. The
people within the ADFA Clothing Store did not even know that they were part of an
IHO: while the staff of the Engineering Support Unit at DSTO did not want to be. The
staff at the School of Languages saw their IHO as an opportunity to improve their
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School and its offerings. The IHO at Broadmeadows went against the trend to be
selected, while the staff at Williams were delighted to have been able to ‘stick it to’
Defence managers and contractors by coming out and winning when they did not
believe that they were expected to.
Defence managers, staff and Unions alike appear to have accepted that CSP, or
something similar, was inevitable for Defence. Insiders freely admitted that Defence
was in some financial difficulty and that there was ‘slack’ within the system that
could be purged. Unions recognised the apparent attractions of CTC experiences
overseas and in other government jurisdictions and accepted that the federal
government wanted to see similar achievements. The Defence industry sector saw
CSP as an opportunity to obtain considerable new business with a large and secure
buyer. Despite opposition from industry Defence management vigorously defended
the use of IHOs as providing opportunities for staff and helping Defence to obtain the
best value for money in it pursuit of reform.

In-House Options’ achievements
This research set out to examine what IHOs can achieve and what issues can arise as
successful IHOs are implemented and try to make changes. The twelve reasons for
pursuing IHOs set out in earlier chapters, and summarised above, were about
improving the impact of the competitive situation; improving the efficiency of the
outcome; and managing the incumbent workforce. Defence’s IHOs have shown that
they have been able to achieve significant results on all these counts.

Competition
IHOs are able to leverage the power of the competitive situation and guarantee a
minimum level of genuine competition between rival bidders (see for example, DOF,
1993; Rimmer, 1998). The IHOs examined for this research have shown that IHOs
can be competitive. It can also be assumed that IHOs have kept commercial rivals
focused on submitting equally competitive bids that must have improved the overall
outcomes for Defence. Industry bidders were unhappy about having to bid against
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internal competitors and lobbied hard to have them removed. The mere fact that
Defence resisted this pressure reinforces Defence management’s perception of the
value of IHOs and supports the intent of competition-based reform (see for example,
Hilmer et al, 1993).
Additionally, IHOs can act as an insurance policy against receiving no compliant bids,
or indeed of receiving no bids at all, as has happened in the UK (Cabinet Office
Efficiency Unit, 1996; Kelliher, 1995). In the Australian Defence Organisation,
however, there has never been a CSP review that did not attract a commercial bid
despite industry dislike of having to compete against IHOs.
IHOs offer a sound benchmark against which external bids can be assessed (see for
example, ANAO, 1998). Being developed, as they are, by current employees who
know the work area and its requirements IHOs can provide a formidable alternative to
a commercial bid. Further, even if an IHO is not developed the CSP process requires
the development of a baseline costing for the activity being reviewed which can
provide a sound costing benchmark.
What to competitively test in the first place has been a source of debate and concern
to staff who have found themselves caught up in CSP. Employees did not appear to
understand the reasoning behind the decisions that were made and often did not agree
with them. This has led, in some cases, to staff deliberately working in contrary
directions.
Perversely, the competitive situation has motivated employees to win, not necessarily
in an attempt just to retain their employment but more because of pride and desire to
prove that they are good enough to perform the function being reviewed. Indeed some
have probably tried too hard to win—to their own detriment, and that of the
Organisation. Staff ‘knew’ that in order to win an IHO had to reduce military staff
that were more costly than their civilian equivalents and, if necessary, offset these
with civilian alternatives. Such practicalities have served to fuel historical tensions
between Defence’s military and civilian workforces and, whilst cheaper, can hardly
be seen as conducive to a cooperative workplace. Certainly, such outcomes add
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support to the argument that competition is not always a good thing (see Kohn, 1992;
Rothery and Robertson, 1995).
Staff did not like the short-term nature of success within IHOs and the need to recompete again within a matter of years. The uncertainty and insecurity that this
caused was upsetting to staff and impacted on their loyalty to Defence as a whole.
When added to their perception that management did not support them in their efforts
to make their IHO work many staff felt betrayed and abandoned. Indeed, the
experiences of these IHOs when they had to compete for a second time—and when
bids were not even mounted for four IHOs—support their concerns.
Still, IHOs have been useful in retaining internal capacity until the very last minute
within the evaluation stage of CSP. This has allowed managers the flexibility of being
able to choose to outsource or retain an internal capability after an assessment has
been undertaken and it has helped to keep work areas operating during the upheaval
of a review period.

Contracting and Change
The CSP Process provides a mechanism for clarifying what the organisation does,
what it wants in the future and the associated costs. Baseline Costings and Statements
of Requirements (SORs) should provide this information to managers. However,
many SORs have lacked clarity leading to significant differences between what is
written and what happens in practice. Similarly, staff do not always agree with the
changes being made. Problems also occur when IHO staff try to meet the new
requirement, but those around them (and outside the IHO) still expect them to operate
in their previous manner.
IHOs are guided by a form of internal contract that, in theory at least, should clarify
expectations and available resources. It would seem that in practice these internal
contracts are of little, if any, real assistance as they are often inaccurate and the staff
do not believe that they are being honoured by the very managers who instigated
them. It seems that once IHOs are selected they often revert largely to doing what
they have always done. This is not necessarily something that the staff of an IHO
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want or choose. Rather, it seems to be foisted upon them by other sections of the
organisation that do not seem to understand the circumstances of the IHO.
While improved accountability in the provision of services is an aim of CTC-based
reform (see for example, Domberger and Jensen, 1997) most IHO managers
interviewed felt that it was only applied to them in so far as they were being held
responsible for actions that were being controlled by managers outside their IHO.
IHOs are expected to operate in a more business-like manner by making changes to
the ways in which they work and by operating more efficiently. They are often given
a separate cost-centre against which to charge all aspects of their operations but
usually the staff remain as employees of their parent organisation with the same
conditions of employment and remuneration packages as all other employees who are
not part of an IHO. Indeed, this study has shown that management does not view the
staff any differently to others who have not been through CSP and this is annoying to
the people working within IHOs who feel that they are unable to make the changes
that they want to make.
IHOs can provide a mechanism to implement important elements of successful
change—particularly employee involvement. But at the same time, the experiences of
the IHOs discussed here support the claim of Beer et al (1995) that change programs
based on the idea that small changes repeated many times over will lead to
organisation-wide changes do not work.
While not necessarily making significant changes to internal Defence work practices,
CSP and its IHOs have fostered an organisational climate that is more accepting of
external service providers and more willing to embrace the pursuit of other ways of
doing business.

