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Summary

Agencification-the creation of autonomous agencies within the public
service-has been occurring in many jurisdictions. It has usually had a
rationale of improving the way in which government works. Generally,
agencies are expected to provide more flexible, performance-oriented,
responsive public services. The purpose of this work is to examine a
particular example of agencification in the Australian Public Service (APS)
and to compare it analytically with similar occurrences elsewhere.
Specifically, it will examine the splitting of the former Department of Social
Security (D%) into two separate organisations, a policy department and a
service delivery agency operating under a purchaser-provider arrangement,
Centrelink. It will do this in the context of theories of agencification and of
practical experience of agencification elsewhere. It will analyse why
agencification has happened in this case and what the experience has shown,
focusing on the role, governance, accountability and prospects for the new
arrangements. This, the most prominent and substantial case of
agencification in the Australian government, will be compared with the
agencification experience reported in other jurisdictions-the United
Kingdom and New Zealand. It will address why Centrelink came about,
what the outcome has been of the change in institutional arrangements, and
what the likely future is of the Centrelink arrangements. It will show that,
when examined closely, the mechanisms bringing about agencification have
been diverse. However, there are parallels in the experience. This leads to a
conclusion that the current Centrelink arrangements are not stable in the
long term, and some aspects-such
as the purchaser-provider
arrangement -should be set aside.
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Chapter 1 Introduction

Agencification in the Australian Public Service
The purpose of this work is to examine a particular example of agencification
in the Australian Public Service (APS) and to compare it analytically with
similar occurrences elsewhere. Specifically, it will examine the splitting of the
former Department of Social Security (DSS) into two separate organisations
with one (Centrelink) working largely under a purchaser-provider
arrangement with the other (DSS and its successors). It will review why this
happened and what the experience has shown, focusing on the role,
governance, accountability and prospects for the new arrangements. This,
the most prominent and substantial case of agencification in the Australian
government, will be compared with the agencification experience reported in
other jurisdictions-the United Kingdom and New Zealand. In short, the
objective of the work is to examine the creation of Centrelink as a case study
of agencification by comparison with similar experiences in comparable
countries.
In 1997, the government split DSS into a policy organisation (a new, much
smaller, DSS) and a service delivery organisation. The latter, the
Commonwealth Services Delivery Agency, known as 'Centrelink', comprised
the great bulk of the service delivery network of the former DSS. Centrelink
also incorporated relatively small numbers of additional staff from other
Australian government departments. Legislation formally established
Centrelink as a statutory agency within the social security portfolio on 1July
1997, although it had operated informally within DSS from February of that
year. Since that time the principal work that Centrelink has undertaken has
been service delivery, mostly of social security payments, under pseudo-

contracts with several Australian government departments but primarily
with DSS.
In November 1998, immediately after the 1998 general election, the
government made a range of administrative arrangements changes, as
usually happens after an election. In particular, it created a new and larger
portfolio and department, Family and Community Services (FaCS), and
incorporated DSS into it. Centrelink continued within the new portfolio.
These arrangements continued unchanged after the November 2001 general
election
Wettenhall has shown (1990, p. 2) how non-departmental government
institutions have been a major area of innovative activity in Australian public
administration over a long time. The question arises of whether the creation
of Centrelink is in this tradition, or whether it is a distinct
phenomenonSchick has commented that the Australian government has
been one of the few to counter the agency trend (2002, p. 45). It is certainly
true, nevertheless, that prior to the establishment of Centrelink a number of
substantial organisations existed in the APS that concentrated on service
delivery, for example, Customs, the Australian Taxation Office and
Australian Bureau of Statistics. However, all had existed for some years and
none has been seen or represented as part of a substantial institutional
reform program (Halligan 1997, p .4). Moreover, none has operated under a
contract or similar arrangement as an agent of a 'purchaser' department. In
contrast, the DSS-Centrelink split has been seen as a prominent element in
mid-to-late 1990s reform of the APS (Sedgwick 1996, Keating et al. 2000)' and
combines both institutional separation and a type of contracting regime.
Centrelink is responsible for service delivery to the Australian public of a
range of major programs (primarily social security benefits) provided by the
Australian government. The major programs it delivers are mainly the
responsibility of the Department of Family and Community Services (FaCS)
and the Department of Employment and Workplace Relations (DEWR). The
programs now being delivered by this new agency cost around $60 billion in
2002-03, or around 30 per cent of total Australian government outlays. Thus,
the resources involved alone make a reorganisation of service delivery a very
substantial change. Some might think the change is unlike those in the UK

The introduction of Centrelink was claimed by the responsible minister as 'the most sigruficant
reform of public sector administration in the history of the Commonwealth' (Newman 2000).

and New Zealand in that it affects only a small number of departments. That
is, it does not involve the whole public service. However, the size and
salience of the government programs involved make it important in the APS.
Prima facie, the change is similar to reforms in other countries and
jurisdictions. The idea of creating agencies in order to improve, in some way,
how government works, has been widespread in recent years (Talbot et al.
2000, p. 2). The English-speaking world is well aware of the Next Steps
arrangements in the UK and the radical reforms in New Zealand. However,
these are far from unique. Agencification is said to have occurred in the
1960s and 1970s in Danish central government, anticipating Next Steps in
Britain by two decades (Jorgenson and Hansen 1995, p. 549). The new Public
Service Act in Australia, which took effect in December 1999, has a section
that enables the creation of 'executive agencies', although it is silent on
institutional performance contracting. Given the long-held views of central
agencies on the trajectory of APS reform, the Centrelink arrangements could,
with this device, become a basis for further institutional change (Early 1996,
Department of Finance 1995a).
Questions of comparison with experience elsewhere inevitably arise. Is the
Centrelink change imitative of other practice? After all, imitation of others'
public service reforms does occur in the English-speaking world. This raises
the question of why governments create agencies and what framework or
model was being followed when such arrangements were proposed. There
may have been a single, common reason or several, distinct reasons. Even if
there were varying reasons for the adoption of similar institutional forms
there is still potential for useful comparative analysis in the experience in
different jurisdictions. That is, regardless of why these arrangements have
been preferred there may have been experiences and outcomes in common. It
is useful to examine both the expectations and the likely future of the
arrangements and try to discern what can be drawn from the experience and
project the likely future of Centrelink.

Structure of the work
The next chapter deals with the questions addressed and the method
followed to answer them. The substantial part of the work is in the three
subsequent sections. Section B deals first with the question of what
agencification consists of. It goes on to discuss theoretically and actually why

agencification might take place, and what the results have been in the UK
and New Zealand, where it has been adopted widely. The purpose of the
section is to identify the (diverse) ideas behind agencification and to assess
the observed outcomes.
Section C deals with the Australian Public Service and the events leading to
the actual creation of Centrelink. It sets the public service reform context and
traces the course to the Centrelink arrangements coming into operation. It
deals with the question of why this particular case of agencification
happened.
Section D analyses the way in which these arrangements have worked and
attempts to explain the observations in terms of the theory and practice. This
includes an exploration of issues identified in the overseas experience and
the corresponding experience in this case.
Section E concludes the work, drawing together the material of the preceding
sections and looking also at the likely future of the Centrelink arrangements.

Chapter 2 Outline and method

Outline
The traditional model of government is built on direct state provision of
services mainly by departments of state. However, government by agency
and by contract is replacing government by administrative hierarchy in
many fields, most often for service delivery work. That is, work previously
carried out directly by public service departments and controlled through
the organisational hierarchy increasingly is being done by agents, who are
controlled not through hierarchy but through the terms of an agreement or
contract. In some cases, those agents are themselves public service
organisations. Policy advising may still be carried out by a public service
organisation (albeit a much smaller one than is needed to effect delivery). But
even this may be subject to contestability, by ministers having direct access
to advice from alternative sources. The key point is that 'steering' is
institutionally separated from 'rowing', to use Osborne and Gaebler's terms
(1992, p. 34) with the former seen as the essential role of government. The
'rowing', which may be undertaken by public or private sector bodies, is
usually done under some form of performance contract.
There are many similarities between the reform ideas being adopted in
English-speaking countries at this time, largely encapsulated in the
fashionable term 'New Public Management' (NPM). This is a group of ideas
on public administration that rose to prominence from the 1970s forward
(Walsh 1995; Hood 1991, Cunningham 1999, Lane 2000, OECD 2002).
Contestability, contracting-out, 'marketisation', an emphasis on 'customer'
satisfaction, and increased reliance on performance indicators and targets are
prominent. Government by contract has even been seen in some cases as the
conceptual backbone of public sector reform (for example, Greer 1996, p. 59).

Agencification is an area of reform that illustrates many of the principles of
NPM (Manning 2000, Lane 2000). For example, despite the UK's long history
of use of non-departmental bodies of various sorts, the agency model is
accepted as a key part of NPM in UK central government (0. James 2001,
p. 5). Those principles support both the core ideas of structural separation
and performance contracting. NPM argues for service providers
concentrating on achieving efficient, good quality service delivery without
involvement in policy formulation (whether the latter is seen as a distraction
from the service delivery task or an opportunity to present self-serving
options to government). The discussion surrounding the creation of agencies
in many countries has been 'replete with references to clear, well defined
targets that allow providers to concentrate on their core business' (Manning
2000).
At the time of Centrelink's creation, agencification certainly appeared to be
an idea whose time had come. Indeed, a World Bank discussion paper has
asked whether agencies are, in fact, emerging as a solution urgently in
pursuit of a problem (Manning and Matsuda 2000). It may have become 'A
dogma of our times' (Stewart 1996). Institutional separation is supported in
particular by the view that government activity, wherever possible, should
be modelled on a 'purchaser-provider' split. Purchaser-provider
arrangements are those in which there is a clear separation of the
government's role, as a purchaser of outputs (or services) for its citizens,
from the role of deliverer of those services to its citizens (Officer 1996,
Department of Finance 1995a). That is, the government continues to decide
what should be done-to steer-but it becomes a purchaser of services
provided by a separate provider for the delivery of its programs, and ceases
to undertake direct provision itself.
Agencification can also be seen as part of a broader shift to the use of marketlike mechanisms in the running of public programs, including related
approaches such as internal markets. Lane (2000b, p. 4) characterises NPM as
'first and foremost contractualism'. But this is contracting, not only
contracting out (Lane 2000b, p. 7, emphasis in original). Thus agencification
need not involve changes of ownership although greater use of private
organisations, especially for delivery, may accompany it. Primarily it is
intended as a tool for creating more flexible, performance oriented, public
organisations (Talbot et al. 2000, p. 2). The practice is becoming common
regardless of whether it can better be described as a 'reform' or, as Sturgess

(1996, p. 26) sees it, the passing away of government as we have known it for
over a century.
Inevitably, the question arises of whether there is some broader underlying
trend in public administration- such as increasing complexity of modern life
or the opportunities afforded by new technology -that is giving rise to this
same response? Some writers also argue that reform is generally propelled
by ideas (Peters 1996). Is there a common idea behind the comparable reform
moves? Schick (1999, p. 6) points out that much contemporary reform is
concentrated on operations and service delivery, which reveals at least one
common element across jurisdictions.
In this work, the first principal question addressed is that of why
governments create agencies. The meaning of 'agency' and various theories
of agencification are addressed in Chapter 3. This draws on the literature on
principal-agent theory, outsourcing, and that supporting the particular
histories of the New Zealand and UK changes. Analytically, 'agencification'
is simply a name for an organisational separation of policy development
from service delivery, with the latter subject to some sort of performance
'contract' (Talbot et al. 2000, p. 7). It is interesting precisely because it has
become widespread in public service reform both in the Anglo-Saxon world
and elsewhere. Countries seeking to reform their public sectors frequently
imitate others (or appear to do so). Yet the reasons for separating policy from
administration seem to differ substantially among countries and
jurisdictions. New Zealand's experience appears to have flowed from novel
ideas in the new institutional economics, which emerged in an economy in
disrepair (Schick 1996, pp. 11-27). The corresponding changes in the United
Kingdom- the Next Steps program-seem, self consciously, to have had no
explicit theory and no models in their formulation. Next Steps is founded,
rather, on a perceived pragmatic wish to relieve policy-oriented senior civil
servants of the complexities of modern management (Althaus 1997, p. 140;
Boston 1995, p. 167). The analysis finds that there are diverse origins to the
apparently similar phenomena and, moreover, no overarching theory. of
agencification is immediately apparent.
The experience of agencification is examined in Chapter 4. It uses the
literature to examine, in both the New Zealand and UK cases, the respective
rationale and the reported experience, drawing on official and independent
analyses. The analysis finds that, although the origins are diverse, the
experience of agencification has common themes. Among the issues that

have arisen are: difficulties of output specification and consequential
avoidance of responsibility, with spiralling loss of trust; doubts about
whether proper accountability is maintained and a loss of connection
between policy and administration. There is also an indication that varying
degrees of formality in the agency arrangements yield corresponding
differences in experience. Most of these observations are strongly connected
to the institutional relationships between agencies and the departments for
whom they provide services.
Prima facie, Centrelink is an agency in the mould of those in the UK and
New Zealand. The split of DSS into policy and service delivery organisations
with the latter operating under 'contract' to the former has all the hallmarks
of a classic example of agency-creation.2 But where did the idea of creating
Centrelink come from? Why should this change occur in the APS at this
time?
Several influences are apparent. First, the introduction of Centrelink took
place at a particular stage in Australian Public Service reform, which had
been reinvigorated in the mid-to-late 1990s. For the APS, the reform
movement of the 1980s, characterised by 'managerialism' or 'letting the
managers manage', had been supplanted (or, perhaps, extended) by a set of
ideas deriving from economic thinking, the 'new institutional economics',
which gives rise to mechanisms that 'make the managers manage'. However,
in Australia, this thinking seemed to be acknowledged primarily among
officials and hardly at all among political leaders. A related question is the
extent to which the Centrelink changes were driven or supported by the
central government agencies. A second major factor was that the split
followed a change of government after a decade and a half. The incoming
government combined both a more conservative social outlook and a greater
affinity for market mechanisms. This affinity was clearly reflected in the
report of the National Commission of Audit instituted by the new
government shortly after it came to power. The third major influence is the
particular institutional history of each of the major organisations involved. It

Although Centrelink is primarily concerned with delivery of social security programs, its creation
should be distinguished from certain other changes also taking place to social security programs
around the world. It is not, in any sense part of a 'marketisation' of those programs themselves; that is,
where 'the market' rather than the state becomes responsible for the meeting of social security needs.
Rather, it is about change to the administration and delivery of those programs, not their funding. For
the other sort of change, see Dixon and Hyde (2001).

is important to trace these histories carefully as they show that pressures for
redesign were latent.
Publicly, the split into a new, much smaller, policy-oriented department and
the Centrelink service delivery organisation was presented as a pragmatic
response to a changing public sector operational environment (Blunn 1997a).
Can pragmatism satisfactorily explain the phenomenon or have elements of
imitation or an established theoretical framework had a bearing on the
change? These various influences are traced in Chapter 5, drawing on the
literature on APS reform, reports and other published accounts of the
institutional histories of the agencies involved. Hansard, personal records
and interviews with key personnel are the primary source in relation to the
last section, on the specific origins of creating a separate service delivery
organisation. Chapter 6 shows how the idea was developed and
implemented. In particular, by drawing on key documents and carefully
tracing that development to the point at which legislation was introduced to
establish the new agency, it shows that the decision was indeed primarily a
pragmatic one, drawing surprisingly little from experience elsewhere.
Although the origins of Centrelink are unlike those of agencies elsewhere,
given the similarity of major elements of the structural arrangements, the
experience and outcomes are worth comparing. In particular, the remainder
of the work examines the Centrelink experience in the light of outcomes
noted above in the UK and New Zealand. Therefore it specifically examines
the governance and role of Centrelink, and the possibility of its facing
competition, its relationships with other departments, accountability
arrangements and its prospects.
Centrelink's functions include the delivery of services for a number of
Australian government departments, but it remains overwhelmingly a social
security payments agency. Its managers often state ambitions to deliver
many more 'products'. In fact, the idea of a 'one-stop shop' has been
prominent in the rhetoric surrounding the introduction of Centrelink, both at
a government and management level. It is also an element in the
organisation's delivery strategy. Chapter 7 explores the role of Centrelink.
This shows signs of growing beyond the support provided in law towards
the rather wider scope set out in that rhetoric. Drawing on material produced
by Centrelink and other official sources the chapter shows that the
organisation that has been created is revealing a tension between its
mandated role and the vision it has for itself, as manifest, for example, in the

degree of managerial freedom that is associated with an 'agencyJ-like role,
somewhat more independent of government than a department of state.
Moreover, there is little evidence that ministers have the same vision for
Centrelink that its managers have.
There is an obvious tension between providing a single point of delivery for
(national) government services and options for contestability of that delivery.
The possibility of competition seems to present opportunities for cost
reduction to the departments whose programs are delivered by Centrelink.
In theory, at least, one of the main advantages of a purchaser-provider split
is that the purchaser is free to select a provider. The consequent competition
among providers is expected to be a spur to greater efficiency of delivery.
However, there seems to be no immediate prospect of serious competition
for most services in this case. Although its similarity to agencification
elsewhere is the most obvious feature of this change it also has characteristics
that run counter to notions of competitive delivery systems. Therefore
Chapter 8 extends the discussion in Chapter 7 by examining a particular
issue in Centrelink's role- the question of competition. Drawing on similar
sources to Chapter 7, this chapter shows that the possibility of Centrelink
facing competition has helped only to confuse its character.
A range of views has developed as to the nature of the relationship between
Centrelink and FaCS. On the one hand, it is viewed as a purchaser-provider
arrangement with the relationship between the organisations governed by a
pseudo-contract (known originally as a 'Strategic Partnership Agreement'
but, in later versions named the 'Business Partnership Agreement') (ANAO
1997). However, much of the rhetoric within FaCS has sought to present the
relationship between the two organisations as a partnership in contradistinction to the formality and distance of purchaser-provider relationships
(Blunn 1997a). As a form of implicit contracting, partnering has a recognised
approach in the recent history of relationships between organisations in the
United States (Domberger et al. 1997). However, in the FaCS-Centrelink case
the ambiguity that has derived from differing perceptions of the relationship
may also have played a part in their actual development. Primarily using the
results of formal audits, surveys and other official documentation, Chapter 9
shows that there is a continuing tension between the collegiate partnership
sought by managers and the formal purchaser-provider arrangements. It
also shows that there has been little gain in clarity from the new
arrangements but that there may be a substantial cost.