Cost Savings
IHOs have been very effective in driving down costs—and probably too much so in
some cases. Defence’s own figures show that CSP is producing annual recurring
savings in excess of $416 billion per annum, with $66.8m of this attributed to the 32
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IHOs selected. What is not known is whether these savings levels might have been
different if there had been no IHO. Other research, however, suggests that savings
achievements are less in the absence of IHOs (CTC Consultants, 1999).
IHO staff and managers saw CSP and IHOs as being fundamentally about cutting
costs—particularly personnel costs. And in some cases costs had been cut so far
(mainly in the interests of winning the competition) that their ability to function had
been jeopardised. Having succumbed to a ‘win at all costs’ attitude some IHOs relied
on augmentation of their resources from other areas in order to survive.
IHOs also commonly bid under the resource levels that are really needed in order to
give themselves a better chance at winning. But this means that whilst their likelihood
of being selected is enhanced in the short-term any real advantage is often quickly
negated when their budget is determined and they set about trying to implement the
internal bid with insufficient resources.
IHOs commonly propose substantial reductions in the cost of providing support
services. These changes are generally the result of significant reductions in overall
staff numbers and restructuring of staffing profiles to eliminate more expensive
positions. A widely held view within Defence was that outsourcing was so politically
desirable that unless an internal bid was well below the cost of its nearest rival it
would not have chance.
The emphasis on savings made by CSP and its IHOs has, to some extent, shifted the
focus off value-for-money considerations. Nonetheless, Defence management
maintains that this is core to their decisions in relation to CSP and choice of selected
IHOs. Employees believe that finding quick savings is the real aim and that once the
notional savings are taken off their budget work areas are left to fend for themselves.
Transition Costs have, at times, been quite substantial and have reduced the level of
overall savings that Defence can claim from its CTC reviews. In some cases these
costs appear to have necessitated successful IHOs making deeper cuts in staffing
numbers than might have been justified simply to win. They have also been the reason
that at least one IHO was selected ahead of a commercial alternative.
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Managing the workforce
The potential for staff disquiet, and possible industrial unrest, in the implementation
of a reform program such as CSP cannot be discounted. Defence has had a
remarkably easy run with CSP which can be directly attributed to the inclusion of
IHOs and to staff and union involvement in the whole process. Defence personnel
often did not agree with the philosophical underpinnings of CTC, and were clearly
angry and upset about their circumstances, but they did not at any time withdraw from
the process. Their loyalty and professionalism were probably major contributors in
this but Defence has been able to capitalise on these qualities and leverage them to
meet its reform goals.
The Unions were strongly in favour of IHOs as a second best option that afforded
their members their only real chance to retain public sector employment in a climate
of wide-spread outsourcing. They believed IHOs should be the right of employees,
and any decision not to have an internal bid should rest with the affected employees.
Like some Defence managers, they argued that IHOs add an additional rigour into the
CTC process that, by its very nature, should improve the outcome for the government
and for Defence. The Unions were also very aware of the industrial relations
bargaining chip that they held in having internal bids and were keen to retain and use
that power wherever possible.
Under the CSP Methodology staff are supposedly able to be very involved in
redesigning their work area: although, this does not always happen as the ADFA
example demonstrates. IHOs have provided new and innovative ways of working and
have shown that they can, at the very least, do the same job with fewer people. Staff
frustration has been caused primarily by those around them who do not appear to
recognise, nor support, their achievements, and who do not appear willing to modify
their own practices to support or work with the changed ways of doing business
emanating from successful IHOs.
CSP and the success of IHOs raised expectations amongst staff that they would be
able to make changes and see improvements occur in their work areas and perhaps
across Defence. Staff, and managers in particular, were disappointed to find that they
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could not always make changes in the work place and while IHOs might change the
culture and practices within their local work areas they had been less successful in
influencing these aspects in the broader Defence Organisation.
Where staff become actively engaged with CSP and IHOs it often requires almost
superhuman effort and considerable commitment to the outcome. For some IHOs
particular individuals became very important to the whole process. However, it is
equally clear that managers and staff had become disillusioned and frustrated when
they were unable to fully implement the changes put forward in their IHO. Also,
while employees can devise and implement innovative and more cost effective ways
of working this has not guaranteed their continued employment. Defence figures show
that successful IHOs always reduce staffing levels by at least 20 percent (and in some
cases by as much as 65 percent). Further, at least some employees do not wish to
retain their employment and see CSP as an opportunity to either change employment
by moving to an external employer or to be offered a redundancy package. 41 percent
of voluntary redundancies amongst civilian staff since 1996 have been directly
attributable to CSP.
Defence management has stressed the value of having IHOs to keep a function going
while it is being tested for potential outsourcing. Most work areas reviewed under
CSP have continued to operate during the review period although in one of the case
study sites managers and staff did ask why they should work hard when they didn’t
know if they still had a job. The managers here, in particular, noted that it had been
difficult to get staff to work during that period. There were also a number of
suggestions that the areas were often run down to some extent in the lead up to and
during the CSP review because it is known that staff numbers will be reduced no
matter what the outcome. At three separate sites people reported acts of sabotage that
occurred against the IHO Development team, the incoming IHO and an incoming
Contractor.
The staff and managers within IHOs were particularly annoyed by the perceived lack
of support and recognition. Their loyalty and commitment to Defence had been sorely
tested by the whole experience. But at the same time, many were proud of what they
had been able to achieve despite the obstacles that they felt had been put in their way.
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In a truly competitive way they were pleased to have been able to beat the external
contractors who, they felt, had tried to take their work and to annoy the senior
managers who they believed had sent them a clear message that they were
dispensable.
Local IHO managers felt for their staff, and were appreciative of their efforts. But
they were experiencing their own frustrations at not being able to implement the
changes that were proposed within the selected IHOs, and at constantly having to
battle to have the agreements in their IHO Directives honoured. Based on their
experiences some of these managers had come to the conclusion that IHOs were not
worth all the effort and heartache. They would have liked to have seen their staff save
themselves all the upset and not pursue another in-house bid when the current IHO
came up for review.
The selectivity of competitive testing via CSP has also served to add fuel to traditional
tensions between the military and civilian employees and to drive a wedge between
the so-called Core functions or areas within Defence that will not be subjected to this
type of review, and the so-called non core areas which are commonly at the centre of
competitive processes.

What has changed?
CTC within Defence, and CSP in particular, were not initially popular. Many saw
CSP as having ‘wreaked havoc’ on the organisation (Funnell, 2003: 10). Although,
now, fifteen years after CSP commenced, and as Defence winds the Program down, it
is fair to say that the Organisation has become much more accepting of the idea that
non-Defence providers can meet Defence’s requirements.
Having IHOs embedded within the CSP methodology has helped to temper reactions
to reform and possible outsourcing. But it also appears that Defence was not
necessarily ready for the possibility that IHOs would be successful and would
therefore need to be managed beyond the initial CSP review itself. The IHOs
examined here were placed in the spotlight during the review period but were by and
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large ignored once the CSP process was complete reinforcing the CTC literature’s
lack of interest in IHOs after selection.
CSP has not, and was never intended to, change Defence’s fundamental mission. It
was about improving the efficiency of support services for military capability. The
Program has served to shake Defence up. It has not solved many of the problems
within the organisation but it has pointed to issues that need addressing. IHOs have
shown what can be achieved if work areas have a mind, and the incentive, to make
changes but as isolated pockets of staff making localised changes they seem to have
been largely ignored by the rest of the Organisation raising doubts about the level of
real organisation-wide change that they can effect.
Military personnel were hardest hit by the impacts of the competitive situation. They
were perhaps previously more insulated against such impositions than their civilian
colleagues. The military has traditionally been a fairly insular and paternalistic
community and its members have faced for the first time in the last two decades real
threats to the continued role of military personnel in support functions. The notion
that a military career was no longer a career for life was a harsh reality for some
military members. Yet, as members of both military and civilian workforces noted,
the military were in fact, more likely to retain their employment (if not their
promotion opportunities) than their civilian counterparts because of their recourse to
posting arrangements. Indeed, the military personnel saw IHOs as only existing
because Defence has civilian workers who cannot be moved so easily, and because
these people are represented by Unions who had essentially forced Defence into
having IHOs for them.
This research has shown that IHOs can be useful as part of an overall CTC strategy—
they do generally serve to ensure competition and insure against non-outcomes.
Further, CSP has shown how far cuts and contracting out can go without serious
Union or staff opposition (it would be going too far to say that it was with their
support) by including the option for an internal bid. IHOs can generate different and
more cost effective ways to work. Problems can arise, however, in trying to
implement these proposals. Lack of recognition and lack of support to make changes
are real issues. And this seems to be the point of most frustration for staff and
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managers in IHOs—they can come up with good ideas, they just cannot get the
changes implemented fully.
Defence has never said that CSP and IHOs are specifically about downsizing the
organisation. Indeed, the publicity for CSP talks about redirecting resources away
from costly and/or unnecessary support activities towards more strategically
important combat capability requirements. In practice, however, this means
downsizing for the support areas in order to find the funds needed for redirection to
the operational ‘sharp end’, even though Defence as a whole is not strictly speaking
getting smaller—at least in budgetary terms. The findings of this research show an
organisation pursuing downsizing strategies (cost cuts and reductions in staff
numbers) in support areas to fund other aspects of the organisation’s overall
operations—in the so-called Core areas. The staff themselves viewed what had
happened very much as downsizing and those still employed at the end of the CSP
review saw themselves very much as the survivors.
The experiences of the people within these in-house bids, especially their inability to
change ‘rules’ that might have made them more competitive tend to support the view
that Defence was not so much interested in making change that could benefit the
organisation as it was about making savings. Also, most people associated with IHOs
question the extent to which any changes are filtering into the rest of the
organisation—outside the IHO itself. They felt that there were two distinct parts of the
organisation—those that have reviewed themselves and proposed changes, and those
who didn’t see any of this as affecting them.
Within these IHOs Defence had a largely unhappy, disillusioned, even angry,
workforce who felt devalued and betrayed by their senior managers who put them in
the position of having to compete for their continued employment. They were perhaps
more relieved than pleased to still have jobs. Even those who could see some
advantages in their new circumstances recognised that these had come at a price—
sometimes a very high price in terms of loss of job security, work intensification and
increased stress. They had found the whole competitive process and the effort of
mounting and trying to implement an in-house bid stressful and frustrating and did not
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like having the uncertainty of repeating it all again in the future hanging over their
heads.
Some IHOs made considerable changes, not just to staff numbers, but also to
organisational structures, military/civilian employee mix and to local work and
management practices. Others were basically still doing what they had always done—
just with fewer people. In all cases staff felt that they were doing more work and
taking on increased responsibility. Most people were enjoying the extra responsibility.
Some military personnel were concerned that when they were posted to another area
they would lose an amount of job satisfaction because other positions at their level in
the rest of the military would not be so challenging.
Cost and staff cuts have led to greater pressure on resources, and in some cases, IHOs
have required augmentation. Work has intensified, hours are longer, pressures are
greater, funds for overtime are less and military staff generally work those hours in
order to save money. Job security that might once have existed is now much more
tenuous. Indeed, IHOs are no longer the relaxed, friendly work environments that they
may once have been.
IHOs are part of a process designed to improve the efficiency and effectiveness of
parts of the public sector. Those involved with them understand this and believe that
they are contributing to that outcome. The difficulty is that isolated pockets of even
the most dedicated employees can only do so much when those around them are not
supporting them or looking to actively transfer their achievements to other areas. This
led staff in IHOs to complain and to lose heart and interest in trying to make changes.
Many who supported the idea of having IHOs because of what they can contribute,
did not necessarily support them in practice because their own experience had
demonstrated not only how much effort is required but, much more importantly for
the staff at least, also how little support they have received from the senior managers
who are seeking the very savings and changes that these staff are trying to put in
place.
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Lessons from In-House Options
IHOs can serve a valuable role in addressing the potentially problematic aspects of
CTC and organisational reform. This appears particularly so in the early days of CTC
exercises when managers and staff alike are attempting market-based reform for
perhaps the first time. The usefulness of IHOs may well reduce or disappear as
managers and staff become more experienced and comfortable with CTC processes.
One could question whether IHOs ever had any real value given the time, effort and
expense that can be associated with developing these bids when only about a third are
successful.
Organisations should be very selective about the cases in which they pursue in-house
bids. It is inefficient for the organisation and unfair to the staff to set IHOs up to fail.
Equally, organisations that use IHOs must be prepared for the possibility that they
will be selected and will therefore need to be supported and assisted to achieve the
reforms that their successful bid was based upon. To not do this loses sight of the
fundamental aims of reform and indicates to staff that they, and any initiatives they
might propose, are not valued by management. Having an IHO in the first place leads
to the expectation of possibly winning and along with it an expectation of being able
to make changes and improve the work area. When the proposed changes cannot be
implemented staff can become frustrated and disillusioned.
Any recourse to the competitive marketplace sends a message to an organisation’s
staff that they are possibly replaceable. The most an IHO can do is reduce the severity
of a CTC process by indicating to employees that the organisation is willing to let
them show why they should continue to provide a particular function. It does not
guarantee that they will win, or be able to win. And it certainly prolongs the period of
uncertainty for those directly affected.
The competitive nature of the situation in which staff in IHOs find themselves is
perhaps more significant in terms of how the staff respond to the competition itself
than for the extent to which it was viewed as a threat to their employment. Staff are
often driven to win more from a sense of pride and desire to prove to managers that
they can win than by any real desire to retain their long-term employment. Afterwards
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they are pleased to have won to prove a point about their value to the organisation—
or simply because winning was better than losing. Most appear less concerned about
the possibility of losing their jobs than they were about the way they had been treated
and the changes that they perceive as eroding the culture and ethos of their
organisation.
The employees in IHOs carry the burden of change—they must confront difficult
questions in searching for better ways to work; some will lose their jobs; those that
remain will almost certainly have to work harder, under more difficult circumstances
and take on additional responsibilities. There are rewards in the sense of achievement
that comes with being selected in a competitive situation and from more interesting
and challenging jobs. But there are also stresses and frustrations, and the competitive
situation itself can lead people to try too hard to win, and later, to have to pay for that.
While useful within the context of CTC Reviews IHOs cannot exist of or by
themselves and must incorporate employees who actually accept the ideas for reform,
develop these into a solution that meets the purchaser’s request and present them in a
workable form. IHOs must operate within the framework of policies and practices laid
down by their parent organisation and as this research has clearly shown if they move
too far from the cultural norms of that organisation they will experience considerable
difficulties.
Employees do not like being put in a position of having to compete for their continued
employment. They may well do whatever it takes to ensure that they win the
competition: but their prime motivation is often to ‘prove’ to those around them that
they are worthy and can do the job. They do not necessarily have their own best
interests, nor those of the organisation, at heart. They do not like being treated as a
commodity that can be traded and substituted easily. Most did not choose (although a
few have) to be part of an IHO: most found themselves caught up within CTC and inhouse bids purely because of where they worked at a particular time. They were often
more relieved than pleased to have had their in-house bid selected and see this as
vindication more than reward: a chance to annoy those who devalued and treated
them so unkindly, rather than just recognition for a job well done.
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Implications of this research
Public sector reform of the last few decades has sought to improve government
effectiveness and at the same time reduce government expenditure. This has brought
with it a dual focus on organisational change and improving efficiency. The CTC
literature has tended to focus on the efficiency expectations and achievements and has
only addressed the change aspects to the extent that they are necessary to achieve the
efficiency aims (see for example, Boston, 1996; Cubbin et al, 1987; Domberger et al,
1987).
The CTC literature has had even less to say on IHOs and on what these groups can
contribute or achieve. The primary focus here has been on the contracting ‘problems’
caused by including IHOs (see for example, Domberger and Hall, 1995; Jensen and
Fernandez, 1995). To find any substantive information on what IHOs are expected to
contribute, and the extent to which they have been able to support the aims of marketbased reform through CTC, one must look largely to documents published by
practitioners (see for example, Chipman, 1995; McNamara, 1995) or organisations on
the periphery of public sector reform that have an interest in the outcomes (see for
example, ANAO, 1998; IC, 1996; PSC, 1995).
The literature on CTC also has little to say on the impacts of CTC or IHOs on an
organisation’s workforce that often bears the brunt of reform initiatives. The later
work of Domberger (see for example, Domberger, 1998) appears to be the only effort
to have focused on this area in Australia. One needs to look, then, to the broader
literature on change and downsizing to find explanations for the perceptions and
reactions of the employees who are affected by CTC-based reform. It is a deficiency
of the previous CTC literature that it has focussed narrowly on the contracting and
efficiency aspects of reform and largely ignored the enormous impact that CTC has
had on an organisation’s employees—and particularly those who have found
themselves right in the thick of things by virtue of being part of an IHO.
CTC practices have been seen as a way to achieve reform aims by leveraging the
commercial market place and the power of competition to find better ways to deliver
government programs. The research reported here found that IHOs can comfortably
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co-exist with a market-based mechanism that was often seen as the vehicle to
outsource public services. IHOs are not always popular, but they can strengthen CTC
methodologies by enhancing competition, by providing a benchmark to compare other
bids with and by insuring against not receiving any bids. They can turn notions of
contestability into genuine action and can support the underlying intentions of market
testing to promote alternative ways to work.
IHOs have also shown that they can make substantial savings in operating costs. But
these savings are often found in order to ensure a win in the competitive environment
rather than because they represent sound change proposals or good management
practice. Any changes to work structure or practices made by successful IHOs are
usually made firstly, to ensure selection and secondly, to improve services. Some
IHOs have deliberately under-bid to support their case for selection and have then had
to have their resources augmented from other areas.
IHOs appear to promise a sound approach to change management by providing an
opportunity for staff to become actively involved and to demonstrate what they can
contribute towards organisational reform. But the reality is often not so rosy. IHOs
can propose changes for their local work area but they are not always able to
implement these changes which can lead to frustration and upset for staff. Further,
even those IHOs that can make local changes are not normally able to influence to
any extent the wider parent organisation meaning that any cultural change flowing
from CTC and IHO-based reform is minimal. Many employees who once saw value
in having IHOs have had their enthusiasm tempered by what they perceive as the
inability of parent organisations to effectively cope with these work groups once they
have been selected and have to operate within the normal culture and practices of the
whole organisation.
The people who work within IHOs have probably not benefited from having them to
the extent that they had anticipated. They do not like being treated as dispensable
commodities and they do not like the idea of having to compete for their own jobs. In
many cases the effort and stresses of trying to develop and implement an IHO have
become too much as the staff face work intensification or further resource constraints
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on top of knowing that their situation remains a tenuous one with the spectre of future
competitive review hanging over their heads.
The inclusion of IHOs also raises expectations amongst staff that they will be able to
make changes. In many cases this does not happen leaving staff angry and frustrated.
Senior managers need to be honest about whether they want IHOs or not, and act
accordingly. Once selected IHOs are often treated no differently to any other part of
the organisation leaving the affected staff to question just what they have been
successful at and, perhaps more importantly, feeling that they have been used by their
managers in the pursuit of cost cutting and downsizing.
This study has focused on one organisation and on that organisation’s
conceptualisation of how IHOs should operate. An obvious area for further research is
to investigate IHOs in other organisations and to compare and contrast their
circumstances and achievements with those of the Australian Defence Organisation.
This research has turned up a number of considerations that were not predicted to any
extent by the available CTC literature and further investigation could meaningfully
add to that body of knowledge especially in relation to the level of organizational
change that IHOs can achieve and the impact that using them has had on employees.
The need for public sector organisations to continue to search for better ways to
deliver government programs will continue, especially as our aging population and
recent world events such as the threat posed by terrorism put increasing pressure on
government budgets. Recent moves towards more pragmatic outsourcing reflect a
lessened emphasis on pure outsourcing as the way to address government imperatives
for efficient and effective service delivery. Learning from the experiences of
organisations like Defence that have attempted to improve internal service delivery by
employing in-house teams further adds to the public sector’s understanding of the
variety ways in which reform can be achieved.
The ascendancy of CTC in the 1980s and 1990s give rise to a large body of work in th
field that focused primarily on the efficiency and contracting aspects of CTC reviews.
The research reported here has added to that work by also exploring the value and
achievements of IHOs and the impact of CTC and IHOs on an organisation’s
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workforce. This research has shown that IHOs can enhance the CTC review processes
themselves, but once selected successful IHOs are often unable to make significant
changes in work practice or organisational culture beyond that which was required to
secure initial selection in a competitive environment. Management does not appear to
be supportive of successful IHOs, organisational systems seem unprepared to work
with the changed processes emanating from successful IHOs and staff have found the
whole situation stressful, frustrating and demoralising. Much has been made of the
time, cost and effort associated with mounting IHOs: this, it has been suggested, is a
good reason in itself not to have them. All of which leads one to ask of IHOs—Why
have them?
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ANNEX A