.
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In both the Next Steps and New Zealand contexts, agencification has been
associated with a greater distance developing between politics and
management. This could represent the triumph of the need to be able to deny
responsibility over the need to direct and control. Thus the question has
arisen of whether agencification has been a means of reducing accountability.
In the Centrelink case, the organisation has remained within the Social
Security/Family and Community Services portfolio, where almost all of the
organisational apparatus formerly resided. Drawing on current literature on
accountability in Australian government, reports of the Auditor-General,
Hansard and other official sources, Chapter 10 shows that accountability at
the ministerial level is little changed from before Centrelink's creation. The
type of contractual accountability envisaged in setting up the purchaserprovider arrangements, however, is largely absent.
Finally, there is the question of the future of Centrelink. The thesis concludes
that there are two ways forward for Centrelink. The first depends on
whether, at some point, there will be serious competition for any of the major
roles carried out by Centrelink. There is no evidence of the political desire or
will to make such a move and it seems unlikely. The second option is the
abandonment of purchase-provider. Centrelink might then either be reamalgamated with FaCS or, more likely, given departmental or similar
status. Prima facie, this option might seem unlikely; however, given the
enduring politically-sensitive nature of Centrelink's main task and, in the
light of overseas experience, it seems the more probable outcome. There may
be sub-options involving more substantial organisational redesign that reincorporate the 'natural monopoly' parts of Centrelink into a department
(such as the computing infrastructure) and allow other parts-say, the
management of delivery at the regional office level- to operate on an
outsourced basis. Given the diversity of current views within the
bureaucracy as to the nature of Centrelink, it is at least an open question as to
how further development will take place. However, a central theme in this
work is that Centrelink has been created as an ambiguous entity that
straddles definitions of what others suppose it to be. The stronger version of
this hypothesis is that the arrangements put in place in 1997 contain within
themselves tensions that will see them continue to change form.

Method
This work is primarily a case study, using comparative analysis with
relevant experience elsewhere. Each of the areas examined, the Centrelink
arrangements themselves and the overseas experiences analysed, are
complex events with some novel characteristics. However, even if all
organisations are unique it is still possible to acknowledge differences and
say something useful about aspects in common, otherwise organisation
theory itself would have no content (Pugh and Hickson 1968, p 374). Case
studies alone, although they may give insights into the actual functioning of
particular organisations, provide no possibility of testing hypotheses. On the
other hand, large-scale surveys give a greater methodological rigour but risk
superficiality. This is an attempt to steer a middle path. As Mouzelis (1975,
p. 67) argues, 'By the intensive study of one or two cases and by
appropriately choosing a few others for a less intensive treatment, one may
avoid the disadvantages of both the survey and the one-case study.'
As with all complex events, causality can be difficult to establish. Therefore,
some care has been taken to provide a sound description of the events of
central interest. As King et al. (1994, p. 45) argue, good description and the
development of causal hypotheses are complementary, not competitive. An
accurate descriptive account is especially important, for example, in
assessing the views advanced here about the origins of Centrelink with those
put by others. The choice of the most likely causal explanation then becomes
much easier. Similarly, it is important to trace the various events leading to
agencification in each jurisdiction to understand the underlying differences
in phenomena that have similar appearance.
The work has been undertaken by analysis of an existing literature and a
substantial set of documentation derived from official sources. This is the
case both in the exposition of relevant theory and in accounts of actual
events. Much of the theoretical framework for agencification has its roots in
NPM. Therefore, some effort is put into explaining the strands of this body of
thought and their origins. However, this should not be taken as advocacy of
this school of thought.
The primary source of information about Centrelink has been documentation
generated by the Australian Parliament (Hansard reports) and within the
APS. Most of this is easily and publicly available, such as reports by the
Australian National Audit Office, case studies by internal APS staff (such as

Worthington 1999) external agencies and academics (such as Kennedy School
of Government at Harvard University), public speeches and presentations
made by senior managers, press releases by ministers and the like.
Secondary sources include certain departmentally sanctioned research
reports (such as Rush Social Research 1998). Certain non-confidential internal
papers have been drawn upon (such as FaCS internal audit reports). Each of
these is explicitly identified when used.
Other secondary material has been drawn from personal notes and records
maintained by individuals who have participated in the events referred to
and official records accessed during the course of the research. A number of
key personnel involved in the events described were interviewed. Those who
have provided access to their own records are not identified. The ideas
discussed and developed have been tested and explored by extensive
discussion with members of several of the organisations that are mentioned
in the work. Interviews and discussions have generally provided
confirmation of hypotheses and interpretations of events already developed.
The work has also drawn on the experience of the author working in both
DSS and FaCS during the period of Centrelink's creation and early
development. This coincidence of duty and interest has a number of
implications. First and foremost, it has been a source of particular insight into
the subject matter and has provided a close vantage point with which to
view events. It also presents difficulties of several sorts.3 Working closely
with those involved in the management of the relationship between the
department and Centrelink has meant that it is difficult to pin down where
and when a particular idea or interpretation originated. Also, as an 'insider',
one can gain access to items that are confidential. Such material has not been
drawn upon explicitly in any part of this thesis. However, it is impossible to
empty one's mind of the understanding conferred by access to such items.
Nevertheless, there is no conscious dependence on such material nor any
explicit use of it for the arguments advanced even though academic integrity
demands acknowledgement that such access has been available.

Fortunately there is nowhere in this thesis where the author finds himself having to comment on or
justdy any decisions over which he had any sigruhcant influence. Therefore, the risk of writing a
retrospective self-justification is eliminated.

Section B-Why
agencies

governments create

Chapter 3 The theory of agencification

Introduction
The idea of agencification parallels the classical distinction between policy
formulation and policy implementation (Nakano 1999). Thus, most often,
agencies -as is the case with Centrelink -focus on service delivery (Trosa
1997). However, they have been created in different jurisdictions ostensibly
for a wide range of political, policy and administrative reasons (Talbot et al.
2000, p. 2). The purpose of the discussion in this and the following chapter is
to seek an understanding of the origins of the creation of agencies, especially
in the two most conspicuous instances. More specifically, it seeks to identify
the theory behind the agencification in each case, drawing on the main
arguments and most salient authors and their theories.
Sometimes, the literature makes no explicit reference to an identifiable body
of theory. However, this does not imply that there is no underlying theory.
The important question is what the rationale was, in each case, behind the
introduction. That rationale inevitably includes some understanding of how
public administration worked prior to the change and an expectation of what
would work differently afterwards and why. That understanding and
expectation constitute the theory that is at work, whether or not relevant
parties are conscious of it.

The meaning of 'agencification'
What is agencification? A first approximation is that it is the creation of
organisations to deliver government programs in place of traditional
bureaucratic structures (departments) that incorporate most or all of the
functions necessary to carry out government work. This is widely seen as a

tool for 'unbundling the bureaucracy' and devising more flexible,
performance-oriented public organisations (Talbot et al. 2000, p. 2). Indeed,
Bouckaert and Peters (2001) state that most common strategy for producing
change in the 1980s and 1990s was 'to create new organizations, largely
through disaggregating existing ministries and creating 'agencies'. But what
are agencies? Foster and Plowden (1996, p. 147) define agencies rather
broadly as simply 'government units not headed by a minister'. This is a little
problematic insofar as it reflects the traditional view of departments- that
they, in contrast to agencies, are headed by a minister. In the Australian
government a greater distinction is made between the political head of the
portfolio, the minister, and the administrative head of the department, the
secretary (or equivalent). A more specific (and more satisfactory) working
definition is provided by the Australian Department of Finance?
Agencies are quasi-autonomous bodies within portfolios focused on and
structured around the job to be done. They have clearly specified targets and
expected outputs or outcomes (Department of Finance and Administration
1998a).

Thus, the defining characteristics of an agency are not only that it is a
structurally separate organisation but it also has a specific function. Thus a
more complete definition again is:
the use of an organisation to undertake functions on behalf of a government
ministry with special operating conhtions or objectives . . . The basic features
are: an explicit function, an accountable chief executive and a framework that
establishes goals and targets. Associated features are a distinction between
policy and operations and a purchaser-provider relationship based on
contractualisation (Halligan 1997, p. 4).

It can be seen in both of the Department of Finance's and Halligan's views
that there are two essential ideas: structural separation and performance
'contracting'. This is also consistent with the view put by Talbot et al. (2000,
p. 6). As a further refinement, Talbot et al. find that so many different sorts of
organisations have been called 'agencies' that they apply five tests:
To be an 'agency', an organisation should be:
at arm's length from the main hierarchical 'spine' of central
ministries/ departments of state;
carrying out public tasks at a national level;

Hereafter referred to as 'Finance'.

staffed by a core of public servants;
financed by the state budget;
subject to at least some public/administrative law procedures
(Talbot et al. 2000, p. 5).
Centrelink certainly satisfies this formula. The Department of Finance and
Administration (1998a) has represented it as an Australian example of an
agency. However, there is no standard 'blueprint' for the organisation or
structure of agencies. They can be entities created by legislation to be
separate from departments (as Centrelink is) or an integral part of a
department's service operations (as in the case of Next Steps agencies in
Britain). Similarly, performance 'contracts' may have various degrees of
formality and may represent no more than a memorandum of understanding
between two parties. In Centrelink's case there is a series of 'Business
Partnership Agreements' between it and its purchasing departments that
form the performance contract role in this case.5\
It is important to acknowledge here that there have been many earlier
generations of organisations that have aspects in common with agencies as
defined here. Many forms of non-departmental body have been created over
the last century or more. But these have involved structural separation alone.
It is the contracting element and the use of purchaser-provider arrangements
that makes the difference. It is easy to see an apparent continuity between
recent agencification and the historical tendencies, in various jurisdictions
and at various times, to create structurally separate statutory bodies or other
sorts of non-departmental organisations. However, to view agencification in
that wide sense is to consider too broad a canvass. Current scholars have
clearly identified a new and interesting phenomenon that has arisen recently
and the focus here is on that development.
The next several sections discuss theories generally thought to provide a
basis for agencification. That is, they explore the main ways in which people
have sought to understand and explain agencification, its causes, how it
works and its expected consequences. As a preliminary to this discussion it is
necessary to reflect briefly on the role of theory (and theories) in this
discussion.

This is explored in chapter 9.

The meaning of 'theory'
A discussion of theory in relation to organisation or management faces twin
challenges. The very idea of 'theory' is held in low esteem in popular
discussion and second, in the case of management theory, much of it is of
poor quality anyway. It has become a commonplace to counterpose theory to
practice or to fact. For example, Gould notes (1983, p. 254): 'In the American
vernacular, 'theory' often means 'imperfect fact'-part of a hierarchy of
confidence running downhill from hypothesis to guess.' Theory of any sort is
often thought to be at best an imperfect sort of understanding, especially in
comparison with 'practical knowledge'. Indeed, in popular management
conferences it has become standard practice to highlight the use of case
studies as though any content that focuses on specific practice is inherently
more valuable to the attendee than more abstract discourse.

But not only does the idea of theory attract a deprecating view. So much of
what is represented as management theory is 'junk' that many people are
tempted to dismiss it as a whole (Micklethwait and Wooldridge 1996, p. 367).
Much of the material on specifically public management is 'openly
evangelical or energetically prescriptive but] could not be said to offer a
detached or balanced analysis' (Pollitt and Bouckaert, p. 1). However, as
Trebilcock (1995, p. 3) points out, if policy choices are to be possible about
alternative governing instruments we need more than a reliance on a
combination of messianic fervour and casual empirical vignettes, the
standard fare of popular management books which he finds in Osborne and
Gaebler (1992).
A more useful view (and the one held here) is that theories are no more than
an expression of how we believe things work. Those theories may often be
imperfect and we may acknowledge this while still holding to our theory as
the best available approximation. But this is certainly not to place theories at
the bottom of a hierarchy of decreasing certainty. Rather, they are things of a
different type altogether from 'facts'. Theories are structures that explain and
interpret facts. Indeed, in Harrk's view (1972, p. 168), theories, understood
this way are the very crown of science. When we express our understanding
of the world we implicitly state a theory, whether or not we recognise that
fact. If a coherent body of thought about how things work has been
employed by a set of reforms, then there is ipso facto an underlying theory,
whether or not it is explicitly recognised as such.

In this light, when we discuss theories of agencification we are considering
how agencification may be explained and interpreted. The remainder of this
chapter will focus, in particular, on various theories of agencification. The
next chapter, which reviews specific cases of agencification, will again refer
to these theories in that analysis.
As we shall see, in some cases, those adopting agencification have quite
explicitly used a rigorous and well-developed body of existing theory. Most
often, authors cite the New Zealand reforms of the 1980s as the obvious
example. In other cases, reformers have explicitly professed an atheoretical
perspective. The British Next Steps reforms represent this approach.
However, we cannot take such circumstances as meaning that no theory has
been employed. Rather, it may be that in formulating their course of action
the reformers have followed no distinct, recognised and named existing
body of thought. Nevertheless, those reformers have their own analysis of
existing state of public administration, their own explanations and
understanding as to why it (formerly) worked as it did and what the merits
or deficiencies of that arrangement may have been, together with their own
proposals for change and their explanations as to why those new
arrangements might be expected to work differently and better. This set of
analyses, understandings and explanations is as much a body of theory as
any rigorously or formally developed approach. A particular reform
movement may merely have adopted a way of understanding that seems not
to borrow from or employ any identifiable body of theory. However, that is
not to deny that it, too, has an underlying theoretical element, whether or not
the reformers welcome that description.
When we speak of theories of agencification then, we are considering various
accounts of why agencification was introduced and how it might work.
These include explanations for the preexisting state of affairs and
hypotheses about how things will change after agencification has been
introduced.

Theories of agencification
For the purposes of this discussion theories of agencification are placed into
three groups, each of which will be explored in the following sections. There
is no claim here that these are wholly and clinically distinct and separable.
Rather, they are each associated with sufficiently discrete bodies of thought

or points of origin to warrant separate consideration. But all incorporate
some common elements and there may be other ways of grouping the ideas.
Many of these ideas combine to form a single corpus known in public
administration as the 'New Public Managemenf.6
First there are historical theories. These discern an inexorable and long-run
trend for the 'hollowing-out' of the state and the replacement of the
traditional state bureaucratic apparatus with other means of implementation
and operation. In this case, 'other means' often comprise outsourcing. We
refer to these as 'historical' because they assume that the processes being
observed are made necessary by a larger dynamic than human agency is
ordinarily able to influence, at least in the short-term. In other words, these
are more deterministic in outlook than the other approaches.
Second, there are theories derived from the new institutional economics. This
body of thought differs from -or, perhaps, advances -economic theory
generally by treating the internal operation of organisations as a proper
subject for analysis by the techniques of economics. It largely comprises two
elements, principal-agent theory (or agency theory) and transaction cost
analysis. The new institutional economics is the recent successor to public
choice theory, which was the product of the application of economic thinking
to the operation of the public sector in the 1960s and 1970s.
Third, there are management theories. These are about the use of
agencification to satisfy the concerns, interests and aspirations of managers.
What is termed 'managerialism' also fits into this category, although that
term has become a point of focus in public debate about reform in public
administration and its meaning has been coloured and made controversial by
that (Wanna 1997, p. 65).7 The term incorporates the attempts over the last
several decades to adapt the techniques of business management to the
particular circumstances of the public service. This has usually led to
prescriptions that seek to empower public service managers by devolving
discretion and reducing rules or regulatory constraints on their action.

Some authors (for example, Boston et al. 1996, p. 35) regard NPM as including only the managerialist
body of thought. Others (such as Hood 1991) prefer to use the term more inclusively to include the
elements of institutional economics. Still others (Lane 2001) identify NPM primarily with the latter.
Considine and Painter (1997) set out the essence of the Australian debate.