Codification of Interviewees
Sixty-four people were interviewed for this research. They represented key
stakeholders who had had direct experience in the implementation of CSP and IHOs
and who could speak with authority on their experiences and perceptions of the CTC
processes and outcomes achieved by IHOs within Defence.
Interviewees have been coded and all comments quoted within this Thesis have been
attributed in accordance with the following system of codification.

Stakeholder Group
IHO Managers

IHO Staff

Location
(if applicable)

Interviewee Type

Interviewee Code

Site 1

Manager 1
Manager 2

IHOM1-1
IHOM1-2

Site 2

Manager 1
Manager 2

IHOM 2-1
IHOM 2-2

Site 3

Manager 1
Manager 2

IHOM 3-1
IHOM 3-2

Site 4

Manager 1
Manager 2

IHOM 4-1
IHOM 4-2

Site 5

Manager 1
Manager 2

IHOM 5-1
IHOM 5-2

Site 6

Manager 1
Manager 2

IHOM 6-1
IHOM 6-2

Site 1

Staff member 1
Staff member 2
Staff member 3
Staff member 4
Staff member 5
Staff member 6
Staff member 7
Staff member 8
Staff member 9
Staff member 10
Staff member 11

IHOS 1-1
IHOS 1-2
IHOS 1-3
IHOS 1-4
IHOS 1-5
IHOS 1-6
IHOS 1-7
IHOS 1-8
IHOS 1-9
IHOS 1-10
IHOS 1-11
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IHO Staff

Site 2

Staff Member 1
Staff Member 2

IHOS 2-1
IHOS 2-2

Site 3

Staff Member 1
Staff Member 2
Staff Member 3
Staff Member 4

IHOS 3-1
IHOS 3-2
IHOS 3-3
IHOS 3-4

Site 4

Staff Member 1
Staff Member 2
Staff Member 3
Staff Member 4
Staff Member 5
Staff Member 6
Staff Member 7
Staff Member 8

IHOS 4-1
IHOS 4-2
IHOS 4-3
IHOS 4-4
IHOS 4-5
IHOS 4-6
IHOS 4-7
IHOS 4-8

Site 5

Staff Member 1
Staff Member 2
Staff Member 3
Staff Member 4
Staff Member 5
Staff Member 6

IHOS 5-1
IHOS 5-2
IHOS 5-3
IHOS 5-4
IHOS 5-5
IHOS 6-6

Site 6

Staff Member 1
Staff Member 2
Staff Member 3
Staff Member 4
Staff Member 5
Staff Member 6
Staff Member 7
Staff Member 8
Staff Member 9

IHOS 6-1
IHOS 6-2
IHOS 6-3
IHOS 6-4
IHOS 6-5
IHOS 6-6
IHOS 6-7
IHOS 6-8
IHOS 6-9

CSP Policy

Manager 1
Manager 2

CSPP 1
CSPP2

CSP Implementation

Manager 1
Manager 2
Manager 3
Manager 4

CSPI 1
CSPI 2
CSPI 3
CSPI 4

Human Resource
Management

Manager 1
Manager 2
Manager 3
Manager 4

HRM 1
HRM 2
HRM 3
HRM 4

Union

Representative 1
Representative 2

UNION 1
UNION 2
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Note: All interviewees who participated in this research were given an undertaking
that they would not be identified. At five case study sites two managers were
interviewed. It is not easy therefore to identify comments made by particular
individuals. At one site however only manager was interviewed. It would therefore be
possible to easily identify this site and the person interviewed. To overcome this
problem a dummy manager has been created for this site to mask this situation and
comments from this manager have been attributed to both codes.
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ANNEX B

Overseas experience with In-House Options
Much of the impetus for the change being introduced within the Australian public
sector in recent decades has had it origins in public sector reform overseas. This
Annex examines briefly competitive review processes in the United States, United
Kingdom and Canada. The experiences of the first two of these countries in particular
have been especially influential on approaches adopted in Australia in the last decade.

The United States
The US Government has had a methodology governing the performance of
commercial activities within government services since the mid-1950s. Defined by
Office of Management and Budget (OMB) Circular A-76 issued in 1966 and revised
several times since, the US policy aims to:
•

Achieve economy and enhance productivity in government activities.

•

Retain governmental functions in-house where this is seen as necessary.

•

Rely on the commercial sector where this is more appropriate (OMB, 1983: 1).

Circular A-76 is not designed to simply contract out. Rather, it is designed to: (1)
balance the interests of the parties to a make or buy cost comparison, (2) provide a
level playing field between public and private offerors to a competition, and (3)
encourage competition and choice in the management and performance of
commercial activities. It is designed to empower Federal managers to make sound
and justifiable business decisions (OMB, 1996: 1).

These objectives have recently been given a further boost by the Bush
Administration’s requirement that government agencies engage in ‘competitive
outsourcing’ of civil service jobs that are not designated as ‘inherently governmental’
(Guttman, 2003: 291). In 2002 the White House affirmed its intent to test as many as
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850,000 civil service positions through competition (Stevenson, 2002) despite the fact
that the Administration appears to lack ‘the in-house workforce need to supervise and
control its contractors (Guttman, 2003: 291).
In-house bids are allowed under A-76 where there is no satisfactory commercial
source available or where a cost comparison between commercial and IHOs
demonstrates that it is cheaper to retain work in-house. Internal bids within the A-76
process comprise two parts. First, an exercise is undertaken to establish the
government’s Most Efficient Organisation (MEO). This focuses on the structures and
managerial processes necessary to conduct the particular function in the most efficient
way. It is conducted largely in the form of a ‘desk top’ exercise with people from the
affected work area being consulted. This new, efficient, organisation is fully costed so
that it may later be compared to commercial bids. Second, offers are solicited from
commercial bidders. These are then compared to the government’s MOE and the offer
considered to provide the best solution is selected.
The split between successful bidders from commercial and in-house groups has
traditionally been about half-and-half (GAO, 1997a: 8) leading the GAO to suggest
that ‘… the savings were [purely] the result of competition …’ (GAO, 1996: 3).
Although, more recently, the balance has shifted slightly in favour of internal bids
with 57 percent being successful in recent years (Dubois: 2001: 5). In-house bids have
commonly been selected in areas dealing with Social Services, Installation Support,
Depots Maintenance, Education and Training and Health Services (DOD, 1997: 29).
An average of 20 percent savings have been claimed from functions that remained inhouse, and 35 percent for those won by the private sector (Wrigley, 1990: 281). These
figures need to be kept in context though. As Dubois (2001: 3) has noted:
A-76 competitions attract a lot of attention and generate vital savings results. But they
should be put into perspective. Service contracting performed as a result of A-76
competitions is estimated to comprise less than 2% of all Defense service contracting.

Cost comparisons between commercial and in-house providers are conducted using a
period of not less than three years. An activity will not be converted to or from an inhouse or commercial contract on the basis of cost comparison unless a minimum cost
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differential is met—the US is the only country that applies such a cost differential.
The minimum cost differential is the lesser of 10 percent of in-house personnel related
costs or $US10million over the performance period. In-house bid costs generally
include personnel costs, materials and supply costs, depreciation, cost of capital, rent,
maintenance and repair, utilities, insurance travel, any sub-contracting costs, and all
overhead costs including retirement costs and insurance and health benefits (OMB,
1996: 16-17).
The A-76 process also allows internally provided services to be transferred to
commercial provision without cost comparisons being necessary in limited
circumstances. One of these circumstances is for activities performed by uniformed
Military personnel if it is determined that fair and reasonable prices can be obtained
from qualified commercial sources (OMB, 1996: 3): US Military positions, like their
counterparts in Australia, are generally more expensive to maintain than civilian
alternatives.
Agencies are required to notify affected employees as soon as possible of an
impending A-76 cost comparison and to keep them informed of progress. Federal
employees who are adversely affected by A-76 decisions have the Right-of-FirstRefusal for any jobs for which they might be qualified that are created by the award of
a conversion from internal provision to either a commercial or alternative in-house
provider. A standard clause is included in all direct conversion or A-76 cost
comparison solicitations notifying potential contractors of this requirement.
Government agencies are expected to exert maximum efforts to find positions for
affected

employees

including

giving

priority

consideration

for

vacancies,

establishment of re-employment priority lists, paying reasonable costs for training and
relocation and access to placement services (OMB, 1996: 4-5).

US Defense
Although there have been reports of resistance to the A-76 process (ANAO, 1998: 28)
the methodology has been developed and refined over the years and recently has
found renewed emphasis in efforts to improve the efficiency of support services
within the US Military. The 1996 report of the US Defense Science Board Task Force
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on Outsourcing and Privatization concluded that the Department of Defense (DOD)
could realise savings of between 20 and 40 percent by outsourcing support activities
(GAO, 1997a: 4-5). DOD itself estimated savings to grow to at least $US2.5 billion
annually to the end of fiscal year 2003. Although, the US General Accounting Office
(GAO) has questioned the magnitude of savings proposed suggesting that they were,
at best, initial estimates only that took no account of changes over time. The GAO
noted also that neither DOD nor the Office of Budget and Management had reliable
data upon which to assess the soundness of savings claims anyway (GAO, 1997a: 79).
DOD conducted 2,138 competitions under A-76 between 1978 and 1994. These
involved in the order of 90,000 full time equivalent positions and led to claims of
annual savings of $US1.5billion, or 31 percent of previous costs (DOD, 1997: 28).
Between 1995 and 2000 a further 550 competitions took place affecting a further
25,000 employees and netting average savings of 34 percent (Dubois, 2001, p3).
A GAO review of depot maintenance within the US Navy found that 67 percent of the
95 non-ship competitions undertaken for this function were won by in-house bids—
with the winning public sector bids averaging 40 percent less than their closest private
sector competitor. For 23 percent of these competitions there were no private sector
bids, and for another 35 percent only one private sector bidder (GAO, 1996: 4).
A-76 reviews within the DOD take, on average, around two years to complete and
have been noted as being ‘disruptive and unsettling to managers and employees alike’
(Wrigley, 1996: 282). And as Deputy Under Secretary Raymond Dubois noted
recently in testimony before a US government committee:
The entire process is frustrating for all concerned: the Government employees who
are in limbo as to whether their jobs will exist, the contractors who have tied-up
considerable bid and proposal investments, and the Government activity that is
managing the process while simultaneously performing an on-going mission (Dubois:
2001: 6)
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Savings made by DOD have been largely in personnel-related costs and have been
achieved by examining closely the work to be done and determining how to do it with
fewer people—whether in-house or outsourced. Between 1990 and 1997 alone DOD
reduced its civilian workforce by 275,000 (26%). Active military members were also
reduced by 29 percent and defence-related private sector employees dropped by 34
percent in the same period (GAO, 1997b: 9). In the 550 A-76 competitions
undertaken between 1995 and 2000:25,000 Defense employees were affected. 12,000
of these were removed as a direct result of the competitions but the vast majority left
employment willingly or were able to find other employment, only 10 percent
suffered involuntary separation actions (Dubois, 2001: 5).
Converting military positions to government civilian or contractor positions was seen
as potentially yielding the highest savings levels. Within DOD savings from
civilianisation have been put at as high as 50 percent (GAO, 1997a: 8-14). Resistance
to civilianisation has been noted amongst military personnel though—Service
parochialism and a cultural resistance to change being seen as the primary hurdles.
Plus, an overall resistance to contracting itself has been a concern for Congress
because of potential job losses in some local communities (GAO, 1997b: 5; Wrigley,
1990: 282).

The United Kingdom
Arguably the boldest experiment in the use of competitive tendering anywhere in the
world has taken place in Britain over the last three decades. Here CTC has been
applied to the activities of central and local government with generally handsome, but
nonetheless, mixed results (Bishop, 1995: 1). Like the US before it, UK experiences
in market testing have been particularly influential on later efforts in Australia.
The conservative Thatcher Government elected in the UK in 1979 was committed to
controlling public expenditure, reducing the size of the state, injecting a new
management style into what remained of the public sector and reducing the power of
the trade unions (Kelliher, 1995). Thatcher’s view of the public sector called for ‘a
marked shift in the role of the state within the British economy and society’ (Seidle,
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1995: 31). The policies adopted by her government appeared to rest on two interrelated elements. First, ideological views about the roles of the public and private
sectors which were influenced by the thinking of the free market economists who
advocated a reduction in the state’s role in the economy and encouraged the
predominance of the market. Second, on notions of reducing public expenditure by
increasing efficiency. Competition and commercial practices were seen as a means of
achieving this (Beckton et al, 1996; Kelliher, 1995). It has also been claimed that
Thatcher distrusted career officials and believed in the private sector values of
competition and consumer choice (Seidle, 1995: 31-32). Whatever the motivation, the
Thatcher Government made enormous changes to the Civil Service in a relatively
short period of time. From the time of their election in 1979 to 1994 the number of
civil servants had been cut from 734,000 to 533,350, and 47 public sector agencies,
with about a million employees, had been privatised (Seidle, 1995: 32).
One of Thatcher’s first steps was to establish an Efficiency Unit to survey particular
areas of government activity and in, collaboration with departments, to identify
potential economies. ‘From 1979 to 1993, cumulative savings from efficiency
scrutinies alone amounted to over two billion pounds’ (Seidle, 1995: 32). With the
backing of Thatcher the ‘efficiency strategy’ was broadened from simply reducing
waste to improving financial management within departments and across government
as a whole.
The 1988 Local Government Act made it compulsory for local authorities in Britain
to submit basic services to competitive tender. This was seen as part of a broader plan
to bring stricter financial discipline into the affairs of local government and to force
authorities into change. The effects of the new Act have been summarised as
threefold. First, authorities had to consider the full costs of providing services and by
soliciting competitive bids they were confronted with hard data about costs and stark
choices about providers. Second, preparing tender documentation requires explicit
considerations and statements of desired levels of services. Third, the clear separation
of service purchaser and provider has a salutary effect on management and
accountability within the organisation (Domberger: 1992: 6-7).
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The Blair Labour Government has now repealed the compulsory element of
competitive tendering at least within local government, but it nonetheless remains
committed to competition as an important management tool (Domberger, 1998: 27).

Competing for Quality
The Thatcher government announced its Competing for Quality Program with the
release of a White Paper of the same name in 1991 (HM Treasury, 1991). The
primary intention of this Program was to obtain ‘better value’ for the money that the
government spent—especially on the provision of services that were available within
the commercial marketplace (Rothery and Robertson, 1995: 97). In announcing the
program the government indicated that it believed that further improvement in public
service required a substantial expansion of competition (Seidle, 1995: 44). It also
focused on the idea that central government could shed inefficiencies by focusing on
policy making and allowing the more efficient private sector to deliver services at a
lower cost (Rothery and Robertson, 1995: 99). The stated aim of this market-testing
initiative was to ‘promote fair and open competition so that Departments and
Agencies can achieve the best value for money for the customer and the taxpayer’
(OPSS, 1993: 1).
Where the efforts of previous conservative governments in the 1960s had been
unsuccessful in contracting-out many government services Thatcher succeeded
(Ascher, 1987). The results set out below indicate the so-called benefits of reform
which were claimed by those supporting competitive tendering and competitive
processes: they also provide a sobering insight into the realities for the public
employees who might well have been reformed right out of a job.
• By September 1994, activities costed at some ₤2.06 billion had been examined
under the program and departments had identified annual cost savings of ₤4
million.
• To May of the same year civil service positions had been reduced by 14,500, of
which 12,200 were the result of contracting out.
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• As of December 1993, within central government, In-house teams had won 68
percent of the bids when they competed: in local government more than 80
percent of tenders were won in-house (Seidle, 1995:44).