HISTORICAL THEORIES: OUTSOURCING AND THE HOLLOWING
OUT OF THE STATE

There are two related strands of thinking under the heading 'Historical
theories'. First there is the marked and general trend towards outsourcing
and contracting-out, which is occurring across the private and public sectors.
Agencification can be seen as one public sector manifestation of this trend.
The outsourcing trend has become so widespread that some authors
characterise 'modern' organisational structure as 'amorphous', typically
comprising strategic networks and alliances (Domberger 1998, p. 18). Second,
some authors see a 'hollowing out of the state' as an historical trend affecting
the public sector: 'The industrial state-autonomous,
hierarchical,
bureaucratic government-is being replaced by a complex web of
relationships which defy the most basic principles of scientific management'
(Sturgess 1996, p. 26).
From the 1980s forward, while 'contracting out' has been taking place in the
public sector, the private sector has undergone a parallel process under the
name 'outsourcing'. Indeed, it has been characterised as a 'tidal wave' (Warr
1998).The effect is the same-moving activities from within the boundary of
the organisation to an outside, separate organisation. The reasons that
outsourcing has become popular in the private sector are said to be difficult
to discern. However, according to Domberger (p. 23) 'the usual suspects are
globalization, competition from low-wage developing countries, and
advances in communications and information technology'.g Britain has
undertaken a vigorous program of contracting in the public sector following
the Thatcher government's wholesale privatisation program, largely
reversing the nationalisation program of various Labour governments since
the Second World War. Others have imitated this program-at various
degrees of intensity-in a range of jurisdictions including Australia at both
the national and State levels.
Many authors summarise the benefits of contracting out from a theoretical
perspective (for example, Domberger 1998, p. 50, and King 1994, p. 75).9
Domberger sees them as 'essentially the benefits of using markets and
market-like processes' (p. 50) although he is careful not to equate use of the
Note that we do not have to accept the popular characterisation of globalization as an irresistible
external force to accept that it is ofleered as a deterministic explanation by some authors.
The discussion that follows draws particularly on Domberger (1998) and page references are to that
work.

market to simple spot transactions. Indeed, he stresses that contracting
appears to yield maximum benefits when it combines market discipline with
longer-term, co-operative relationships. Domberger then identifies four main
benefits. First, specialisation should yield economic benefit by concentrating
on activities in which an organisation is relatively more efficient. It should
also enable economies of scale to be realised. Second, Domberger lists the
market discipline of a purchaser-provider arrangement. The benefits should
comprise inter alia the focus on outputs (rather than inputs) created by such
an arrangement and competition between suppliers. Third, there is
flexibility. Networks of smaller organisations linked to their clients through
contracts should be able to adjust more quickly to changes than are larger,
integrated organisations. Fourth, cost savings (estimated typically at 20 per
cent) are said to flow from contracting out.10
In relation to the public sector in particular, Domberger regards contracting
out as having been perceived, in the United Kingdom at least, as less
glamorous -and less profitable -than privatisation. It may have begun with
'brush-and-flush' activities-blue collar services such as refuse collection and
street and building cleaning, but now included white collar, high technology
services (p. 160)." He concludes that there are four ways in which
contracting can reduce costs to the public sector (pp. 160-5). First he cites the
advantage of separation of purchaser and provider roles, again emphasising
specialisation in one or other side of the activity. Second, it should bring
improved specification of the services to be provided, which contracting
requires. Specifications themselves, however, tend to be dynamic. It is the
discipline of having the purchaser focus on their needs that yields the
benefit. Third, competition should reduce prices where there is a sufficiently
well developed market. Finally, he advises that monitoring of contractor
performance is an essential requirement of successful contracting. This may
seem self-evident but, Domberger argues, was rare in the public sector before
the rise of contracting.

l0The source cited for the estimated savings figure of 20 per cent is the Industry Commission 1996

study. That source itself depends substantially on a number of earlier empirical studies for which
Domberger is one of the authors (Industry Commission, 1996, p. 128). In the text of its report the
Commission is, in fact, far more equivocal about whether savings are likely from contracting out.
l1 Nevertheless, it is apparent that, of the empirical studies referred to in the Industry Commission's

report on CTC, a large proportion were of the 'brush-and-flush' variety (Industry Commission 19%,
Appendix E, pp. 525-64).

Domberger lists three primary areas of additional cost from contracting out.
First, there is the cost of transacting. Participants in a market have neither
perfect information nor perfect foresight about other potential participants.
There are costs incurred in searching for and then selecting vendors of the
services required. They include writing specifications, drawing up and
negotiating contracts. They are notoriously hard to measure but, by one
estimate, they can amount to five per cent of contract values (Industry
Commission 1996, p. 333). Notionally, these sorts of costs can be identified
when contracting is taking place. It is much harder to identify the
corresponding costs of the 'internal transactions' that correspond to them in
where the work is carried out in-house.
Second, there are costs to monitoring of contractors. These vary from 1.1 per
cent of turnover to 9 per cent in differing industries, according to one source
cited by Domberger. Nevertheless, there seems to be considerable theoretical
dispute as whether and why monitoring of contractors should be more costly
than monitoring in-house operations.
Other costs of contracting, for managers, according to Domberger, include
perceived loss of control. They are more confident of employees' propensity
to align their interests with those of management than are contractors. Loss
of skills is another fear. This is primarily a problem when the organisation
loses the ability to be a 'smart purchaser' (p. 70). There are also fears of loss
of corporate memory, weakened innovative capacity and the costs of
transition (switching from one vendor or from in-house to another). In
relation to public sector in particular, Davis asks whether:
as contracting breaks up government agencies, and disperses expertise
to private firms and home-based consultants, will the Australian state be
able to design, monitor and ensure delivery of quality, innovative
services? Or will the transaction costs of contracts and the problems of
controlling errant agents prove overwhelming? (1997, p. 222).
Finally, there is a risk that by contracting out the public sector reduces
accountability. A department can be called to account for its decisions and
actions and not only ministers but also senior officials must explain their
conduct, such as at Senate estimates hearings in the Australian Parliament.
When agents under contract carry out public work there is a question at least
as to whether accountability is diminished. This hinges on the nature of the
continuing relationship between the department and the ultimate recipient of

the services delivered under the program, through the contractual chain. For
example, the hiring body may regard the conduct of contracted service as a
matter between its agent and the recipient of the service. If the recipient is
dissatisfied but the contractor has carried out the task according to the
contract (which may not be especially prescriptive) then to whom does the
recipient complain? Domberger, with a strong faith in the mechanisms of
performance monitoring finds that contracting can bolster accountability by
promoting a review of service levels (even merely to help specify required
service levels in a contract), requiring the monitoring of performance, and
drawing attention to mechanisms of redress for loss or damage. The Industry
Commission (1996) took a similar, positive view, concluding that competitive
tendering and contracting has the potential to enhance accountability (1996,
p. 102-3).
Mulgan (1997, p. 11-14) directly challenges the Industry Commission view
calling it 'mistaken' and 'tendentious rhetoric'. Mulgan's view is that
contracting out inevitably involves some reduction in accountability through
the removal of direct departmental and ministerial control over the day-today actions of contractors and their staff (p. 24). Indeed, here - ironically lies the very attraction of contracting out. Increased efficiency by contractors
flows, Mulgan argues, from reduced accountability pressures. Contractors
are less risk-averse as they are less concerned to avoid getting the
department and minister into trouble. The Australian Auditor-General has
also taken up this issue, often citing Mulgan (see, for example, Barrett 2001).
The inter-relatedness of the various theories of agencification is apparent
from Domberger's use of institutional economics. However, his focus is on
its application to dissect the phenomenon and identify where the boundaries
of organisations should be (1998, p. 14). That is, he is not looking to
institutional economics to discern causes of outsourcing. Rather, he points to
it as an analytical tool that might help explain where the boundaries of an
organisation might best lie for economic efficiency. Managers, too, could
'voluntarily' elect to outsource elements of an enterprise. However, the
essential argument here is that, regardless of the decision-makers' perceived
level of discretion, those that do not outsource when their organisation could
benefit financially from doing so will lose against the greater forces of the
world-wide economy.
Against such forces the question arises of what the limits of outsourcing
might be. How far can the state be 'hollowed out'? A primary issue that

arises in the literature on contracting out and outsourcing is the question of
what constitutes core activities (Warr 1998, p. 4). The concept of 'core
activities' is the residual after contracting out: that which cannot, or should
not be contracted out. There may be wide acceptance that, for example, in the
case of the state, 'the range of services contracted out cannot be extended
indefinitely without at some point undermining its core capability' (Boston
199513, p. 79). But it turns out to be difficult to define 'core activities'.
Hood (1997, p. 121) identifies three conventional ways of reasoning about
outsourcing's limits. First, the new institutional economist will turn to
transaction cost analysis to find the point where making and monitoring
contracts is more expensive than running operations in-house. Where, in
these terms, hierarchy outperforms the alternatives the limit of outsourcing
has been reached. Second, there is the public lawyer's view that those
functions involving 'public power' should be exercised only by state officials.
Third, the corporate strategists' (or perhaps, managerialist) perspective is
that there are certain core, strategic elements that should always be retained.
The trouble is, as Hood points out, all of these approaches 'seem to be
ultimately indeterminate, because 'transaction costs', 'public power' and
'core competencies' are capable of being interpreted in different ways (1997,
p. 121).
A number of Australian and overseas writers argue that globalisation is
producing pressure on long-standing institutional arrangements, including
in Australia and this is leading to the hollowing out of the state (Davis 1997,
Sturgess 1994, 1996, Rhodes 1994). Rhodes sees hollowing-out occurring
from above (for example, by international interdependencies), from below
(by 'marketisation' and networks), and sideways (by agencies). The most
salient local account, Sturgess's theory of the hollowing out of the state, is
still somewhat undeveloped and is more in the form of a prediction than a
closely argued case. In essence, his argument is that over the past 200 years,
government has borrowed its organisational form from the private sector.
The structure of government organisations-whether geared to production
of goods and services or administrative/clerical functions-were, according
to Sturgess, all modelled on the industrial firm. Thus electricity commissions,
railways organisations, schools, hospitals and prisons were organised on
principles of pursuing economies of scale and production line efficiency
through a Taylorist division of labour (p. 26). Sturgess attributes
governmental embrace of the industrial form of organisation to the ideology

of industrialism and managerialism (p. 30). Domberger, too, notes that the
public sector has exhibited no lesser penchant for size than its private
counterpart (1998, p. 25).
Sturgess sees governments changing to accommodate post-industrial society
by the same methods as business- becoming more client-focused, more
interdependent and more global in outlook. Sturgess's image of government
is very focused on the provision of services and does not seem to encompass
regulatory or coercive functions:
Instead of ruling from on high, with an imperial and sometimes
capricious air, governments of the future will see themselves as part of a
global service industry, seeking to add as much value as possible to the
goods and services produced by their individual and corporate citizens
. . . The boundaries of government will become so blurred that we will
have trouble knowing whether we are being served by a public servant
or a private employee, whether we are dealing with national state or
local government, or whether we are dealing with one of our
governments at all (1996, pp. 31-2).

Sturgess illustrates his argument by citing some 'case studies' of increasingly
interconnected government in Australia. He concludes that government in
Australia is undergoing the most profound change in structure since the
Industrial Revolution. This is due not to budgetary stress or community
intolerance of high taxes (although he attributes to these some role) but
globalisation and the 'revolution in information and communications
technology' (1996, p. 37). He sees considerable evidence to suggest that the
'sigruficant determinants of change in the public sector are exogenous and
not purposeful at all' (1994, p. 309). In other words, change in the public
sector is driven by external events and the public sector merely ends up
being changed incidentally to more profound social change.
One author sees the hollowing out of the state-including, in particular,
agencification-as a political response to greater complexity in governing
(Taylor 1999, pp. 9-10). With the centre of government having a reduced
capacity to plan and co-ordinate increasingly autonomous agencies it
becomes less clear who is responsible and, therefore, accountable for policy
and its implementation. However, in Taylor's view, public debate has
accepted uncritically the idea that hollowing out has been taking place. Its
superficial attractiveness, he argues, has obscured a powerful countertendency: 'filling in'. In the British case, the government is said to be

developing a strategic steering capacity that is the antithesis of a weakening
of government. It is described by the Blair government as 'joined-up
government'.
Taylor's argument (1999, pp. 10-12) is that hollowing out is generally
thought to lead to a loss of central control. However, this hypothesis 'ignores
the centre's financial resources, legislative powers and political legitimacy
b y which] it can impose its preferences on any network.' Hollowing out,
according to Taylor, leads not to a loss of control
but rather to a change in the method(s) whereby central influence and
control are secured. Complexity may increase central control as the
centre sheds m a r p a l tasks to concentrate on the core functions of
policy determination, monitoring and evaluation. This does not produce
a minimal government but a highly interventionary government (1999,
p. 12).
Much of the recent structural change in British government, according to
Taylor, can be explained by the centre asserting itself. Complexity is causing
government to re-define and re-shape itself from the centre outwards,
bringing about a significant increase in the capacity of the centre. However,
he does not explain how this can be measured.
THEORIES FROM THE NEW INSTI'IZTTIONAL ECONOMICS

Graham Scott, a key figure in New Zealand's public sector reforms, explains
that the essential feature of the new institutional economics
was that the firm in the theory of economic organizations ceased to be
viewed as a production function, as in classical economics, but was
instead regarded as a governance structure. In other words, the firm
ceases to be viewed as a single maximizing entity and becomes an
organizational framework within which individuals transact as
participants in an internal market (Scott 1996b, p. 11).
Thus the new institutional economics treats the internal operation of
organisations as a proper subject for concern and analysis by the techniques
of economics.
The Department of Finance and Administration squarely identifies
agencification with the new institutional economics, and with principalagent theory in particular (1998a, p. 1). Its 1998 paper on the establishment of

agencies refers to agency theory as though it were equivalent to public choice
theory. Moreover, it identifies an increase in the popularity of agency theory
to 'the New Zealand, United Kingdom and Canadian experience'. In fact,
there are two related but distinct strands that are relevant: agency theory and
transaction cost economics. We shall examine each briefly.
Agency theory flows from the idea that social and political life can be
understood as a series of contracts (Boston et al. 1997, p. 18). It analyses these
as interactions between principals and agents, being respectively the party
that wishes a task to be done and the party that is engaged by the former to
do it for a suitable consideration and to whom the former must delegate
some decision-making authority. It takes analysis of bureaucratic behaviour
one step further than public choice had gone, to examine rewards and
incentives (Bendor 1990, p. 384). Economics has long been interested in such
relationships, originally focusing on that between managers and
shareholders in firms.
Principal-agent models have two essential components: asymmetric
information and conflict of interest. Consistent with its origins in economics,
agency theory assumes that parties will seek to maximise their self-interest
and focuses on the risks of one party engaging another to perform the
required task. The agent will know something the principal does not and
may seek to exploit this. The challenge for the principal is to devise
incentives that induce the agent to act in the interests of the former while
ensuring that the agent is compensated fairly (Bendor 1990, p. 384, Trebilcock
1995, p. 5, Althaus 1997, p. 137). Difficulties flow from differences in the
information available to the parties and an assumption of self-interest as a
guide to each party's actions. The basic problems of any principal-agent
relationship are adverse selection (the inability of the principal to have
enough information to select agents optirnally) and moral hazard (the ability
of the agent to act, at least part of the time, other than in the principal's
interests). They constitute what are called 'agency costs', which principals
will try to minimise. Indeed, this is the task of the 'agency theorist' (Scott
2001, p. 28). Principals will typically seek to do this by monitoring agency
behaviour and trying to structure incentives facing agents so as to align their
behaviour best with the principal's interests. To cite a simple case, agency
costs are minimised in the case of an owner-managed firm by the owner's
day-to-day control. Shareholders in a firm face a greater challenge when they
delegate responsibility to professional managers.

Recent literature identifies three main factors that help align the interests of
principals and agents in publicly traded corporations: the market for
managers, the output market, and the market for corporate control
(Trebilcock 1995, p. 6). However, in the public sector owners (taxpayers)
exert little control over managers. Competition among managers is muted by
the formalised rules for promotion and taxpayers cannot easily compare the
cost or quality of public services with those available from alternative
sources. Following this reasoning, agency costs might be expected to be more
severe in the public sector-and the benefits of reducing them to be greater.
The benefits that might be claimed from an agency arrangement is, at least,
that there is value in clarifying objectives or what outputs are expected to be
produced, in what quantity and to what standard. Some market-like benefits
might accrue from a single-minded concentration on targets. On the one
hand, targets may simplify the management task of the agent and, on the
other, improve accountability of those agents to their principal (Department
of Finance 1995a, Mulgan 2000a, p. 1).
Agency theory's relevance to contemporary public sector management is, in
certain senses, both obvious and unclear (Althaus 1997, p. 137). It is obvious
in that observations of recent reform in a number of jurisdictions can be
described with the terminology of agency theory. We can identify principals
and agents in conceptualising the organisational problems of purchaser and
provider but how is that application of the theory? Scott (2001, pp. 34-6) is
surprisingly vague about that, supporting the view of Boston et al. (1996,
p. 26) that it is impossible to ascertain with any precision the impact of
specific ideas. As we shall discuss in the analysis of the New Zealand
reforms, what is clear in that instance is that undue and self-serving
influence of departments (agents) on ministers (principals) was seen as a
central problem in the development of government policy. This, the 'capture'
problem was thought to impose substantial agency costs on the operation of
government.
Agency theory has its weaknesses (Boston et al. 1996). Agency theorists tend
to ignore power and authority as a variable in relationships (and public
authority and coercive power make a difference to the relationship). Actual
relationships can also be much more complex than simple agency theory
models-such as where an agent serves multiple principals (as in
Centrelink's case). Then, even where principal-agent models are apparently
relevant to the interactions under examination the policy implications of the

theory can be unclear. Agency theorists' view is that, despite the undoubted
influence of the capture argument, it does not provide sufficient justification
for splitting the policy and operational activities of a department (1996,
pp. 93-4). They agree that the concern is proper, but when the functions are
split policy ministries will often be dependent on delivery agencies for
information and advice on what is administratively feasible, sensible and
cost-effective. Indeed, in these circumstances their particular expertise might
give operational agencies considerable influence and even cause policy
ministries to be sidelined.
Transaction cost economics focuses on transactions between organisations as
the basic unit of analysis. Doing business -conducting transactions -itself
has a cost. The most widely cited analogy is that transaction costs are the
economic equivalent of friction in physical systems, where friction is seen as
wastefully diffusing part of the effort put in to a physical task. Transaction
costs comprise the cost of searching for the right goods or services at the
desired quality and price, and the cost of negotiating and then managing a
contract. The size of this cost will guide a manager to either produce the
required goods and services within the organisation or outsource
production. Clearly, transaction costs are strongly linked to the concept of
agency costs, mentioned above. However, traditional microeconomics has
been more interested in the structure, functioning and implications of
markets than those of organisations.
Why do transaction costs matter? Typically, highly specific assets involved in
production (especially assets requiring a large capital investment) lead to
bilateral dependency of the contracting parties, risks of opportunism on both
parts and, hence, an incentive to integrate. Similarly, where an easily
specified, widely available product of a contestable market is required it may
be more efficient to 'outsource' it than to produce it within the organisation.
The underlying hypothesis, then, is that the optimal selection of governance
structure (in the simplest case, the choice between hierarchy and the market)
is determined by the transaction costs of the situation.
The fundamental question here is the choice of organisational instrument in
getting a job done. The basic choice is between markets and hierarchies for
undertaking business (that is, carrying out transactions). The theory is that,
in competitive markets, there may not be any formal choice made-the
superior structures simply emerge from competition in the marketplace.
Institutional economists consider how decision-making can be improved in

the presence of costly information, risk and uncertainty. This, in Scott's view,
is a critical consideration in designing structures and functions in the public
sector (Scott 2001, pp. 26-7).
MANAGEMENT THEORIES

For the most part, traditional organisation theory has been concerned to
derive and provide to managers practical strategies for their exclusive use.
Indeed, some accuse organisation theory of comprising largely managerial
ideology, concerned more with maintaining the mechanisms of control of
oligarchs than in advancing a science of organisation (Kouzmin 1980).
Regardless of the validity of that critique, an enduring element of
organisation theory has certainly been the merits of a division of labour
between policy and administration, the separation of ideas from their
implementation, thinking from doing. Thinking is invariably seen as the
highest of functions; doing always includes the humblest. Bertrand Russell
came close to this view in his exploration of the very nature of work, with his
tongue-incheek statement that it was of two kinds:
first, altering the position of matter at or near the earth's surface
relatively to other such matter; second, telling other people to do so. The
first kind is unpleasant and ill paid; the second is pleasant and highly
paid. The second kind is capable of indefinite extension: there are not
only those who give orders, but those who give advice as to what orders
should be gven. Usually two opposite kinds of advice are given
simultaneously by two organized bodies of men; this is called 'politics'
(1935, p. 11).

The 1854 Northcote-Trevelyan Report saw merit in distinguishing between
policy and implementation for public service. That report effectively
established the modern British civil service and, by extension, those other
civil services that largely follow its pattern (Foster and Plowden 1976, p. 76).
It referred to the importance of 'establishing a proper distinction between
intellectual and mechanical labour' (1854, p. 17). The authors regard this as a
'most vital point', which would be soundly supported by the appointment of
a 'class of supplementary clerks' capable of being transferred from time to
time to wherever demand for their largely mechanical labour is wanted and
the 'superior standard of examination' that would be used to select the
higher class of officers.

The British government's Efficiency Unit noted this reference in the
Northcote-Trevelyan report in its Next Steps report. Although the Unit's
report is regarded as the modern equivalent of the Northcote-Trevelyan
Report, it did not refer to the further exploration of the idea in that much
earlier document. Northcote and Trevelyan stated that they were aware that
a measure had sometimes been recommended, which, if adopted, would
have the effect of establishing to a certain extent a separation between
intellectual and mechanical labour. The particular measure they referred to
was the establishment of a 'general copying office', which all the
departments in the neighbourhood of Whitehall could get their copying done
at a certain rate of payment by the piece. But they could not recommend such
a measure. There was a lot of other work that needed to be done that was
also appropriately discharged by 'supplementary clerks of an inferior class
under the general direction of a small number of superiors'. The more
intellectual work is the prerogative of senior people, the more mechanical is
the responsibility of the more humble. The guiding principle at work here is
no more than that different classes of work suit different classes of people,
based as much on perceptions of class and character as on technical
efficiency through a division of labour. The division of labour, a constant
element in management thought, is regarded as a technical matter that
supports improved efficiency. The rise of scientific management at the start
of the twentieth century meant that it can also be seen as part of an ideology
infusing all organisation theory, largely supporting and justifying the
privilege of voluntary action for managers while imposing the duty of
obedience on all subordinates (Kouzmin 1980, p. 132).
Managerialism in the public sector can best be defined as an emphasis upon
an enhanced and empowered management role within public organisations
(Considine and Painter 1997, p. 2). A greater degree of voluntary action is
precisely one of the intended benefits of agencification that managers seek. A
primary rationale is to separate the political process from the management
process (Stewart and Walsh 1992, p, 506). Trosa (1997b, p. 240) describes the
desire to put administration at arm's length from political interference as 'a
feature of managerialism'. She identifies the UK's Next Steps agencies as a
practical example. The idea here is that political control creates complexities
and contingencies that constrain efficient and effective management. Less
charitably, if professional managers were left to 'get on with the job' without
'political interference' then better outcomes would be achieved. There was,
by the 1980s, a well-established notion of professional management as a

distinct, specialist skill widely needed in the public service (Hood 1991, p. 6).
A clear contract is expected to inhibit changes of mind by ministers (or rulegenerating central agencies) and help to bring about the stability and
professionalism that effective service delivery requires. Managerialism thus
leads to agencification by creating a buffer between the ongoing
administrative process and daily incursions of policy makers and
bureaucratic controllers (Trosa 1997b, p. 240). Again, this idea implicitly
proposes that technically efficient management is a worthy outcome by itself.
At the same time as freeing managers from political interference, however,
there is also an expectation that they will become more responsive and
accountable to the public. In organisations whose primary purpose is service
delivery, a client-orientation can be expected to become a greater priority.
Some authors argue that public organisations can only become truly clientdriven if they are financed like businesses. Thus Osborne and Gaebler (1993,
p. 169) argue for citizens to be given the choice of service provider and the
provider then being funded according to the size of its client population.
This, however, can only work where there is effective competition.
According to Common (1995), after the economic pressures of the 1970s on
governments throughout the Western world, administrators were expected
to behave like managers. Improving the business of government assumed
greater importance and brought about demands for specialist managerial
skills. Under this outlook, administration is perceived to be a technical task,
to be put under the charge of non-political experts in the new discipline,
management, whose principles are largely derived from the private sector.
Holmes and Shand (1995, p. 552) put it slightly differently, arguing that the
welfare state had arguably produced large organisations that manifestly
needed to be managed very actively. Thus the managerial argument may
itself reflect an historical trend. But there would still have been a need for
political support for managerialist reforms. Considine and Painter (1997, p. 3)
argue that, in the Australian case at least, this could be explained simply by
the attractiveness to politicians of reforms that increased central control of
programs and helped them to solve budget problems.
One of the most prominent products of new institutional economics'
predecessor, public choice theory, was Niskanen's theory that bureaucrats,
like everyone else, act out of self-interest. His analysis led to a conclusion
that bureaucrats always faced an incentive to produce more outputs than
were actually required. In fact, it predicts that they produce up to twice the

socially optimal level of services (defined in terms of what would be
produced by private firms doing the same job in conditions of perfect
competition) (Niskanen 1971).
Dunleavy sought to challenge Niskanen's work in its own terms, directing
his attention first at explaining the privatisation boom in Britain under
Margaret Thatcher. The puzzle Dunleavy sought to explain was why senior
officials offered such low levels of resistance to the large-scale program of
privatisation (1986, p. 17). His response was to hypothesise 'bureau-shapingf
among senior policy-level officials. Such staff 'in almost all types of
organisation should co-operate in shedding low-level or routine functions to
contractors' (p. 21). The premises of his 'radical' alternative to Niskanen's
model are that:
Policy-level officials have strong bureau-shaping goals, subject to a
contingent budget constraint. Major trends in state growth have reduced
their dependence on high budget appropriations to maintain their
welfare, e.g. bureau-shaping can be advanced by creating decentralized
networks of state agencies, deconcentrating to QGAs [quasigovernmental agencies], creating 'dual state' structures, and by internal
bureau reorganizations, such as automation/computerization (1986,
p. 31).
Dunsire (1995, p. 24) points out that Dunleavy's bureau-shaping model in
fact explains the Next Steps program and must count as 'a rare example of a
theory explaining a change in practice before it happenedf. Thus it seemed
that a plausible explanation of what British mandarins wanted was not to
maximise their budgets but to maximise personal satisfaction in the forms of
work they did. This led them to shape their organisations in ways that made
them smaller, getting rid of service delivery work- which could be devolved
to professional managers -and focusing on prestigious policy work.
If there is an unanswered question here it is whether the civil service would
have still contributed to and supported the Next Steps program under other
plausible circumstances. If there had not been at the political level, singleminded and impatient zeal for bureaucratic reform, would the same outcome
have been observed? Perhaps bureau-shaping is, to some extent, the result
that derives from the broader reform imperatives when senior officials have
sufficient opportunity to influence the direction of specific reform proposals.

Synthesising the theory
In reviewing these three groups of theories it is worth stressing again that no
claim is made for independence of each from the others. The new
institutional economics can be (and is) used to analyse outsourcing, which
we grouped under 'historical theories'. Dunleavy's bureau-shaping model
was developed as a critique of Niskanen's theory of bureaucratic motivation
but turned out to provide an explanation of Next Steps, which is explained
most often in managerialist terms.
We have noted earlier that most of the foregoing ideas form part of a body of
thought known as the 'New Public Management' (NPM).'* Stewart argues
that there is a danger of universalism:
the assumption that there is one way to manage all organizations, rather
than that the nature of the service and the conditions for that service
should determine the appropriate forms of management (1996, p. 36).

But the eclectic origins of NPM also bring tensions. Several writers have
pointed these out. The new institutional economics and managerialism are
the two different streams of thought that Hood (1991, p. 5) specifically calls a
'marriage of opposites' when they combine to form NPM. The former has
generated reform built on ideas of contestability, user choice, transparency
and incentive structures. Managerialism, in contrast, focuses on ideas of
professional management expertise as portable, paramount over technical
expertise, requiring high discretionary power to achieve results, and central
and indispensable to better organisational performance through improved
organisational culture and performance management (Hood 1991, pp. 5-6).
Aucoin (1990, p. 115) points out that public choice theory focuses on a need
to re-establish the primacy of representative government over the
bureaucracy. In contrast, managerialism focuses on the need to re-establish
the primacy of managerial principles over bureaucracy. As Gregory argues
(2000, p. I l O ) , 'freedom to manage', 'empowering' operators and managers in
public organisations implies a consequential 'disempowerment' of the
political executive. That disempowerment may also be attractive if it is
attended by an escape from accountability at the political level (Talbot et al.
2000, p. 2). Schick (1996, pp. 15-27), as part of his evaluation of the New
Zealand reforms, also identifies these same two sources of ideas. He states

l2 In the case of Next Steps, this is acknowledged officially. See Cunningham (1999).

that in New Zealand's case, the more distinctive the reform, the more likely it
is to have derived from new institutional economics (p. 19). He encapsulates
the difference between them thus:
The two converge in many aspects, but they have different roots and
point in somewhat different directions . . . The difference . . . parallels
the contrast between 'letting the managers manage' and 'making the
managers manage'. The former assumes that once managers have been
empowered, they will take initiatives that improve performance; the
latter questions whether managers will be sufficiently tough-minded to
make the needed changes unless they are prodded to act (p. 23).
These differences are more important than the unifying characteristics for
some authors. For example, there are some in the managerialist camp such as
Donaldson (1995 p. 184) who take great exception to theories deriving from
organizational economics because they contain a negative view of managers
as 'cheats and idlers and the like'.
Lane argues that, generally, public sector reform is orientated towards
improved outcomes and making savings (2000, p. 146). Indeed, saving costs
can itself be regarded as a species of improved outcome. Taking the reform
agenda as directed towards improved outcomes we end up with three
summary hypotheses to explain agencification. They can be summarised
thus:
External or large-scale forces such as globalisation of the economy are
driving a demand for performance improvements in all organisations.
This has led to a huge rise in contracting out in the private sector that is
simply being mirrored by agencification (and other techniques) in the
public sector.
Politicians are concerned to reassert their authority over the
bureaucracy. Recognising the structure of incentives facing their agents,
they have imposed new institutional designs to better align these with
political requirements.
The management environment has been freed to allow managers the
discretion they need to manage more actively. It has also been reshaped
to ensure that senior managers have responsibilities appropriate to their
skills and training, be it policy or administration. Alternatively (or
additionally) managers have sought to shape their bureaucratic

environments by creating separate organisations to undertake the less
prestigious service delivery component of public administration.
None of these three is an exclusive way of explaining agencification. Any one
or a combination could be true. For example, if external forces were exerting
an effect on a country's institutions, actions by of the sort listed under (2)
and/or those listed under (3) could be an observable consequence. Nor,
either, are the theoretically expected consequences of agencification wholly
distinct. All explanations attest to the belief that the department-centred
model no longer satisfies the organisational needs of government (Schick
2002, p. 33). Agencification is expected to yield better management, efficiency
savings and benefits from greater clarity of roles and purpose, once the
various parties' incentives -including the risks of provider capture -are
recognised. It risks loss of control, challenges to accountability and
additional monitoring and other transaction costs.
What is manifestly absent from the above is what might be termed a 'metatheory' of agencification. That is, a theory that explains not so much why
agency forms of organisation might have virtue or might be selected but also
why agencification has spread so widely and rapidly (Talbot et al., 2000,
p. 3). An adequate theory is not so much a technical explanation that sits on
the shelf like a tool until it is taken down and applied by its user. Rather, it is
a theory of that use. It explains why a number of users appear to have
reached for similar tools at roughly the same time. The question is: why
should a range of governments adopt a similar structural and organisational
option with enthusiasm in recent years?It is not satisfactory merely to point
to the creation of statutory and other 'arm's length' bodies over the years.
But that would not account for the contractual element that is an essential
part of agencification as considered here.
One possibility is coincidence but that seems extraordinarily unlikely. Hood
does point out though, that the apparent similarities between developments
in different countries may be only skin deep.
NPM may adopted by social democratic governments to give big
government a new lease of life by making it more efficient, and by
'business democrats' and neo-liberal governments as a half-way house
to privatization and a 'hollow state' (1995a' p. 169).

A second possibility is fashion or imitation. Ideas spread as much in public
administration as in business management (for example, the British Financial

Management Initiative and Efficiency Scrutinies had direct parallels in
Australia). Hood (1990, pp. 205-8; 1991, p. 6) contemplates fad and fashion as
a source of NPM's popularity. But, although he notes that NPM has 'many of
the necessary qualities for a period of pop management stardom' rejects it as
incapable of explaining the relative endurance of its precepts. He concludes
in favour of the emergence of NPM as a response to a set of special
conditions emerging in the developed countries at a particular point after the
Second World War and the subsequent period of economic growth. These
are (l)changes in income level and distribution, bringing greater taxconsciousness; (2) technological change and post-industrialism removing the
traditional barriers between public and private sector work; (3) professional
party strategists gaining greater clout, and (4) a more white-collar population
less tolerant of statist approaches in public policy. On the one hand this suite
might help to explain why NPM should emerge at that time under a variety
of auspices. On the other, it is unsatisfying insofar as it begs the question of
what caused each of these elements. It does not explain why the same point
should be reached by diverse paths, or strikingly similar arrangements
adopted in different jurisdictions. Moreover, as the trend in the private sector
towards contracting out shows, it may be prudent not to treat public
administration in isolation and seek a theory that can explain that movement
too.
We can advance here, at best, only a tentative general theory of
agencification. The single common element in all of this is a struggle to
maintain or assert control, usually in the face of complexity. The appeal of
the agencification option is that it places all the responsibility and burden of
'production' of certain outputs at a distance. Contracting out seems attractive
insofar as it simplifies the manager's task. Provided managers can specify
satisfactorily an output that can be purchased in the market they need not
worry about the detailed processes of production of that output. That can
become someone else's concern. If politicians suspect that they are subject to
capture by service provider departments, they can achieve better control
over their environment if providers are placed under 'contract' to produce
specified outputs and are judged and rewarded accordingly. Similarly, if
senior public servants prefer to concern themselves with prestigious policy
work, then it simplifies their environment if service delivery management
can be assigned to an identifiable professional management 'other', with
clear performance parameters. The long tradition of creation of non-

departmental bodies of various kinds then greatly facilitates the passage of
proposals to agencify.
This hypothesis also includes pointers as to when the creation of agencies
might not achieve such an objective. First, the services to be produced by an
agency may not easily be specified: that is, the outputs may be complex or
subject to change. In these circumstances it may be impracticable for the
work to be done by the agency to be managed 'at a distance'. The
purchaser/ policy-maker/ principal may need to become involved in detail.
Second, the performance of the agency in producing the required outputs
must be capable of being monitored and be monitored. Where there is
competitive production there will be an additional pressure on the agency to
perform well. These are, of course, no more than the mechanisms of control
for an outsourced or contracted operation. If the agency arrangement fails to
or ceases to confer the expected sense of control, then it seems likely that the
purchaser/policy-maker/principal will seek to take over its operations,
possibly by re-amalgamating it with its 'parent' policy organisation.

Chapter 4 International experience of
agencification

Introduction
The idea of using agencies in government is not new. Sweden, for example,
has employed an agency model for centuries (Toonen and Raadschelders
1997). It has long had an unusually clear division between policy-forming
functions and executive functions:
The ministries are small-on average totalling a few hundred employees each.
Their task is to prepare government decisions-to be the minister's staff
organs. Relatively autonomous authorities are responsible for the realization
of Government policy (Gustafsson1987, p. 184).

But in recent years, many governments have been creating agencies for the
delivery of services. Their spread has been rapid and wide (Talbot et al. 2000,
p. 3). This has been especially evident in English-speaking parliamentary
democracies and Western Europe. International organisations such as the
World Bank are said to have been promoting 'agencification' programs
strongly in developing countries such as Jamaica and Tanzania and in
transitional economies such as Latvia (Talbot et al. 2000, p. 3).13 The
popularity of the approach in comparable jurisdictions means that the
introduction of the Centrelink arrangements should not be an unexpected
change.
This chapter examines the introduction of agencies in jurisdictions other than
the Australian government, selecting New Zealand and the United Kingdom
for particular scrutiny. These two are the most prominent and are often

l3 However, the World Bank has also published a more sceptical view of the merits of agencies. See
Manning and Matsuda (ZOO).

imitated in other jurisdictions. They also seem most likely to be useful for
comparative purposes with an Australian example.14 This chapter seeks an
answer to the questions 'Why have these countries created agencies?' and
'What has been the result?' As with many questions of policy, decisions by
government to introduce a particular reform program can have many origins
and many effects. The particular phenomenon we are interested in hereagencification-can be just one part of a larger reform program and it can be
difficult, therefore, to distinguish uniquely within that program any
particular chains of cause and effect. Given the popularity of agencification
in various countries, one might suppose that a consistent rationale might
have been used, but, as the following discussion will show, this is not so.
Even so, this analysis should be instructive as it may provide some
predictions as to the possible consequences of agencification and, hence,
what might be observed in the Centrelink case. Indeed, Schick (2002, p. 35)
has argued that in assessing the agency model, one should pay less attention
to motive and more to effect. That is what the latter part of the chapter seeks
to do.