A number of competitions under the Competing for Quality initiative did not attracted
private sector bids. The Cabinet Office (1996: 58) estimates that around 13 percent of
all reviews have had no private sector interest leaving the in-house bid uncontested.
To the end of March 1995 private sector contractors had won 71 percent of contracts
by value and 53 percent by number of projects, of work that had been put out for
competition. The private sector in the UK initially viewed Competing for Quality as
potentially a major area of new business. Overall however, it has failed to live up to
those expectations and private sector firms cite two principle reasons for their shift in
attitude:
•

that some Departments/Agencies are not interested in involving the private
sector and do not seek fair competition; and

•

that the high overall success rate of in-house teams reflects a defensive
approach designed to protect Civil Service jobs (Cabinet Office Efficiency
Unit, 1996: 59).

The workforce in the UK is protected by legislation. Transfer of Undertakings for the
Protection of Employees (TUPE) ensures that employees affected by contracting
decisions are offered an opportunity to transfer to the new service provider with full
bargained rights protection. TUPE does not apply when an activity remains in-house.
But emotions, especially where IHOs have been involved, have at times run high.
There has been one reported incident of an incumbent group burning down a facility
when they lost to a competitor (KPMG, 1999: 2-11).
A review of the Competing for Quality Policy (CfQ) published in 1996 found that
CfQ had:
•

delivered a ‘step change’ in the level of government services exposed to
competition;
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•

helped to encourage some innovation in service delivery (although the scope
for further innovation was also noted);

•

raised the profile of service quality;

•

realised significant efficiency savings, freeing up resources for other uses
(although noting that savings could have been greater with more imaginative
packaging and specification of services);

•

raised expectations amongst senior Civil Servants about the level of savings
that can be achieved through competition;

•

led to greater awareness of the importance of value for money;

•

led to greater understanding of costs and customer awareness; and

•

helped to ‘raise the profile of efficiency and, in a more limited way,
effectiveness in management’; and

•

that strategic contracting out had produced higher net savings than market
testing.

(Cabinet Office Efficiency Unit, 1996: 1-2)

On the subject of managing change the Efficiency Unit had this to say:
Overall the effect of CfQ on the morale of staff affected has clearly been negative.
Any programme of major change is likely to produce some anxiety for staff,
particularly one that may result in transfer to a new employer, redeployment, or in
extremes redundancy. In such circumstances, the way that the programme is managed
becomes critically important. It is clear that within departments the management of
the implementation of CfQ has had the effect of exacerbating rather than alleviating
some of the concerns. Poor communication, both with project teams and with
prospective private sector employees, is one of the most significant factors adversely
affecting staff morale. This is particularly marked in the market testing exercises.
Confusion about the aims of competition and suspicion of the private sector remain
commonplace (Cabinet Office Efficiency Unit, 1996: 2).

Competing for Quality was not seen by some senior Civil Service managers as being
integral to their departmental strategies, indeed competition was often seen as cutting
across their plans. ‘As a result, the tendency was to offer up activities which senior
managers considered peripheral, which would not have any real impact on them, or
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which had a low profile’ (Cabinet Office Efficiency Unit, 1996: 31). Also, because of
tight implementation timeframes, many Departments took the easy option of testing
within existing organisational structures and not necessarily looking to broader-scale
efficiencies. In a similar vein to the US experience, the UK government has also
found that smaller projects tend to show lower levels of savings than larger ones
(Cabinet Office Efficiency Unit, 1996).

The National Health Service
The NHS is not a business but it has to be more business-like. (Kenneth Clarke, UK
Secretary of State for Health, Conservative Party Conference, 1988, as cited by Bach:
1989)

Competitive tendering was introduced within the National Health Service (NHS) in
the mid 1980s with the intentions of reforming management of that part of the public
sector and of reducing costs and increasing efficiency (Kelliher, 1995). It was very
similar in design to the competitive tendering approaches later applied in Australia
and the lessons of its implementation are germane to this Thesis.
Initially competitive tendering was required within catering, domestic and laundry
services at some 2000 NHS Hospitals (Department of Health and Social Security,
1983). These functions were traditionally labour intensive and it was expected that the
costs of employing this labour would come under close scrutiny. Commentators at the
time predicted substantial deterioration in the rates of pay and conditions of
employment for affected staff, and there was speculation of large-scale redundancies
and erosion of trade union power (Kelliher, 1995). These terrible outcomes did
eventuate—but not to the extent initially forecast. The government White Paper
Competing For Quality (HM Treasury, 1991: 14) noted that ‘between 1984-85 and
1989-90 the cost of cleaning and other domestic services in the NHS fell from ₤514
million to ₤482 million, a fall of 29 percent in real terms’.
Competitive tendering for catering services was apparently slow to develop. ‘Low
key’ interest from private companies and a general view that these services were
already run efficiently meant that there was not a rush of interest from private sector
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companies. There was also an overall lack of urgency to pursue Competitive
Tendering on the part of NHS Managers who also apparently believed that catering
services were already run efficiently, and whose inexperience in competitive
tendering and contracting processes contributed to slow progress with Competitive
Reviews anyway (Kelliher, 1995).
In-house operators won the vast majority of contracts within the NHS. Although she
did not set out specifically to look at cases where in-house bids had been selected, of
the 129 cases examined by Kelliher in her 1995 study all had been won by in-house
bid. But more significantly, in almost 63% of these cases no commercial tenders had
even been received. And in half the cases where the private sector had entered the
competition, only one commercial tender was submitted.
As with most competitive tendering exercises, managers within the NHS had to
prepare in-house bids not knowing whether they would have any competition. Many
took steps to reduce their costs on the expectation of competition. But as Kelliher
notes (1995: 309) some 18% of those in the cases that she examined managers felt
confident that there would be no competition. It was perhaps not surprising then that a
high proportion of bids had not altered their labour cost percentages and a number of
managers even seemed to consider it unnecessary to cut the labour costs within their
bids at all.
But it was more than reluctance that impacted on manager’s ability to reduce these
costs. In-house tenders were required to pay staff in accordance with Whitely Council
rates and to observe the terms and conditions set out under a national agreement. Thus
the only scope managers had to make saving and increase efficiency in the use of their
work force was to manage labour utilisation more efficiently.
Bach (1989) examined the introduction of CTC into Domestic Services within the
National Health Service. He found that quality standards in cleaning services
(assessed largely on cross-infection rates) had fallen below acceptable standards under
a selected contractor. As a result the service was returned in-house whence standards
of cleaning improved. This, Bach attributed to greater concern for staff training by
internal operators. But he also noted that staffing and wage levels were lower for staff
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within the revised internal unit than for their counterparts in other places—and lower
than what had initially been proposed for the in-house bid that was not, at first,
selected. Lowered wages and work intensification, and not improved efficiency, were
then, according to Bach, the major consequence of this particular CTC process.

UK Defence
The Competing for Quality Program (CfQ) was a prime focus of reform within the
UK Ministry of Defence (MOD) during the 1980s and 1990s. Defence employees
were reduced from around 250,000 in 1979 to around 142,000 by 1990. 34,765 of
these were directly involved in areas reviewed using Competing for Quality
processes. By 2000 some 160 activities had been reviewed by MOD. The Ministry
has reported annual savings of ₤340 million—between 20 and 30 percent of previous
costs—as a result of the scrutiny and competition inherent within the Program
(KPMG, 1999: 5-6).
Parliamentary Under Secretary for Defence, John Spellar, has recently announced that
‘there is no dogmatic preference for private over public provision or vice versa’
(MOD, 2003b: 2) but at the same time, the Ministry of Defence has made it clear that
‘outsourcing remains a key method of achieving targets set under the Public Service
Agreement’ (MOD, 2003a: 2).
Parliamentary Ministers have also agreed that if a function is currently provided by an
in-house organisation, it should be allowed to enter a bid for a CfQ competition unless
there are compelling reasons for strategic contractorisation. In-house bids have been
successful in 40 percent of cases and are now managed using Service Level
Agreements. And, like the US experience, savings have occurred irrespective of
whether commercial bids or IHOs were selected (Wrigley, 1990: 290-291).
MOD has number of activities that will need to be re-tested under the Competing for
Quality Program but in more recent times attention has moved away from pure
competitive review and onto greater use of public/private partnerships under the
Private Financing Initiative (PFI) introduced at the same time as Competing for
Quality. As a general rule when the capital investment required for a project is more
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than ₤10 million, or represents 10 percent of the estimated total project costs over the
life of the assets, then it is considered to be a PFI project rather than being reviewing
via the Competing for Quality Program (MOD, 2003b).
In-house teams are not allowed to seek to raise capital directly and do not have their
own capital assets to substitute for investment. Risk transfer away from MOD is an
assumed part of CfQ but this is obviously not possible when an in-house bid is
selected. MOD has recognised that the development of in-house bids imposes a large
workload on staff who also have to maintain the existing operation of functions being
reviewed but this should not be seen as sufficient reason to rule out bids (MOD,
2003b: 11).
MOD also receives periodic complaints that in-house bids involve unfair competition
because MOD may be predisposed in their favour and because in-house bids may
have privileged access to inside information. MOD believes that it does its utmost to
ensure a level playing field and that their track record supports their claims (MOD,
2001: 5).