The New Zealand experience
RATIONALE FOR AGENCIFICATION

The changes to public administration in New Zealand since the mid-l
have been very substantial. In his evaluation of the reforms, Schick (1996,
p. 2) notes that its emphasis on managerial discretion and accountability
make it resemble reforms in Australia, the United Kingdom, Sweden and
other countries. However, New Zealand has gone much further than
elsewhere.15 Moreover, reforms to public administration are only a part of a
broader suite of reforms, which, according to their 'intellectual architect1,'6
has sought to redefine the state's role in the economy and social policy (Scott
1996b, p. 1).Indeed, Schick argues that only with a convergence of economic
stress, perceived failure in government performance, new political capacity
the imitators in the developing world have allegedly adopted agencies as a means of
seeking improved performance but with an underlying primary motive of achieving this only by
exempting these entities from government-wide limits on employee salaries (Schick, in the foreword
to Scott (2001)).

l4Some of

l5 Indeed, to note that New Zealand's reforms are more radical and comprehensive than any other

OECD country has become a cliche, according to Gregory (2000, p. 107).
M e n Schick refers to Graham Scott this way in his foreword to Scott (2001).

and exciting theories was New Zealand able to break new ground in the
management of public organisations (1996, p. 11).
Structural change to,government in New Zealand, including the separation
of policy-making from service delivery, is only one element in this range of
reforms to government management. These included:
moving purely commercial activities from departments into
corporations owned by the government;
privatisation of those corporations in commercially competitive
markets;
structural reorganisation of government administration to
promote efficiency through competition, providing clear goals and
performance mformation;

a management framework for central government service delivery
that centres on achievement of detailed performance objectives;
and
shrinking budgets (Scott 1996b).17

This is a complicating factor in the analysis of New Zealand reform. In the
literature, agencification is discussed very infrequently as a distinct issue,
separate from the many other reforms with which it was allied. This presents
analytical difficulties, for example, in discerning the particular outcomes of
this element of the reforms. However, the separation of policy advice from
the operational units responsible for the administration of that policy is first
on Scott's list in his account of the structural changes. Presumably, this is
because of their particular importance (1996b, p. 14).
Graham Scott was himself both one of the most influential intellectual
contributors to the reforms -probably the most influential -and a
practitioner, as he was a senior manager in a pivotal location in the New
Zealand Public Service. In his view, the New Zealand government saw
public sector management performance as a cause of New Zealand's
unsatisfactory economic performance (Scott 1996b). Further, he argues, the
government saw that weaknesses in government management were a block
to their own plans for change (1996b, p. 10). Therefore it launched a range of

l7 Presumably, Scott meant that shrinking budgets were a cause of reform or, at least, were a

phenomenon that reform was intended to accommodate.

initiatives directed first, at excluding government from activities it was poor
at managing, and second, at improving the management of those tasks that
remained the responsibility of government.
The year 1984 had been a watershed as power had passed to a new
generation of leaders. These comprised many universityeducated
professionals: 'Their approach to government was based on different ways of
thinking about the issues of government policy' (Scott 1996b, p. 10).18 That
different way of thinking was the bringing to bear of academic thoughtespecially the social sciences and, within that, economics in particular- to
the workings of modern government. The power referred to here was both
the formal power of political office as well as the power to influence political
decision-making in the formulation of policy options- the normal primary
sphere of influence of the senior public servant. As Schick notes (1996, p. 14)
the views held by 'economic mandarins' in the New Zealand Public Service
were also held by incoming ministers in the Labour government that had
taken power in 1984. He argues that this easy flow of ideas among senior
officials and political leaders influenced both the design and speed of
implementation of the reforms.
Managerial doctrine explains many of New Zealand's public sector
innovations, but only the use of the new institutional economics can explain
features such as recourse to contractualism and the emphasis on outputs.
Schick (1996, p. 17) attributes the ideas underlying the New Zealand reforms
to distinct bodies of theory and, to a more limited degree, to influences from
other countries. In particular, he too identifies 'emerging developments' in
institutional economics as a source of theoretical insight (see Chapter 3).
Scott himself admits (2001, p. 25) that theory and academic literature had
been an influential and positive feature of the reforms and had contributed
coherence in design.
Managerialist thinking was also important but does not get the same
prominence in discussion. Scott, perhaps a little contemptuously, states that
'while the business literature is generally not grounded in theory, it was
influential in the thinking of New Zealand's advisers' (1996b' p. 12). He
attributes this to a 'weight of evidence' and a 'widespread conviction' that
hierarchical systems of management control had caused failure in the private
l8 Scott attributes this explanation to Colin James.His view is shared- but lamented-by Michael

Pusey (1991) in respect of the Australian Government and, earlier, by Hugh Stretton (1987, p. 168) in
respect of the whole English-speaking world.

sector and were equally likely to be corroding the hierarchical institutions of
government. He states that 'there was nothing fundamentally different
between the private and public sectors when it came to the practical details
of more effective management' an essential idea in managerialist thinking.
The influences on New Zealand reform that Scott attributes to other
countries are primarily the British trend towards privatisation and
corporatisation and both British and Australian structures and procedures
for Cabinet-level decision-making that controlled expenditure (1996b, p. 13;
see also Scott et al. 1990, pp. 155-6). However, these seem to be of minimal
weight compared with that of the new institutional economics. Similarly,
Scott, Ball and Dale (1997, p. 361) in a contribution to an American journal,
do little more than hint at some influence flowing to the New Zealand
reforms from the U.S. General Accounting Office (GAO) planning cycle idea,
published in 1984. Again, the very brevity of the reference seems only to
emphasise how little influence overseas practice had on the New Zealand
reforms.19
American theorists may not always be aware of progress outside their own
country. Just over a decade ago Bendor (1990, p. 390) noted that the
application of principal-agent models to the political control of the
bureaucracy -public choice's favourite problem- remained in its infancy.
However, the New Zealand Government's advisers were by then using the
ideas of the new institutional economics in the development of the new
approach to government management. The first application of these ideas
was, however, to the performance and governance of government-owned
commercial entities. Indeed, it is relation to these that Scott emphasises the
issue of 'provider capture'. The previous New Zealand practice of making
strategic decisions at the central political level for major government-owned
commercial activities after drawing on advice from the organisations
themselves was, he argues, 'seen as a deeply flawed institutional structure
for assuring the ultimate owners of these businesses -the taxpayers -that
resources were efficiently used' (1996b, p. 12). The flaw arises because some
people have better access than others do to information or a better capacity to
gather it (Scott et al. 1997, p. 360). He attributes this to the transaction costs of
obtaining the information. Those with better information have a resulting
capacity to influence public policy in their favour at the expense of wider
l9However, in this particular article Scott, Ball and Dale do acknowledge that contemporary

institutional economic theory had been developed, 'for the most part, by American theorists' (p.359).

interests. Scott et al. note that 'the capture of policy and resources by the
public institutions that are involved in the delivery of services is a subset of
public choice problems' (p. 360).
Scott argues that institutional economics also had an important role in the
design of the framework of management for central government
departments (1996b, p. 12). However, he does not explicitly connect it to
agencification. Rather, he refers- somewhat obscurely -to the problems of
contracting for performance and of controlling transaction costs, which were
being exacerbated by the absence of numerical measures of output.
Therefore, the framework to be adopted needed to be results-oriented
without assuming that precise measures of output would be available.
Notions of culture and leadership were important to such a framework.
However, he does not show how this was translated into any particular
organisational principles. He does go on, in a separate set of remarks about
public choice theory, to assert very briefly that that body of theory was
influential in thinking about redesigning public administration.
It seemed plain that there were problems of 'provider capture' in major
areas of public service provision, and various frameworks were
proposed to correct these through increased transparency, changing
organizational structures, and contestability in the provision of services
(1996b, pp. 12-13).
Scott goes on to admit that while the theoretical perspective helped in the
development of new approaches, it was 'scarcely necessary in order to
observe the problems of the traditional approaches' (1996b, p. 12). Thus
agency theory seems to be useful to help understand and identify
analytically problems that can arise in designing organisational
arrangements. However, it is not as immediately clear what specific policy
prescriptions flow from it beyond the 'scarcely needed' indication that the
risk of provider capture should be controlled. Indeed, Boston et al (1996,
p. 21) are less than convincing in identifying where agency theory is useful,
citing only the somewhat idiosyncratic case of contracting out law
enforcement, where selecting a suitable provider and monitoring
performance seems especially problematic. Nevertheless, they too argue that
agency theory played an important role in New Zealand in fashioning
policies related to institutional design and governance arrangements (p. 27).

There seem, however, to be no documented accounts of the 'provider
capture' that the New Zealand reformers' identify as a central problem.
Indeed, Scott's words (cited above) were simply that 'lt seemed plain that
there were problems of "provider capture"' (emphasis added). As a senior
public servant at the time of the reforms it could be argued that he was wellplaced to make an assessment. The point remains, however, that that
assessment is always asserted rather than substantiated.
The New Zealand Treasury -of which Scott was then secretary - is generally
attributed primary responsibility for advocacy of the ideas behind the
changes to public administration in that country in the late 1980s and early
1990s (Boston et al. 1996, p. 3). In the 1970s it had invested heavily in the
'advanced education' of its future leaders (Schick 1996, p. 14). This
investment was now yielding results. In particular, the central features of the
'New Zealand model' were set out in what Schick (1996, p. 18) calls an
'extraordinary Treasury brief' to the Labour government in 1987, Government
Management. Among the central components of the model, as distilled by
Boston et al. is:
The institutional separation of commercial and non-commercial functions; the
separation of advisory, delivery, and regulatory functions; and the related
separation of the roles of funder, purchaser and provider (p. 5).
Boston et al. distinguish between the functional and sectoral models of
government. The functional model is one in which the tasks of policy advice
and implementation are generally carried out by separate organisations. The
sectoral model, in contrast, combines advisory and delivery functions,
vertically integrated in the same organisation (1996, pp. 69-70). They argue
that the New Zealand approach to institutional design has brought it 'much
closer to the Swedish model'- that is, the functional approach to structure.
They go on to say that 'the gradual rejection of the sectoral model has been
one of the most significant shifts in administrative doctrine since the mid
1980s, especially in New Zealand.'
Government Management begins with a very brief, highly sigruficant-but
rather abstract-assertion: 'Incentives matter'. The problem posed by the
brief is that:
People will pursue their own ends, and their own interests. This is not to deny
that many people act altruistically for much of the time. But if even only a
relative few act opportunistically all the time, and most act so occasionally,
then the problem remains. Various policies will generate incentives which will

encourage individuals to see their interests in different ways. Well designed
policies will align the interests and actions of individuals with those of the
nation (New Zealand Treasury 1987, p. 2).
It goes on to concede that design of efficient and effective institutions is
difficult. Above all else, it argues, careful consideration must be given to 'the
way in which incentives can be designed to ensure that the objectives of
managers and other employees are aligned with the institution's objectives'
(P. 3).
The brief proceeds to analyse the public sector. A crucial element in assessing
the effectiveness of any management system, it argues, is 'an analysis of the
way in which the actions of those responsible for decisions are conditioned to
meet the aims of those in whose interests they act' (pp. 54-55). It then
proceeds to analyse major issues in the public sector, in each case examining
the current system, how well it works and making suggestions for reform. In
discussing the structure of government (pp. 72-79) it concludes that:
In fact, there are a number of reasons for believing that the current structure of
government activity may yield inadequate outcomes. Managers face
conflicting objectives. They tend to be responsible for policy advice
concerning their sectoral responsibilities, for the implementation of policy
decisions and for ongoing operations within that framework. This can lead to
often expressed confusion about 'clients1-the Minister to whom advice is
being given, on the one hand, and the particular group receiving goods and
services from the department's production operations, on the other (p. 75).

Thus, as Schick (1996, p. 29) records, the 'decoupling' of policy advice from
service delivery was based on a concern that opportunistic service providers
may capture policy-makers (including the minister) by selectively feeding
them information. But, as before, the contention that managers face
conflicting objectives is not supported by any reference to empirical material.
As Schick argues, the deficiencies alleged by the brief to exist in New
Zealand government are deduced from the logic of institutional economics
and not from the systematic study of public organisations.
The conclusion in the relevant section of Government Management on
'Suggestions for Reform' is that
greater clarity of objectives is the key principle which must underlie any
reform if management is to be improved: structural reforms are an important
step in achieving this. One such reform would be the separation, in different
agencies, of responsibility for the provision of policy advice, regulatory and
funding activities, and operational activity (p. 76).

This is the documentary point of origin for agencification in New Zealand.
Such a separation, it argues, would enable the objectives of managers to be
specified a great deal more clearly than occurs at present and would enable
the performance of agencies to be more readily assessed. In particular, such a
separation would reduce the tendency to 'producer (or provider) capture'.
That is, it would reduce the capacity of government departments to influence
government decisions in their self-interest, which may not be the same as
their principals' (ministers') interests. Schick (p. 18) notes that the entire brief
is especially focused on this form of opportunism-the capture of an
organisation's policy-making apparatus by service providers. Indeed, the
official material on the initial reforms is centrally concerned with the
perceived problem of capture (Laking 1999, p. 2). According to Scott,
administrative agencies are still expected to provide advice and their
practical experience is valued. However, it was 'undesirable to have the
Government's advice on policy and resources coming primarily from parties
with a direct interest in the [corresponding] service delivery' (1996, p. 14).
The remarks by Scott cited earlier (1996b, pp. 11-13) suggest that the first
interest of the reformers was in inhibiting provider capture by governmentowned commercial entities. However, the model was extended to core
government as well, perhaps because, in the reformers' view, no clear
dividing line could be distinguished.
Making a distinction between owner and purchaser interests was also a part
of the New Zealand reforms. Scott et al. (1990, p. 156) regard it as a 'rather
obvious fact' that governments both (i) purchase goods and services from
their departments of state and (ii) own those departments. Although they
note that 'the ownership-purchaser distinction emerged from the finance
literature in conjunction with consideration of appropriate governance
arrangements for the state's commercial activities', they see their application
of this distinction to the core functions of government as novel (1997, p. 366).
Thus another consequence of analytical scrutiny of roles and interests in
New Zealand government was the decision to distinguish formally between
the government's purchase and ownership interests in its departments of
state.
The important issue here is that ownership and purchaser interests can be in
tension. Good performance from the perspective of an owner will comprise a
satisfactory return on investment and maintenance of capital. Ownership of
assets leads to an interest in maximising the rate of return and therefore, to a

tendency to seek higher prices. Better returns imply higher prices unless
demand is so elastic that a price increase greatly decreases that demand. But,
on the other hand, the government's interest as a purchaser of the goods or
services produced will be satisfied best by obtaining the lowest possible
prices (Scott, Bushnell and Sallee 1990, p. 156). This tension is resolved,
according to Scott et al. (1990, pp. 156-7) if the government can purchase
from the department at the same price as it would pay the best alternative
supplier. In the light of this price, applying 'the normal accounting ratios'
such as return on funds employed could test its ownership interest. The
ultimate test of satisfactory performance in this view comes from the
application of contestability, either between public sector organisations and
the private sector or, where the service must be supplied by the public sector,
contestability between or even within an organisation. The worst potential
outcome, in the analysis of Scott et al., is where, because there is no
competitive basis for analysis of performance, departmental efficiency cannot
easily be assessed.
The distinction between purchaser and owner interests may seem clear at a
primary and abstract level. However, some academics have doubts, at least
in certain cases. Boston et al. (1996, p. SS), in their summary evaluative
comments of the 'new order' in New Zealand, comment that the idea of
institutional separation of the Crown's ownership and purchase interests is
of dubious wisdom when the Crown is principal purchaser. This is because
the two interests are, in these circumstances, strongly interdependent.
OUTCOMES IN NEW ZEALAND

Boston states that it is difficult to demonstrate precisely what has improved
as a result of the systemic changes (2000). Gregory has argued that not only
is it very difficult to draw an objective and conclusive assessment of the
reforms but that most assessments are essentially ideological (2000, pp. 107S). This does not inhibit assessments from taking place. However, they are
limited by the 'dearth of published research data and solid evidence' (noted
by Boston et al. in 1996).20 Scott et al. (1997, p. 371) also state that there had
been few independent empirical studies to evaluate the record, although
there had been numerous commentaries by public management experts.
Schick conducted the most substantial review in 1996. But even after the
20 However, Boston et al. (19%) could itself be regarded as an authoritative exposition of the New

Zealand model as it was in 1995 (Wishich 1998, p. 186).

publication of Schick's report (1996) the New Zealand State Services
Commission stated that, although a great deal had been written about 'the
New Zealand Public Management Model', there had still been few
systematic and empirical evaluations of its effectiveness (1998, p. 4). Scott
(2001, p. 363) points out that any broad-scale assessment is inherently
difficult not least because of the absence of a counterfactual or benchmark.
A dearth of evidence and bases for comparison presents no difficulty in the
review of the New Zealand reforms for the State Services Commission
conducted by James (1998). He describes the agencification component of
those reforms in the following terms:
State servants were restrained from rent-seeking by separating the
provision of services (a 'business' or quasi-business) from funding of
them, and putting the two on either side of a contract specifying what
the taxpayers' money was buying (James1998, p. 2).

Thus, we are invited to conclude that this change must have solved the
problem of provider capture. This is clearly inadequate; it is saying no more
than that the problem identified in earlier theoretical analysis must now have
been removed as the prescriptions of the same theory had been
implemented! James concludes that the reforms begun in 1988 did 'refocus
energies and open up room for creative policy development and better
directed service delivery' (p. 6). But those reforms were one step. What he
now sees as necessary is not a new status quo but continuous improvement
and an environment that ensures it remains continuous. He offers no further
comment on the separation of policy-making and service delivery.
Although Boston et al. (1996, p. 27) find that in New Zealand the specific
influence of transaction cost analysis is harder to discern than that of agency
theory, most commentators on the outcomes of the reforms discuss the
transaction costs associated with relationship management. In his review,
Schick noted that although some managers he interviewed estimated that the
reforms had produced annual efficiency gains of 10 per cent or more, some of
these gains may have been absorbed in the transaction costs of negotiating
agreements and monitoring compliance (1996, p. 5). Goldfinch also argues
(without empirical support) that 'decoupling departments [has] involved
sigmficant increases in transaction costs' (1998, p. 138). Such increases in
costs are attributed to contractualism, either because of the substantial
additional reporting on performance or other accountability requirements

entailed (Schick 1996, p. 83; Goldfinch 1998, p. 129) or through
contractualism seemingly becoming something of an end in itself, consuming
huge amounts of time and effort (Gregory 2000, p. 113). Scott maintains, on
the other hand, that in an integrated organisation (that is, one which has both
policy and service delivery functions) 'agency costs are likely to be high by
comparison with the disaggregated form because of difficulties in striking
and monitoring contracts' (1996b' p. 18). In the disaggregated organisation,
the costs of establishing, monitoring and enforcing contracts are, of course,
comparatively explicit. Such costs become obvious to the manager of the
purchasing agency in particular. In contrast, agency costs are much less
likely to be explicit within a single hierarchy with multiple objectives (such
as policy development and service delivery). However, there is no empirical
evidence on these costs, still less any basis for comparing them with any
equivalent processes under the previous arrangements. More recently, Scott
(2001, pp. 201-2) has acknowledged that there is a 'theoretical cost in the
specification of performance that optimises net benefits.' Beyond this point,
the additional effort generates increased transaction costs and a deteriorating
system. He insists, though, that there is no systematic evidence to suggest
that departments have reached this point and there were some studies by the
State Services Commission to suggest that some departments were well short
of it.
Accountability has received a great deal of attention in relation to the New
Zealand reforms. Schick notes how accountability was designed into the new
system at the outset and the system's most distinctive features are the result
of concern for full accountability for results (1996, p. 73). Taking it seriously
is a 'triumph of New Zealand public management' (p. 87). But he calls it
'accountability by specification' (p. 84). As noted above, Schick finds that this
approach to accountability entails substantial transaction costs, although
they are 'arguably' lower than the corresponding costs of the former 'input
controls'. Schick's essential criticism is that accountability under this model
focuses on output production. Two related problems follow. First, this focus
detracts from a focus on the effectiveness of programs-'outcomes'.
Outcomes are regarded as a matter of political judgement. They can also be
the product of the efforts of several organisations and, as argued by Boston et
al. (1996, p. 281), 'contracting-out to a host of single-purpose entities in a
competitive market tends to encourage separateness rather than
interdependence' where functional interdependence is essential to overall
effectiveness in public management.

The second problem of the output focus is that accountability by this
mechanism has more to do with purchase than ownership. Schick asks:
Should purchasers and producers be institutionally separated so as to
facilitate truly independent decisions by the government on what it buys
and spends, or should the two sides strive for a cooperative relationship
that recognises their joint interests? (p. 74).

Separation means accountability for overall capacity and future capability of
a department is diminished. Moreover, Schick notes that many ministers are
discomfited by the 'quasi-adversarial' nature of seeking the best possible
deal in purchasing non-contestable outputs and they have preferred instead
to maintain a closer, less formal relationship with chief executives.
Formalism has its costs, as Schick neatly puts it:
In other countries, certain actions and outcomes fall between the cracks
of the accountability system because managers are unsure of what they
are responsible for; in New Zealand, they sometimes fall between the
cracks because managers know precisely what they are responsible for
(P. 73).

Thus he contrasts accountability with responsibility. The former relates to the
contract; the latter to a sense of personal commitment to public service. The
former links to outputs and those things that can be counted; the latter is
associated with outcomes and those things that are harder to measure or be
certain about.
Most other views of the effect of the New Zealand reforms on accountability
echo Schick's views. Goldfinch expresses concern that 'decoupling' has
eroded accountability, citing the Cave Creek disaster, which is often referred
to in this literature. But Gregory points out that it is plausible to argue that
state sector managers are now more accountable than before, if the measure
of accountability is the existence of formalised performance-setting and
assessment regimes. This greater accountability is facilitated by the
deployment of a huge (and costly) procedural apparatus, which also allows
'freedom to manage'. He concludes whereas accountability should be clearer
than before, the disaster at Cave Creek demonstrated that accountabilityunderstood as 'responsibility' -is evaded and, overall, little has changed.
Scott et al. maintained in 1997 (p. 372) that 'improved policy advice had
flowed both from elimination of barriers to sound, independent advice (e.g.,
through bureaucratic capture)' and from improved clarity concerning

outputs and outcomes. Again, they provide no empirical evidence or source
for this conclusion. Indeed, Scott's 1996 account argues merely that 'the
separation of funding, purchasing and provision of services leads to
observable changes that are thought to promote better management (1996b,
p. 18, emphasis added). Nevertheless Scott still emphasises the importance of
establishing new institutional frameworks for the carrying out of those tasks
that remain the responsibility of government. Such frameworks needed to set
objectives, to strengthen managers' incentives to achieve those objectives and
to use resources efficiently, and give managers the freedom to manage, but
with tight accountability and monitoring and reporting on performance. This
echoes Government Management very strongly. Scott adheres to his belief that
new institutional frameworks are essential to what he calls 'performancedriven organisations, whether in the private or public sector'. But, he
concedes, they are necessary, but not sufficient conditions for effective
organisations:
In government institutions, the crucial additional factors are the capacity
for effective strategic policy formulation ... and the leadership skills of
top politicians and their professional advisers and managers (1996b,
P. 1).

This account appears to recognise ex post the criticism that the New Zealand
Public Service had lost strategic capacity as a result of the reforms. Indeed, it
according
~
to Boston and Pallot (1997, p. 385),
was evident by the early 1 9 9 0 ~
that the change to a more decentralised system of public sector management
together with a heightened emphasis on vertical accountabilities (most
obviously between chief executives and ministers through performance
contracts) was intensdying problems of horizontal co-ordination among
government organisations. A review of the reforms conducted by Logan in
1991 concluded: 'Some ministers believed that the reforms had adversely
affected elements of the collective interest. . . and advocated greater
collegiality among departmental chief executives as a means of redressing
this' (p. 385). Many departments were dissatisfied that their focus had been
reduced to production of outputs (as opposed to outcomes). This had
lessened the need for them to think about why things were being done.
Indeed, Schick refers to a 'characteristic weakness' of the reforms as the
'persistent difficulty in specifying outcomes (as opposed to outputs) and the
government's ownership interest.' By 2001, Scott himself was prepared to
admit that in policy skills in many New Zealand agencies are 'not up to the
demands of the sectors in which they operate' and that at a strategic level,

the record of thinking 'has been inadequate as a whole' in comparison with
world benchmarks.
Laking (1999, p. 10) argues that one of the key criticisms of New Zealand
approach is that outputs are simply the wrong thing to specify. This is
because public managers should be concerned with the production of things
of public value, and these are measured by outcomes, the ultimate impact on
the citizen. The difficulty, of course, is that outputs (usually the delivery of
services) are more easily specified and more directly attributed to managers,
providing better accountability.
Partly because of this lack of focus on public value, the State Services
Commission developed concerns about deficiencies in the way performance
requirements were specified in agreements between chief executives and
ministers (Boston et al. pp. 388-9). In particular, they lacked specificity and
performance was therefore difficult to assess. Scott's view in 2001 seems to
agree with this:
Looking back, I think that the policy ministries should have taken a
more active role in assisting ministers to establish and monitor the
performance requirements for the delivery departments than they have
commonly done (2001, p. 21).
Because of this difficulty in assessing performance and the concern that
ownership interests were not being focused upon adequately, the SSC
developed the concepts of Key Result Areas-objectives to be achieved by
each CEO during the year. These were to be linked to Strategic Result Areas,
an expression of the broad vision of the government generally running
across portfolios. The introduction of these arrangements could be seen as a
corrective to any loss of outcomes focus that the first phase of reform had
brought about and as new major reform in itself.
The State Services Commission's own, lengthier assessment of the state of the
New Zealand Public Service (1998) does not deal square-on with
agencification. Although it is based on separate survey work it draws
substantially on Schick (1996) for relevant conclusions. In particular, it
repeats Schick's conclusion that a government's interests as purchaser and
owner tend to pull ministers in opposite directions: the former towards a
short-term focus on least cost and delivery of outputs; the latter towards a
longer-term focus on cost-effectiveness and organisational health and
strategic capability to deliver future outputs (p. 9). Moreover, the SSC paper

goes on to cast doubt on the marketplace model implicit in distinguishing
purchaser from provider:
The model is that of the marketplace: buyer and seller haggling over
price against a backdrop of competitive supply, discriminating demand,
efficient price, symmetrical information and minimal transaction costs.
Experience has shown, however, that none of the model's conditions can
be reliably satisfied, even in a weak form, in the NZPS. The market for
NZPS outputs is characterised by monopoly supply, compliant demand,
arbitrary price, asymmetry of information and time horizon, and
sigruficant transaction costs (p.10).
It goes on to state, baldly, that 'The concept of an efficient market
fundamentally misrepresents the nature of NZPS production and exchange'.
Schick had raised the question of whether purchasers and providers should
strive for a co-operative relationship that recognises their joint interests
(1996, p. 74). However, the SSC paper, rather than continue to question the
analysis on which the reforms were based, seems to blame ministers (gently),
saying that few had chosen to be 'energetic purchasers1 and few had
employed purchase advisors or sought alternative suppliers. The SSC does
not presume to offer instruction or any corrective to ministers' apparently
disappointing behaviour. Rather, it seeks solutions in the sources of official
information from which ministers derive their knowledge of what is going
on. Specifically, it notes that despite the proliferation of available
documentation on the allocation and consumption of public resources, 'it is
difficult to see what a government spends its money on and whether it gets
value from that expenditure' (p. 11). After hinting that the requirements of
accounting standards may obscure the economic realities, the SSC offers little
remedy except to suggest that a properly-designed executive information
system could provide both a better balance between purchase and ownership
interests and between accounting convention and economic reality.
The SSC 1998 review considers the effects of the introduction of chief
executive performance agreements, which it describes as 'the cornerstone of
the decentralised management system'. However, the SSC goes little beyond
repeating Schick's observations about the cost and rigidity introduced by the
elaborate processes for annual renegotiation and review. These are that the
short-term focus tends to place undue attention on short-term priorities at
the expense of more important but less pressing concerns.

Moreover, they encourage excessive specification of activities and
results, for reasons of easier later assessment of performance linked to
performance pay. This is at odds with the fact that the role of chief
executive is beset by unpredictability and the leadership task is one of
exercising judgement as circumstances unfold and choosing among
priorities and options. Excessive specification tends to drive out risktaking, and with it innovation and discovery (p. 11).

There is an opposite problem to excessive specification and that is underspecification. Graham Scott noted at a seminar in Canberra on the New
Zealand reforms in 1996 that one assumption made by the reformers and
which practice proved somewhat awry was that ministers actually knew
what they wanted, a problem that has been recognised by others (Althaus
1997, p. 145).
It is worth examining the most directly comparable organisation in New
Zealand to Centrelink in Australia, WINZ (Work and Income New Zealand).
WINZ -formally the 'Department of Work and Income' (DWI)-was
responsible for delivering social security payments to all social security client
groups and employment services to unemployed people. WINZ was
established in October 1998 with the merging of the former Department of
Social Welfare's Income Support Service and the Department of Labour's
Employment Service and Community Employment Group. It operated under
a purchase agreement with the Minister of Social Services and Employment
with policy direction and monitoring provided by the Ministry of Social
Policy and the Department of Labour (Devereux 2000).
During 1999, WINZ became the subject of public and parliamentary criticism
over inadequate levels of service for some client groups and a number of
controversial corporate expenditure decisions. This led, following a change
of government, to a review led by Don Hunn, a former State Services
Commissioner. In commenting on the structural arrangements, Hunn
concluded that:
The departmental form was preferred to that of the Crown entity but it
was to include some of the trappings which are associated with the
latter and its closer affinity to the corporate business model. It was also a
department with a difference, being almost exclusively confined to
service delivery and subject.. . to the direction and review of the
departments from which it had sprung (Hum 2000, p. 27)

The report of the review (May 2000) concluded, among other things that the
merging of the two organisations that had formed WINZIDWI had been
rushed and change had not been well managed. It had been seen as more of a
'takeover' by one of the parties than a merger. The 'high performance'
business culture had created widely-resented workload pressures for staff.
The competitive nature of this culture gave it an overly inward focus and
caused it to fail to acknowledge common interests and a shared set of values
with other public service organisations. There was also a 'mismatch' between
its formal focus on reducing unemployment and the fact that the bulk of its
work derived from managing income support services.*'
The New Zealand government, in its response of 20 June 2000 to the Hunn
Report, stated that it expected DWI, among other things, to:
improve collaboration and consultation with key government agencies;
modify corporate and business language (clients were no longer to be
called 'customers');
to revise performance indicators to ensure consistency with the
purchase agreement and publish performance indicators and results on
the Department's website; and
to ease workload pressures (Jobsletter 2000, Devereux 2000).
Scott had cited the Ministry of Social Policy-WINZ arrangement as an
example of one of the reform principles at work. After the Hunn Report his
view was that 'time will tell' if it would work (2001, p. 87). However, there
was little time left for the agency arrangement. In April 2001, the New
Zealand Government announced that the Ministry of Social Policy and State
Services Commission had been directed to prepare structural and
organisational options for a new Ministry of Social Development. Minister
Maharey said that the decision was to 'refocus the Department of Work and
Income into a Ministry of Social Development and part of a wider review of
the effectiveness and efficiency of structures within the public service'
(Maharey 2001). DWI and the Ministry of Social Policy would come together
on 1October 2001 to form a new Ministry of Social Development (MSD) with
the goal of better integration and quality of advice and better co-ordinated
services (Ministry of Social Development 2001). Palmer commented in a
public radio interview:

21 Hunnls views are interpreted by Scott (2001, p. 87) as WINZ having had 'a difficult beginning'.

Don Hunn's famous remark about WINZ was that it was a Department
without a Brain. It carried out administrative duties, but it did not have
policy capacity. That is probably not a good thing in the area of social
policy, and I think it was a mistake to have set it up in that way.22

On 16 August 2001, the New Zealand State Services Minister, Trevor
Mallard, announced terms of reference for a review of the public service.
This would examine, inter alia, review will include such questions as:
whether some activities of crown entities should be performed
departmentally;
the policy/ operations division questions; and
whether there are unnecessary compliance costs resulting from very
legalistic contractual approach.
According to one commentator, the review is due to a lack of trust between
ministers and the public service. The relationship generated by contracts, the
basis for government-public service dealings since 1988 needs to be
supplemented by greater personal trust. State Services Minister Trevor
Mallard is said to want to move beyond the contract system to a more fluid
'relationship-based' arrangement (C. James 2001).
The review of the centre concluded that an important issue was
fragmentation and the loss of focus on the big picture that fragmentation can
cause. It attributed this directly to a proliferation of agencies. It made a
recommendation to reduce structural fragmentation in the State sector by a
careful process of structural consolidation (Ministerial Advisory Group
2002). It seems possible that the era of agencies, if not in decline, is at a
turning point in New Zealand.