Canada
In February 1995 the Canadian Treasury Board announced its Framework for
Alternate Service Delivery designed to select the best means of delivering federal
programs. The Canadian government like its counterparts in Australia, the United
States and the United Kingdom was under fiscal pressure and its public sector had
been criticised for being ‘overly bureaucratic, slow to respond, inefficient and
unimaginative’. A shift to smaller and more flexible program delivery arrangements
and decentralised authority was seen as necessary so that government services could
become more client-oriented, responsive and innovative (Treasury Board of Canada,
1995: 5).
The Alternative Service Delivery Framework (ASD) is based on notions of finding
other, better, ways of delivering government programs. Contracting (which includes
in-house bids) is but one option available. Other internal alternatives such as the
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establishment of Crown Corporations or Special Operating Agencies can be
considered, along with Public/Private Partnerships, Devolution and Privatisation
options. The Framework is intended to:
create a more flexible and innovative program delivery environment and to help the
federal government to deliver affordable, accessible and responsive services
(Treasury Board of Canada, 1995: 1).

Canadian Defence
The Alternative Service Delivery (ASD) Program was launched within the Canadian
Defence Organisation in July 1995. It was intended that the Program be used to
review all non-core activities and decide on the most cost-effective delivery option.
The main aims of ASD were to reduce costs; get maximum value for the dollar;
streamline business practices; and ensure future sustainable jobs within the
Department of National Defence/Canadian Forces (DND/CF). Canadian government
officials studied the Commercial Support Program in some detail in determining the
best way to approach alternative service delivery.
ASD Policy states that an in-house bid ‘will be tendered for each activity that is being
competed in the private sector unless there are compelling reasons not to do so’
(DND, 1996: 3-7). Compelling reasons not to have an internal bid are:
•

the majority or all personnel are military required for other purposes;

•

base or unit closure;

•

potential savings do not warrant the costs of developing and implementing a
bid;

•

need for private sector capability or expertise; and

•

lack of interest form the incumbent workforce (DND, 1996: 3-7).

An in-house bid is clearly defined within ASD as a
proposal from the organization currently performing the service or activity under
ASD review. It will only be considered where primarily DND/CF employees
currently provide the activity or service, whether military or civilian. To qualify as an
in-house bid, the in-house team must propose that the service or activity continue to
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be provided primarily by DND/CF employees. … the purpose of an in-house bid is to
allow the existing organization to demonstrate that they can deliver best value for
money; and to guard against the assumption that the private sector is always best; it is
not to win at any cost (DND, 1998: 3).

From it inception in mid-1995 until 1999 the ASD Methodology had been used to
review 20 separate activities involving some 4,900 positions (civilian and military)
and leading to estimated annual savings of $C64million. In-house bids were
successful in 50 percent of cases (KPMG, 1999: 1-7).
Initial reports estimated savings in the order of 26 percent could be expected (KPMG,
1999: 2-5). A review of ASD conducted by KPMG Consultants (1999: 2-11) found
that cost was the main driver and assessment criteria for ASD activities. This review
also found that the impact of ASD on staff and the strength of emotions of affected
employees had been underestimated.
In-house bids are treated on an equal footing with external commercial bids—
evaluation and selection are conducted at the same time, by the same evaluators and
against the same criteria. Successful in-house bids operate under a Service Level
Agreement. IHOs are allowed to use spare capacity to earn additional revenue
provided this does not disadvantage private sector organisations in the same market.
There have been no cases where there have been no commercial bidders although in
one instance there was only one commercial bid and it was subsequently found to be
non-compliant.
Although the research reported here is focusing on successful in-house bids there has
been one instance of an unsuccessful in-house bid within the Canadian experience that
is worth some discussion here. An internal review of the ASD review of food services
functions at Kingston found ‘considerable ambiguity with regard to the status of inhouse teams in the chain of command as well as their roles and responsibilities’
(DND, 1997: A1/3). It recommended that efforts be made to clarify these aspects and
that guidelines be developed to articulate the principles governing the relationship
between IHOs and the organisational chain of command. The review team also noted
that in-house teams were segregated physically and organisationally and that this
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resulted in isolation of the team who had no formal champion and difficulty obtaining
buy-in from stakeholders. Potential savings also did not accrue in their entirety
because of the impact of organisational overheads.
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ANNEX C

CSP Reviews completed prior to
31 December 2005
(Source: Department of Defence)

Review Activity
(alphabetical order)

Adelaide Logistic Battalion - Logistic Functions
ADF Explosive Ordnance Project
ADF Health Services in Victoria
ADF Recruiting Trial
ADF School of Languages
ADFA Catering
ADFA Clothing
ADFHS Helicopter Maintenance
Air Movements Laverton
ARDU – Airborne Test & Transport Support
ARDU – Maintenance Services
Albury/Wodonga Area Logistics & Base Support
Army Clothing and Tailoring Canberra
Army Engineering Agency - Army Laboratories
Army Engineering Agency – Army Proof & Experi’t
Army Engineering Agency – Engineering Man. Unit
Army Survey Regiment Digital Topographical Sup’t
BASC Lavarack Barracks Grounds Maintenance
BASC Liverpool Base Support
Base Support Service RAAFTSUG
Base Support Services 302ABW Williamtown
Base Support Services 305 ABW East Sale
Base Support Services 306 ABW Pearce
Basic Flying Training
Brisbane Logistics Group Domestic Services
Broadmeadows Logistics Battalion Catering/Acom
Broadmeadows Logistics Battalion Security
Class 8 Medical & Dental Supply Chain Maintenance
Clerical & Admin Support – ACT/Southern NSW
Clerical & Admin Support – Queensland
Clerical & Admin Support - South Australia
Clerical & Admin Support – Southern Victoria
Clerical & Admin Support – Sydney Combined
Commercial Vehicle Management Program Melb
Def. Est. Orchard Hills & RANAD Guarding
Defence Centre Adelaide Domestic Services
Defence Centre Hobart Catering and Grounds
Defence Computing Bureau
41
Defence Force Recruiting National Rollout
Defence Integrated Distribution System

No. of
Pns
Evaluated

45
301
100
481
53
145
7
100
19
26
71
632
13
75
117
29
373
13
116
28
43
113
136
0
75
34
7
67
332
91
115
190
184
14
37
54
23
204

No. of
Pns
Saved

Outcome

Contract

Contract

Type

Let

Duration
(yrs)

45

15
142
83
18
26
632
13

223
12
111
26
43
113
131
75
11
7
67

11

14

111

1392

PCO
PCO
SQ
PCO
IHO
PCO
IHO
PCO
PCO
PCO
PCO
PCO
PCO
IHO
SQ
IHO
IHO
PCO
PCO
PCO
PCO
PCO
PCO
PCO
PCO
IHO
PCO
PCO
IHO
IHO
IHO
IHO
IHO
PCO
PCO
PCO
SQ
IHO
PCO
PCO

01/11/94
14/06/01
Null
04/09/00
01/12/94
30/06/93
30/06/93
29/06/93
30/09/92
21/12/98
05/11/00
31/08/97
01/09/93
20/06/01
Null
20/06/01
01/07/94
30/11/94
31/03/97
01/09/97
15/03/98
31/01/96
31/08/96
06/03/92
01/11/94
30/11/93
02/02/94
30/11/99
25/01/01
12/04/00
28/01/00
07/07/00
13/12/00
15/09/98
30/01/97
14/12/94
Null
01/07/97
04/09/00
18/12/03

5
10
Null
6
3
4
4
3
4
4
5
6
5
5
Null
3
5
1
5
4
4
6
3.5
3
3
2
5
5
5
5
5
5
5
2
5
3
Null
5
4
10

Contract
40

Value
($m)

5.000
250.000
Null
250.000
13.000
18.000
2.000
11.000
3.000
10.431
11.814
118.299
2.000
20.000
Null
4.500
67.000
1.000
45.100
5.155
6.883
28.000
18.857
4.000
5.000
2.000
2.000
25.500
47.430
21.100
24.800
27.700
23.767
3.834
8.600
5.000
Null
121.000
212.200
920.000

40

Contract Values are correct as at the time of decision announcement.

41

The contract for the Defence Force Recruiting —National Rollout is an amendment (made 14/11/02)

to the contract used for ADF Recruiting—Trail Project (let 4/9/00).