The United Kingdom experience
RATIONALE FOR AGENCIFICATION

According to Foster and Plowden (1996, p. 148), public bodies in the United
Kingdom have been of every kind and description. As the state grew in the
twentieth century, a profusion of them developed for which no typology was
22 Interview between Sir Geoffrey Palmer and Clare Sziranyi, 'Nine to Noon' public radio broadcast,

httv://www.chenvalm.co.nz/subi.asp?mID=135

ever satisfactory. Prior to Next Steps there were between 1000 and 5000 nonDepartmental public bodies, state-owned enterprises and health service
providers in the UK (Manning and Matsuda 2000, p. 1).Foster and Plowden
identify the growth of quangos as a symptom of ministers' attempts to
increase the span of government without increasing their own workload. The
Thatcher government, when it came to power in 1979, sought to reduce the
number of quangos. However, Foster and Plowden argue that the
government seemed to have come full circle when, by 1988, it began to create
executive agencies under the Next Steps reforms. These agencies were semiautonomous bodies within departments, separate bodies that were 'in the
interests of better management in central government itself (p. 148).
Next Steps can be seen as a reversion to the principles of administration put
forward by Woodrow Wilson in the late nineteenth century. Wilson was
concerned above all else to promote efficiency by stamping out patronage
and reducing waste and overlap. In addressing these perceived problems of
his era, he was convinced that the separation of politics from administration
was a crucial prescription for good government (Painter 1988, p. 83,
Common 1995, pp 136-7). But we need to be aware that Wilson did not
necessarily see a policy-administration split as an optimum institutional
design; rather, it was a technique for addressing the issues of his day.
Next Steps can also be seen as a logical progression from the
recommendations of an earlier report (the Fulton Report of 1968), which
recommended the 'hiving off of operational elements of the civil service. Sir
Peter Kemp, a major actor in the implementation of the reforms, regards
Fulton as the 'customary starting point for those looking at this modern
revolution' (1990, 186). By one account, the idea had merely 'incubated' for
nearly a decade before being implemented (Armstrong 1997). The Fulton
Committee had seen the separation into ministries and executive agencies in
Sweden and were 'much impressed by it' (Fulton 1968, p. 61). Sweden long
ago separated operating agencies from policy ministries to promote
professionalism and political neutrality in the public service (Schick
1996, p. 30). The Fulton Committee specifically recommended 'an early and
thorough review of the question of "hiving-off"' (p. 201). The Committee's
rationale was:
It has been put to us that accountable management is most effectively
introduced when an activity is separately established outside any
government department, and that this solution should be adopted for

many executive activities, especially the provision of services to the
community (Fulton 1968, p. 61)

In practice, a fear developed that this 1960s move for 'hiving off' was leading
to unaccountable 'quangos' being established. In the 1980s 'hiving off' had
come back in a new guise and even the name 'Next Steps' suggested
continuity with history (Whitehead 1999, p. 1). The introduction of executive
agencies under the Next Steps initiative can also be seen as the fulfilment of a
more recent reform, the Financial Management Initiative, the initial wave of
managerialist reform in the British civil service (Walsh 1995, pp. 186-7).
Regardless of the historical context, Next Steps is regarded as a major
change. The program has been characterised as the most sigruficant change
in structure of the Civil Service since the reforms following the NorthcoteTrevelyan report of 1854 (Cabinet Office 1999, para. 56). The reforms flowed
directly from a report to the Prime Minister (then Mrs Thatcher) that had
been prepared by the Efficiency Unit under the supervision of Sir Robin Ibbs.
The Report was called Improving Management: The Next Steps ('the Ibbs
Report'; Efficiency Unit 1988, p. 33). It was concerned with 'identifying the
fundamental changes needed to achieve a further step forward in the
delivery of services and the management of government' (p. 15). After
claiming that the management of government business was 'much improved'
as a result of initiatives taken since 1979 (under the Financial Management
Initiative and other programs -see Zifcak (1994)) it argues that there is still a
'long way to go'. Most particularly, it laments the lack of a sense of urgency
in improving services but states that there is wide agreement that this
'depends heavily on changing the cultural attitudes and behaviour of
government so that continuous improvement becomes a widespread and inbuilt feature of it' (p. 1).
The report is clearly focused on making structural reforms. But these are
expected by the authors to bring the changes needed in attitudes and
behaviour and with them progressive improvement in performance. The
implicit idea is that individual performance of civil servants is the variable
that must be manipulated to achieve improvements in civil service
performance. Indeed, the single-paragraph introduction to the Next Steps
r.eport itself focuses on human factors in achieving management
improvement. However, the subsequent argument is that this could and
should be done by manipulation of important structural variables. Indeed,
structural issues are the more salient in a retrospective view from 2001

(Cabinet Office 2001a), which holds that the Civil Service was previously a
large monolith governed by a body of centrally laid down rules, even though
it was too big and diverse to be managed as a central entity. This allegedly
led to a focus on error-avoidance rather than improving results, a familiar
diagnosis from a managerialist perspective.
The Next Steps reforms are often represented as being completely
atheoretical. For example:
As with New Zealand, this division [between agencies and departments]
can quite easily be framed in terms of principals and agents. A distinct
and remarkable difference, however, is a lack of reference to the
theoretical agency model, either by the authors or in the literature that
has burgeoned since the report's publication. No one identified the use
of agency theory, let alone challenged its application to the civil service.
Indeed, according to one of the Next Steps authors, Kate Jenkins, no
theory and no models were used at all (interview 1994) (Althaus 1997
p. 140).

The comparison with New Zealand seems irresistible. De Laine quotes an
unnamed British official as saying, in 1993:
The striking point between us and New Zealand . . . is if you ask people
in this country to have a discussion with you about the application of
principal/agent theory to their organisations they'll sort of say 'What?
If you ask them what do they think about Next Steps they'll probably
say 'Well that's quite a good idea.' So it's not at all clear what's the
intellectual and theoretical basis for what's being done.

Indeed, Boston (1995, p. 167) remarks that one of the most notable features of
the Next Steps reforms from a New Zealand perspective is 'the absence of
any serious attempt on the part of the Government or its advisers to justify
their policy proposals on the basis of a coherent and comprehensive
theoretical framework'. Boston, too, notes that the key documents outlining
the rationale for Next Steps are devoid of any reference to theoretical issues,
either from traditional organisation theory or the new institutional
economics.23 Even more remarkable is that some of the reformers see this
atheoretical approach as a virtue. Diana Goldsworthy, a member of the Next
Steps Project Team, is said by Boston to have commented that courses held

One can imagine that New Zealanders find it frustrating when overseas academics can, nevertheless
refer to 'the British-New Zealand model', such as in Kettl(1997, p. 453).

by the Project Team concentrated on 'developing practical solutions rather
than indulging in theorising.'
A total lack of theory is, of course, quite implausible. It may be true that the
Efficiency Unit, in the conduct of its work, made no explicit reference to
formal models or theories of organisation or administration. However, it is
quite another to contend that no theory was used at all. Theories, as noted
earlier, are no more than an expression of our understanding of how the
world works (Harre 1972, p. 168) and the Next Steps report itself is replete
with them.
In favour of an underlying theory, Greer (1994, p. 17) contends that 'Next
Steps is, albeit unconsciously, clearly grounded in history and in theory.' She
goes further and specifically suggests that the ideas behind Next Steps (again
unconsciously) 'clearly draw on microeconomics' agency and public choice
theories.' Considine too, (2001, p. 12) refers to Next Steps as 'enacting one
notable form of principal-agent separation.' More careful writers have noted
that the new institutional economics appears to offer an intellectual
antecedent to all processes of agencification (Common 1995, p. 139). But
Common also concludes that it was only a matter of conjecture whether the
Efficiency Unit saw agencification as a solution to bureaucratic capture.
Indeed, Greer's contention is difficult to substantiate and there is like
evidence to support it. This is not say that all in the UK polity are unaware of
relevant economic theory. Stewart (1996, p. 33) quotes former Conservative
government minister William Waldegrave (1993, p. 4) as saying that, in the
traditional organization of public services, the citizen's control over services
'was routinely subverted . . . by producer interests.' But this remark was
made well after the event of creating Next Steps. There is no evidence that
the Efficiency Unit, when it came up with Next Steps, saw agencification as a
solution to self-seeking behaviour by either bureaucrats or politicians.
The actual findings of the Ibbs Report, addressing the problems of the late
1 9 8 0 ~are
~ narrow in scope and centre on the following single idea. Senior
management largely comprises policy-makers who are centrally concerned
with the priorities of ministers and the demands of Parliament. However, 95
per cent of the Civil Service is concerned with government service delivery.
Service delivery has its own substantial management challenges, but those
who are responsible too for policy are unlikely either to have the relevant
management skills or to give service delivery adequate attention (pp. 3-5).
Kate Jenkins, who was one of the authors of the Ibbs Report, states in her

own account that the role of the senior civil service was at the heart of the
matter:
In the 1980s, those at the top had been selected and trained as traditional
mandarins. . . For many of them the skills, style and language of
management were incomprehensible and irrelevant. Management was
something to be done lower down in the system, normally by those who
had not succeeded or were seen as unsuitable for policy making. To get
on, a senior civil servant had to be good with ministers, had to
demonstrate that he or she could handle policy. There was no real
pressure to be able to manage anything . . . (Jenkins 1996, pp. 132-3).

Here, perhaps, there is a clear insight to the implicit theory. That is the
strongly managerialist notion that management is itself a specialist skill, one
that is portable and universally applicable (Hood 1991, p. 6). It is unlikely
that those who are good at giving policy advice-and who usually populate
the most senior levels of the civil service -will also hold that skill. Therefore,
we should not expect them to manage large, production-oriented
organisations. Rather, those better equipped for the task should be given that
responsibility.
Fry (1997), probably with an awareness of the Fulton Report, brings back an
element of pragmatism and the possibility of imitation when he refers to the
Next Steps proposals as:
an adapted form of the Swedish central government arrangements. . . which
would lead to the estabhhrnent of small policy ministries, with the remaining
functions allocated to separate agencies, and with, prospectively, the career
Civil Service being limited to a central core.

However, 'adaptationf in this case may mean 'pale imitation'. Walsh points
out that:
the legal limits [in Sweden] on ministerial interference in the operation of
agencies is not mirrored in Britain. The government has chosen not to give its
agencies independent status, so that they are still subject to the direct exercise
of ministerial authority. Compared to other countries the freedom of agencies,
and the clarity of the system in which they operate, can be seen as limited . . .
(1995, p. 189).

Consistent with this view, Elder and Page (undated), state that, compared
with the Swedish system, the British reforms are not radical. Fry goes on to
argue that, for no obvious reason, interest in Swedish central government
organization survived a decline in interest in other overseas models.

However, this may be merely because 'foreign examples tend to be used to
justify already held positions in the British debate about Civil Service
reform' .24
Alongside the managerialist rationale, however, there is another, consistent
but additional explanation with its roots in the politics of the period
m t e h e a d 1999, p. 2). The Thatcher government, influenced by public
choice theorists such as Niskanen, believed that 'something had to be done'
about the Civil Service 'establishment'. Matters would improve only by
supplanting traditional ways of working with private sector working
practices. However, agency status would always be rated second best to
privatisation. This second, more ideological view of the origins of Next Steps
is, nevertheless, consistent with the 'management logic' given above. Indeed,
the two arguments explain the largely politically bipartisan positive view of
the reforms in the UK.
OUTCOMES IN THE UNITED KINGDOM
The British Cabinet Office lamented in 1999 that there had not been to that
point a formal evaluation of any of the UK civil service reform programs of
recent years (Cabinet Office 1999, paragraph 72). This seems all the more
remarkable given the frank statement in the same source (paragraph 3) that
'fiscal constraints have been by far the largest single driver for change'. It
attributes this failure to the 'decision to take a pragmatic and practical
approach' to implementation, which led to a predominant emphasis on
agency creation. Indeed, even a cursory review of the literature reveals
repeated emphasis on how many agencies have been created rather than on
whether the intended outcomes of the reform had been achieved. Much of
the reformist effort was spent on setting them up (Wilson 2000, p. 12).25The
rapid creation of agencies thereby became, in some sense, the objective of the
exercise.
Before passing over this aspect, though, it is worth a further comment. Why
did the rapid creation of agencies virtually become the objective and how
was such quick action achieved? Self suggests that a coalition of interests was
24 Curiously, Walsh (1995, p. 189) cites the Ibbs Report as citing the 'Swedish model'-but

it appears to

contain no such reference.
Even when a serious evaluation of executive agencies began in 2001, one of the discussion papers
begins by stating that 'only four new agencies have been created since 1997' (Cabinet Office 2001b).
Those papers note that there were (in October 2001) 126 Next Steps agencies.

at work (1993 p. 172). First, he argues, senior ministers seemed content to be
relieved of direct responsibility for their more routine functions and saw a
possible opportunity for privatising or abolishing some functions. Second,
'senior civil servants saw the advantage of reverting to their traditional role
of policy advice, leaving managerial tasks to the hived-off agencies'.
Attributing this to a 'pragmatic approach' is little more than a polite way of
describing a prime example of bureaucratic goal displacement- the means
becoming the ends (Merton 1952, p. 365). This becomes yet more powerful
when several of those with an interest and decision-making power see
advantage, even if their reasons for supporting the course of action do not
wholly coincide.
Despite lacking a comprehensive evaluation over a decade, the program had
been the subject of extensive analysis and comment. Some aspects of Next
Steps were reviewed in the 1990s both internally (for example, Trosa 1994)
and by external commentators. The Next Steps approach has been used as a
model for similar reforms in the USA (GAO 1997, p. 1) and the State of
Victoria, implying a favourable evaluation by the imitators. The summary
view from the Cabinet Office in 1999 was that:
On the whole, the agency model has worked with fewest problemsand been able to be implemented to the fullest degree -where functions
are most clearly self-contained, have a lesser degree of political profile,
and where fee income gives agencies a degree of financial independence
(Cabinet Office 1999, paragraph 56).

On the ground, many managers certainly welcomed the changes. The
Economist reported in 1992 that managers at the Driver and Vehicle Licensing
Agency at Swansea 'talk with the enthusiasm of revolutionaries' (31 October,
p. 19). More widely, Karbarhi and Pendlebury (1999) found by survey that a
clear majority of agency managers perceived that agencification resulted in
their having more freedom and control over their activities. Managers
believed that they were providing a more effective service and giving
increased value for money. The great majority of survey respondents were
long-serving civil servants with experience of the situation before and after
agencification. Many of these admitted that they had been unenthusiastic
about Next Steps before it commenced. Therefore, Karbarhi and Pendlebury
concluded that the perceptions of their sample of agency managers showed
that Next Steps had been a change for the better.

Most of the formal reporting on performance has focused on the
performance indicators and targets against which agency performance is
measured and reported in annual 'Next Steps Reports'. Greer and Carter
(1995) note that performance indicators (PIS)are highly political instruments
mediating the delicate relationship between department and agency [in the
Next Steps model]. They explain:
PIS are the means of exercising 'hands-off control and holding agencies
accountable. They are central to the target-setting mechanism and act as
a conduit for resource allocation (p. 95).

The Blair government has been perceived as being even keener on the
measurement of public sector performance than were their predecessors
(Boyne 1998, p. 47). But Whitehead (1999) and Talbot (1997) report extreme
difficulty in making systematic comparisons of performance. This is due to
the large proportion of performance indicators that changed from one year to
the next, even after several years of operation. Moreover, Talbot even points
out that 47 per cent of targets for 1995-96 were set below the reported actual
performance of the previous year. Trosa had found in 1994 that most
departments had then taken the view that, in setting targets, the 'game is to
be more demanding than agencies [might wish]' (p. 8). But Mountfield (1997)
noted that the British civil service was 'suffering from insufficient real
strength. . . in terms of quality of people to monitor the performance of the
agencies in the centres of departments'. Whitehead goes further and argues
that there simply cannot have been any disciplined departmental scrutiny of
agency performance in terms of the performance indicators. He concludes
that this can be explained only by ideological belief in the success of the new
arrangements being in the ascendant (1999, p. 9).
Those who, for ideological or other reasons, expected a change in the size of
government may also be disappointed. Whitehead notes that no dramatic
reduction in the cost of running central government appears to have resulted
from the rapid introduction of agencies in the early 1990s (1999, p. 8). In his
assessment, Taylor (1999, p. 5) finds that agencification produced a
sigmficant redistribution of numbers of civil servants from central policymaking ministries to agencies. However, this has produced no identifiable
shift in terms of its size or the scale of government output. This, he argues, is
sigruficant because, after Mrs Thatcher came to power in 1979, there was a
series of governments that proclaimed the 'rolling-back' of 'big government'
as one of their main objectives.

Even where change has taken place (as in the case of the size of the Civil
Service) the change is more apparent than real because the delivery
mechanisms which have hitherto been part of the civil service have now
been 'hived off' to agencies which are still controlled by the centre,
deliver policies determined by central government, and are largely
funded by central government. If it looks like government and behaves
like government then we are entitled, perhaps, to regard it as
government (1999, pp. 6-7).
Against this, however, we may set Mountfield's somewhat equivocal
remarks that increases in efficiency'probably running at around 3 per cent
per annum in the last few years' were attributable to Next Steps (Mountfield
1997).26
Did Next Steps really split policy and administration? First, we must note
Mountfield's observation (1997) that Next Steps agencies are part of the Civil
Service and are answerable to ministers through ministers' departments.
They are not statutory bodies. They have no constitutional or legal status of
their own. Thus the legal, if not the physical separation, is non-existent.
There is no legislation behind Next Steps.
This led the United States General Accounting Office (GAO), in its attempt to
draw lessons from Next Steps, to conclude that a difficult and continuing
issue faced by the British Government was a lack of clarity in the relationship
between agencies and their parent departments (GAO 1997, p. 1). However,
it is difficult now to work out what degree of division between policy and
administration the Ibbs group intended in 1988 to create. Whitehead (1999,
p. 4) argues that the intention was a rigid separation and, as evidence, cites
the statement in the Ibbs report that 'the presumption must be that, provided
that management is operating within the strategic direction set by ministers,
it must be left as free as possible to manage within that framework' (1988,
p. 21). Practice led, according to Trosa, to chief executives of agencies often
believing that departments' management is a bureaucratic obstacle, and to
departments viewing agencies as little fortresses following their own aims
regardless (1994, p. 6). This could be taken as an indication that the intended
degree of separation had in fact been achieved, but Trosa concludes instead
that agencies are a compromise: 'As long as they are part of a Department, it
26 It is difficult to draw any conclusions from these varying views. One reason is that the basis for

comparison is not clear. For example, Mountfield may have been comparing actual outcomes with
what otherwise might have been expected, rather than seeing actual decreases in costs as the only
evidence of relative improvement in efficiency.