394

Savings
Claimed
($m)
2.025
23.000
Null
25.663
0.557
2.900
1.016
0.383
2.100
1.698
14.351
0.241
1.830
Null
1.600
13.568
0.116
1.320
0.427
0.986
3.837
3.731
Null
1.347
0.173
0.207
1.419
6.535
2.840
2.730
6.397
4.690
0.525
0.768
1.215
Null
13.000
27.800
29.000

Review Activity
(alphabetical order)

Defence National Storage & Distribution Centre
Domestic Services 302ABW Williamtown
Domestic Services RAAF Sup't Unit Williams
DSTO Corporate Communications
DSTO Melbourne Facilities & Property Ops
DSTO Melbourne Facilities & Property Ops – Retest
DSTO Melbourne Stores & Warehousing
DSTO Salisbury Engineering Support
DSTO Salisbury Facilities Operations
DSTO Salisbury Info Systems & Telecomm’s
DSTO Salisbury Media Operations
DSTO Salisbury Property & Materiel Services
DSTO Support Services Melbourne Engineering
Electronic Warfare Training
F111 Maintenance
Garrison Support – ACT
Garrison Support - Central Sydney
Garrison Support - North Queensland
Garrison Support - NT/Kimberley
Garrison Support - Riverina & Murray Valley
Garrison Support – South Australia
43
Garrison Support - South Coast NSW
Garrison Support - South Queensland
Garrison Support - Southern Victoria
Garrison Support – Sydney N/W & NSW Sth Coast
Garrison Support - Western Australia
44
Garrison Support - Western Sydney
HMAS Cerberus Base Support Services
HMAS Creswell Base Support
HMAS Harman Clothing Store
HMAS Harman MT Drivers
HMAS Penguin Base Support
Hobart Logistics Co. Log & Domestic Services
HQ Training Command Catering
Hunter Valley Logistics Battalion Base Support
JSSC Base Support
Logistics Division Laboratories
Moorebank Area Messing & Accommodation
MRL Tasmania Food production
MRL Tasmania Research & Development
Myambat Supply Co. Base Support
NAS Nowra Aircraft Maintenance
NAS Nowra Base Support
Navy Accommodation Adelaide
Navy Accommodation Sydney/Canberra
Navy Clothing Sydney
Navy Communications Station Canberra
Navy LADS System Support

No. of
Pns
Evaluated

814
30
23
24
79
12
14
142
70
57
18
99
90
69
353
261
446
184
399
147
228
198
537
440
497
213
161
107
9
5
89
32
22
190
23
46
122
5
19
5
180
143

4
40

No. of
Pns
Saved

428
30
13
7
51
8
244
70

90
163
237
336
140
377
147
228
198
537
360
367
213
161
101

89
9
18
173
22
50
122
2
4
1
107
46

39

Outcome

Contract

Contract

Type

Let

Duration
(yrs)

IHO
PCO
IHO
IHO
IHO
PCO
IHO
IHO
PCO
IHO
PCO
PCO
PCO
PCO
IHO
PCO
PCO
PCO
PCO
PCO
PCO
PCO
PCO
PCO
PCO
PCO
PCO
PCO
PCO
SQ
SQ
PCO
IHO
PCO
PCO
PCO
PCO
PCO
IHO
IHO
IHO
PCO
IHO
PCO
SQ
SQ
PCO
PCO

26/10/93
01/10/96
31/03/96
30/10/95
01/05/95
25/09/00
01/04/95
11/10/93
30/10/95
11/10/93
11/10/93
11/10/93
31/10/95
14/12/01
01/12/93
01/06/99
08/06/99
01/12/98
01/05/99
07/12/00
28/01/00
28/03/00
09/09/98
17/09/99
28/03/00
01/05/99
28/03/00
29/02/96
17/12/93
Null
Null
15/09/93
14/03/94
29/06/93
30/08/97
23/06/93
01/11/94
28/06/93
01/02/94
01/02/94
23/07/93
20/09/93
31/12/93
01/02/94
Null
Null
23/02/96
12/02/93

Contract
42

Value
($m)

5
3
3
3
3
3
3
5
3
5
5
5
3
10
5
5
5
5
5
4
5
5
5
5

59.000
4.017
3.000
3.000
10.000
2.000
1.000
40.000
4.000
23.000
3.000
14.000
13.000
90.000
48.000
102.376
122.530
46.863
97.765
70.920
70.000
81.390
107.154
284.560

5
5
5
3
Null
Null
3
5
3
5
4
3
5
3
5
5
4
3
5
Null
Null
4
3

93.708
68.450
21.000
13.000
Null
Null
9.000
5.000
2.000
36.792
3.000
5.000
20.000
1.000
6.000
2.000
9.000
21.000
2.000
Null
Null
9.000
22.000

42

Contract Values are correct as at the time of decision announcement.

43

Following contract negotiations this activity was combined with that for Western Sydney under one

contract for Garrison Support—Sydney North/West sub region and NSW South Coast.
44

Following contract negotiations this activity was combined with that for South Coast NSW under

one contract for Garrison Support—Sydney North/West sub region and NSW South Coast.
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Savings
Claimed
($m)
18.667
0.879
0.498
0.470
0.563
0.132
0.181
0.261
1.095
0.620
0.305
1.452
0.320
9.414
13.201
24.370
7.431
15.837
0.930
3.670
5.570
11.740
10.998
4.584
4.962
4.143
2.491
Null
Null
2.893
0.453
0.332
2.783
0.266
1.834
2.438
0.162
0.140
0.035
4.283
1.365
Null
Null
0.684

Review Activity
(alphabetical order)

Navy Port Services/Support Craft
P3C Depot Level Maintenance
PC9 Integrated Logistic Support
Publishing and Printing
Puckapunyal Base Support
RAAF Amberley Iroquois Servicing
RAAF Base Calibration Centres
RAAF East Sale HS748 Avionics
RAAF East Sale PC9 Maintenance
RAAF Fairbairn Base Support
RAAF Fairbairn Catering
RAAF Pearce PC9 Maintenance
RAAF Surface Finishing
RAAF Wagga Base Support
RAAF Wagga Basic Aircraft Trade Training
RAAF Wagga Catering
RAAF Williams Base Support
RAAF Williams Catering
RAN Armament Depot Somerton Guarding
Richmond Corrosion Control Facility (Rnd2)
Specified Weapons Maintenance
Stores and Office Requisites (ACT)
Wallangara Supply Co. Domestic Services
Watsonia Catering/Accommodation
Woomera Support Services
Woomera/Nurrungar Base Support
Woomera/Nurungar Engineering Support
501 Wing (RAAF Amberley) F111 Engines
501 Wing (RAAF Amberley) F111 Weapons Syst’s
501 Wing (RAAF Amberley) F111 Workshop
501 Wing (Amb’y) & 503 Wing (Rich’d) Avionics
503 Wing C130 Deeper Maintenance

45

No. of
Pns
Evaluated

399
42
20
164
280
4
125
23
44
83
91
176
57
46
104
105
53
171
11
16
136
19
28
73
30
36
113
111
320
60
252
243

No. of
Pns
Saved

211
41

280
121
11
42
41
89
174
17
43
103
103
52
170
11
16
81
19
22
54

71

Outcome

Contract

Contract

Type

Let

Duration
(yrs)

PCO
PCO
SQ
IHO
PCO
PCO
PCO
IHO
PCO
IHO
PCO
PCO
IHO
PCO
PCO
PCO
PCO
PCO
PCO
PCO
IHO
PCO
PCO
PCO
PCO
PCO
IHO
IHO
PCO
PCO
PCO
PCO

01/07/97
25/06/93
Null
11/12/01
23/11/93
21/07/92
17/02/94
30/06/93
21/03/94
28/06/93
07/09/92
21/03/94
30/06/93
06/03/95
31/08/94
16/11/93
24/2/94
11/06/93
14/04/96
01/02/98
18/01/97
31/07/96
30/09/95
28/06/93
09/10/01
17/08/93
17/08/93
15/11/02
16/08/01
20/03/00
23/02/01
24/05/00

10
11
Null
5
5
7
6
6
6
2
5
6
3
6
5
5
5
5
5
5
5
3
5
10
3
3
10
10
3
7
7

Contract
45

Value
($m)

319.500
20.000
Null
72.800
81.000
8.000
36.000
6.000
10.000
4.000
12.000
20.000
9.000
15.000
10.000
10.000
5.000
32.000
1.600
9.681
22.900
25.000
3.000
11.000
65.000
21.000
5.000
149.400
471.200
13.813
169.003
202.645

Contract Values are correct as at the time of decision announcement.
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Savings
Claimed
($m)
5.612
0.494
Null
5.800
1.705
2.977
0.491
0.558
2.075
2.421
6.121
0.702
0.616
5.007
3.173
1.653
3.019
0.302
0.197
0.616
0.171
0.857
0.600
0.684
0.300
0.165
5.380
2.593
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