'

will be difficult to make a success of Next Steps' (p. 7). In other words,
incomplete separation presented difficulties.
In practice, framework documents that specify the role and expectations of
agencies have had to be 'bentJ to accommodate the reality of the actual
overlap in functions (Whitehead 1999, p. 7). Some agencies may have been
set up in too rigid a way, with a 'one size fits all' approach that is
inappropriately applied to agencies of vastly differing size and functional
scope. This reflects the practicality of dividing policy and implementation
fairly effectively in only some areas.
The unworkability of the Wilsonian concept of a divide between politics and
administration has long been an article of faith in textbooks on government
(Polidano 1997). Even Sir Peter Kemp-one of Next Steps' prime moversobserved in 1988 'all policy work has an element of execution and all
executive work has an element of policy'. Polidano reviews a range of
opinions expressed in the early 1990s that it cannot work. These range on the
one hand, from an argument that departmental secretaries will be driven to
remain involved in agency matters to ensure that trouble is not brewing to,
on the other, a view that defining a distinct and separate sphere of
responsibility for agency chief executives is impractical, not least because
agencies continue to have input to policy-making. Noting Mountfield's
observation that serious problems have emerged (as of 1997) in only two of
the 124 agencies, Polidano concludes that the predictions are awry and that it
is simply too easy to make much of the impracticality of the policyadministration distinction (p. 8). Most contentions that the Next Steps
arrangements are impractical are based on (infrequent) ministerial
intervention in exceptional cases. Indeed, where the problems of boundary
clarification should be at their worst -the Benefits Agency -questions
concerning the agency have usually fallen quite readily into policy and
operational categories (Greer 1995).Polidano concludes:
Next Steps can live quite well with a policy-operations 'bound*
that
is shadowy, permeable, and prone to shifting from time to time. This
implies uncertainty; but administrators have lived with uncertainty
since time immemorial in the complex world that is government (p. 9).
Accountability has been one of the issues most discussed in the analysis of
Next Steps. Like the Cave Creek tragedy in New Zealand, critics have
wielded the sacking of Derek Lewis from the prison service as a celebrated

case to attack the arrangement (Polidano 1997). Next Steps still draws
passionate criticism over accountability. It was described in the House of
Commons in January 2001 as one of the Conservative Government's 'most
disgraceful innovations, since it destroyed genuine parliamentary
accountabilityr.27

If we address the accountability question square-on, we ask whether Next
Steps undermines the doctrine of ministerial accountability (Polidano
1998, p. 3). Ministers, according to the usual criticism, can take advantage of
agency arrangements to evade responsibility for government failure and
offload all the blame onto agency chief executives. Polidano highlights what
he calls the 'strange discontinuity between the pre- and post-Next Steps
debate on accountability'. Formerly, the primary concern in public debate
was that ministerial accountability allowed civil servants to exercise too
much power. The latter were obscured from public scrutiny by that doctrine.
After Next Steps the concern is either that ministers might use the new
structure to evade responsibility or that they interfere unduly in agency
management. Polidano argues, however, that the administrative revolution
of the Thatcher years erased concerns about civil service power, and that
might have changed the terms of the debate. In any case, he goes on, a new
official doctrine has been adopted, one which recognises changes that took
place many years ago. Ministers are accountable-answerable to
Parliament-for all that their officials do, but responsible (personally
culpable) only for actions that they know about or which are in accordance
with their directions (p. 13). Ministers never did resign (says Polidano)
unless the political circumstances required their heads.
Others have attacked the accountability arrangements under Next Steps as
confused (Whitehead 1999, p. 12).The extraordinarily muddled development
of the rules for answering parliamentary questions about the work of
agencies seems to provide a reason for suspicion of at least the motives
behind Next Steps. Whitehead attributes the confusion to the lack of
legislative backing: framework documents (the 'contracts' between
department and agency) and all associated arrangements have no legal force.
He sees the key issue as whether accountability can be combined with the
managerial benefits promised by agencification. Resolving this depends on

27 It was described thus by Gerald Kaufman MP in the House on 17 January2001, in a question

directed to the Minister for the Cabinet Office (Hansard, at http://www.parliament.the-stationery-.
office.co.uk/pa/cm200001/cmhansard/)

whether a distinction can be made between gzving an account (answering
Parliamentary questions) and holding to account (accepting responsibility for
performance). Polidano argues that precisely this distinction is now
recognised in official doctrine (1997, p. 13). However, Whitehead's primary
concern is not that ministers are using agencies to evade responsibility.
Rather it is that agencies are evading accountability. That, too, is the subject
of more recent parliamentary questioning in the House of Commons.
Hogwood, Judge and McVicar (1998, p. 2) support this view, concluding that
the main 'accountability gap' is 'uneven interest by MPS and ministers' in the
work of agencies. They are especially concerned at the host of agencies
relatively far from parliamentary view and interest and which attract few
questions.

By 1997, a year after the accession of the Blair government, the Next Steps
reforms seemed to have lost momentum.28 The government announced that
its focus in future would be on effective use of agencies rather than on
agencycreation. In March 1998 a press release from the Cabinet Office again
indicated a change in direction. The 'main task' of creating new Next Steps
agencies was complete so the government would in future concentrate on
measuring and improving their performance. A large number of agencies
had been created by that point and agency creation had reached a natural
end. Indeed, some of the rhetoric about the need for 'joined-up'
government -including an emphasis on holistic public services and one-stop
shops (Bellamy 1998, p. l)-could be taken as opposite in spirit to the
structural diversification of Next Steps. Schick saw the Blair government's
modernisation agenda as one of many signals that agencies would be
subordinated to departments (2002, p. 50).
The experience of the UK Department of Work and Pensions and its
predecessors is particularly relevant, being the organisation corresponding to
DSS/FaCS/Centrelink in Australia. In the early 1990s the Benefits Agency
had been created as the service delivery mechanism for the then Department
of Social Security. This was a very large and self-contained organisation.
Some of the managerialist expectations of the Next Steps designers may have
been fulfilled some time ago in this case. In a comparative analysis of social

A summary review of the annual 'Next Steps Report' for 1997 considered the fact that the text
indicating performance below target had been set in bold type was an innovation worthy of
favourable comment (Cunliffe 1998, p. 37)!

security delivery arrangements in five countries, Bolderson and Mabbett
(1997, p. 34) note that:
In Britain, a distinction between policy and operational tasks is often
used to explain the relationship between the executive agencies and the
Department. Separating administrative functions from the task of
providing policy advice and other services to Ministers has enabled
management techniques from the private sector to be moved into
agencies.

However, problems emerged when such agencies were perceived as acting
too independently, lost 'responsiveness' and departmental concerns grew
about lack of transparency in funding arrangements. A combination of this
frustration and a wish for greater ministerial control led to a revision of the
model, especially for the Department of Social Security and the Benefits
Agency.
The 'Focus on Delivery' model was introduced in 1999. This centralised
certain functions (financial management, staff management, audit and other
corporate services) to reduce duplication among agencies. In turn, this freed
resources that could be devoted to service delivery. But it also enabled 'endto-end' responsibility for policy and service delivery to be brought together
by client groups-such as pensioners. Service delivery design, IT and
publicity functions were removed from agencies, combined with strategic
policy, performance measurement and change management and centralised
in the department.
But there were imperatives for horizontal as well as vertical integration. The
Blair Government's 'Modernising Government' program was presented as
the context for establishing an agency -'Jobcentre Plus' -for the delivery of
integrated benefit and employment help for people of workforce age. A
Pensions Service was also created to deliver benefits and services to old
people. After the May 2001 general election, these agencies were brought
together in the new Department of Work and Pensions. However, the
Jobcentre service and the Benefits Agency had been agencies of different
departments-the Department of Education and Employment and the
Department of Social Security respectively. Both departments had been
asked to develop -jointly -a new governance model for a combined agency,
the Working Age Directorate. However, each preferred a different model.
Permanent secretaries, the Cabinet Office and ministers became involved and
even the Prime Minister intervened in the increasingly heated debate.

A compromise was developed but that is not considered to be the final
model. However, under the new DWP there is an executive team that
includes the CEOs of these agencies (Jobcentre Plus, Employment Service,
Pensions Service, and Child Support Agency) and the group directors in the
department (Corporate Services, Pensions and Disabled, Working Age and
Children).

By then a broader review was under way. In February 2001, a review of
executive agencies by the Cabinet Office was announced, 'looking at the
benefits and difficulties of the agency model in achieving effective service
delivery'.29 Discussion papers drafted as part of this review point out that a
diversity of relationships was now developing, from, on the one hand, the
new Department of Work and Pensions which is bringing service delivery
back into departments, to, on the other, new 'beings' altogether, such as
unsubsidised, non-profit making trusts (Cabinet Office 2001b). The early
work done by the review suggested that the creation of agencies had led to
the better delivery of services, brought better professionalism to service
delivery and acted as a catalyst for change. However, it was also clear that
the relationship between department and agency could be undermined by a
lack of mutual understanding and trust and too great a dependency on
'personalities working well together'. Also, the separation of policy and
delivery had sometimes resulted in poorer policy decisions and more
difficult service delivery. Four points of focus had also been highlighted in
the discussion papers drafted for the review, focusing on the balance
between managerial freedom and accountability, integration of policy and
service delivery, the performance measurement regime and governance.
These same views continued to the final report of the review, in July 2002. It
concluded that executive agencies need to be more closely connected with
Whitehall policy-making if the frontline is to be focused and freed to deliver
more effectively. Indeed, the relationship between agencies and their
departments was 'at the heart of the review' (Cabinet Office 2002, p. 10). The
29 The terms of reference were provided to the Parliament on 7 March 2001. This review was

effectively're-announced' in the House of Commons on 16 November 2001 by the Parliamentary
Secretary to Cabinet Office, Christopher Leslie, when he set out the Government's policy on 'public
bodies'. He said 'The Government now believe that it is a good time to review the work of the
agencies at large, both to define best practice and to share it, while recognising some of the difficulties
that have been faced -and in some cases still remain - in the agency model. ... The review [will] take
account of the perspectives not just of Departments, agencies and non-departmental public bodies, but
of service users. It will investigate relationships between Departments, Ministers and agencies, the
extent to which operational freedorns have been devolved, and the impact on front-line delivery and
innovation.'

review found that agencies had brought about dramatic improvement
especially in customer service, focussing on results and business planning.
However, it also found that agencies had 'drifted apart from their parent
departments' and 'reconnection with Ministers' aims and departmental
objectives is essential'. Moreover, it concluded that the leadership of
departments must be capable of driving the strategic direction and strategic
management of all the department's activities (Cabinet Office 2002).
In relation to the the Benefits Agency, the Review concluded that the
business was too diverse to bring a clear focus on what was required to
deliver a consistently high-class customer service. 'With hindsight it might
have been better if a number of separate agencies had been created to focus
on, say, pensions or child benefit. This is the solution that the new
Department for Work and Pensions is now adopting. . . ' (p. 17).

Conclusion
In both New Zeal.and and Britain agencifi on came about because of a
belief that the structure of government was wrong. But these beliefs flowed
from quite different analyses and theoretical frameworks. In New Zealand's
case, the foremost concern was provider capture. It must be remembered,
though, that the focus of analysis was the entire government sector,
including many commercial bodies. But the reformers saw no essential
difference in managing commercial concerns and those closer to core
government. Thus structural disaggregation was applied generally. In a
more positive sense, the reformers also hoped to achieve greater clarity to
objectives through structural reform. All of this was expected to help
improve administration, accountability and overall public sector
performance.
In Britain, the most immediate reason for creating agencies was the belief
that service delivery required management skills that were unlikely to be
found at senior departmental levels, where the emphasis was always on
policy advising capacity. The environment was accepting of agencification as
an idea, given the managerialist resonance with FM1 and the earlier
exploration of the idea by Fulton. As was necessary, there was political
support, albeit because of motives associated more with asserting political
control over the civil service.

If there are common elements between the motives for reform in New
Zealand and the UK then they are little more than a desire for improved
management while under fiscal constraint, combined with dissatisfaction
with the existing arrangements. The ideas guiding the reforms derived from
quite different sources, despite having agencification as an outcome. Schick's
view as to how different countries acted on different premises (with a
common result) was that:
If New Zealand's fear was that Ministers and senior managers would be
captured by subordinates (the agent-principal problem), the United
Kingdom's concern was that operating managers would be impeded by
the top (1996, p. 30).

In other words, if the problem in New Zealand was ensuring that providers
not unduly influence policy advice, the problem in Britain was that policy
advisers not be allowed to neglect the management of service provision.
The lessons from agencification seem consistent. The differences in outcome
in the two jurisdictions reflect the degree of rigour of the reforms. The very
creation of agencies has naturally been attended by performance measures,
targets and indicators. In New Zealand's case 'decoupling' has been
accompanied by high formality in the structuring of relationships.
Accountability (at least for outputs) is now much greater than before but its
substantial costs are also obvious. New Zealand's strongly contractual
arrangement has highlighted the costs of contract management and attention
has, therefore, been given to those costs (though without any basis for
comparison). The clarity and satisfying simplicity of a clear focus on tightlyspecified outputs may have improved performance in production but at the
cost of reduced effectiveness where horizontal co-ordination is needed or
where contingencies must be dealt with. Precise output specification may be
leading to responsibility avoidance and hence to yet more detailed
specification by purchasers and hence, yet less flexibility. Clarity about
required outcomes and the public service's strategic capacity have also been
diminished by the contractual approach. The State Services Commission's
doubts about the appropriateness of purchaser-provider or market models
in the core public sector seem to have echoes in WINZ's unhappy experience.
Although some of that may be attributable to personal style of senior
personnel, it is notable that the 'business culture' of the organisation was a
main target of the H u m Report. Finally, the whole matter of structure seems
now to be subject to further change with a focus on these very issues of the

policy-operations
arrangement.

divide and the compliance costs of the existing

There is certainly some empirical evidence that managers liked the freedom
of Next Steps and believed that they and their organisations were
performing better. However, in comparison with the contractualism of New
Zealand, the lack of rigour of the British approach itself has drawn criticism.
Although there was early comment about duplication between departments
and agencies, the current concerns in the UK are lack of trust between
organisations, the policy-administration divide detracting both from both
policy and service delivery and a lack of serious monitoring of agency
performance. Indeed, performance measurement arrangements have not
settled down since the inception of Next Steps. Although the possibility of
ministerial evasion of responsibility has been the focus of popular debate,
agency evasion of accountability in the light of either ministerial and
Parliamentary lack of interest or 'proper' contractual arrangements seems
more likely to be the enduring issue.
The more radical nature of the New Zealand reforms, the desire for
elemental simplicity, single-purpose agencies, and a focus by those agencies
on outputs is the probable source of the loss of strategic capacity that has
been observed. The differing interests of purchasers and owners were
identified intellectually and practically, but this did not, of itself, help the
cause of the owners. Thus New Zealand has had to make a specific effort to
renew a focus on longer-term organisational capacity and to remind agencies
of the need to focus on outcomes that are sometimes the result of the efforts
of several of them. Difficulties corresponding to these are not as apparent in
the UK. Nevertheless, both countries have now reviewed agency
arrangements with a substantially similar set of concerns.

Section C-How
created

Centrelink was

Chapter 5 The reform agenda

Introduction
The purpose of this chapter is to analyse the historical, institutional and
political context for the conception of Centrelink. Therefore, the chapter
undertakes two related tasks. First, it traces the development of relevant
public service reform ideas in Australia in the years immediately preceding
the inception of the Centrelink arrangements. The focus is on the
development of ideas relating to agencification and on the locus of this
development. Necessarily, this part also sets out the selected events
chronologically, so the threads of development can be identified and
followed.
Second, the chapter traces the relevant institutional histories of the
organisations most involved in the change, DSS and the CES. As will become
apparent, this separate history provides the major influence on the inception
of Centrelink. It shows that it was almost certain that a major change to the
structure of at least the CES and possibly both of those two organisations
would occur soon. The opportunity for that to happen followed the change
of government in 1996. The chapter shows that the interaction of the specific
histories of the institutions and the political environment provided the
circumstances for the creation of the new institutional arrangements.

APS reform in the 1980s and 1990s
The New Public Management (NPM) movement-the essence of public
sector reform in anglophone western parliamentary democracies over the
last twenty years-has had its impact in Australia. The 1980s wave of
Australian reform at the national level was manifest primarily in the

Financial Management Improvement Program (FMIP) and the 1987
machinery of government (MOG) changes. FMIP, which began in 1983,
echoes the Financial Management Initiative (FMI) in the United Kingdom
(Zifcak 1984). FMIP introduced program budgeting as its centrepiece and
advocated a primary focus on results rather than process. Its leaders thought
that the fundamental change that FMIP represented was that public
administration should not, thereafter, be regarded as essentially a matter of
compliance with detailed process as outlined in manuals (Michael Keating,
cited in Davis 1997, p. 211).
FMIP was never the stuff of headlines. It brought substantial change (Task
Force on Management Improvement 1992) but was, nevertheless,
incremental in its effects over a decade. In contrast, the MOG changes to
departmental structures introduced after the election in 1987 were much
more dramatic and observable, most obviously because they reduced the
numbers of departments from 28 to 18. Campbell and Halligan describe the
MOG changes as significant both as a new structure for the operations of
government and as a major initiative of new senior personnel (1992, p. 177).
Nethercote describes them as 'the most sigruficant change in the machinery
of government in the history of [national government in Australia]' (1999,
P. 4).
It was more wide-ranging than changes occasioned by war (and, later,
return to peace), and certainly on a scale unprecedented in peacetime.
Even the expansion which had marked the estabhhment of the Whitlam
Government administratively on 19 December 1972, or the major
reorganisation of departments effected by Prime Minister Malcolrn
Fraser in mid-1982, which affected about one-third of staff, were less
complex even if on a similar scale in terms of numbers affected (1999,
P. 4).
One of the most memorable elements of the MOG changes was the creation
of what were perceived as 'mega-departments'. However, none was as large
as either the Department of Defence or DSS, which were left virtually
unaffected by the restructure (Nethercote 1999, p. 3).
The MOG changes are of particular interest as a contrast to those in New
Zealand. Boston et al. (1996, pp. 90-1) point out that 'a key feature of the new
[New Zealand] bureaucratic landscape has been the establishment of small,
policy-oriented ministries.' The difficulty is that the more such ministries
there are, the more streams of policy advice there are flowing to the

government. This might bring benefits in ensuring that cabinet receives a
diversity of views, enhancing the 'contestability' of policy advice. However,
competition in advice has its costs. Campbell and Halligan report that one
departmental secretary said of the MOG changes that 'Suddenly we no
longer had those arguments because there was nobody left to argue with'
(1992, p. 179).
Australia was far more gradualist in placing emphasis on market and
contractual relationships (Halligan 1997, p. 20). Nevertheless, Davis (1997,
p. 213) sees parallels between MOG and the New Zealand reforms. In
particular, MOG is a point of origin for microeconomic reform throughout
the economy, including the public sector. Ideas for restructuring the public
sector were thereafter drawn more from economic thinking. For public
service departments this brought a great deal more outsourcing of the
services that could be obtained commercially. Government-owned
organisations that operated in competition with the commercial sector
(where the government sold entities in part or whole to private shareholders
for example, the Commonwealth Bank and Qantas) experienced the greater
change, although this was not until the 1990s.
The question arises as to why, during these years of vigorous reform,
Australia did not adopt an approach similar to that of either Britain or New
Zealand. After all, as noted earlier, it had emulated certain British reforms.
and economic thinking had also become a strong influence in public sector
reform. There are a number of possible explanations. First, the Australian
government is said to have resisted agencification of the APS's structure,
because it was thought unwise to separate policy from execution (Hood
1995b, p. 109). Any recorded discussion of this resistance, beyond Hood's
remark, is hard to find. There has been, however, throughout the current
reform era, a continuing debate between Australia and New Zealand about
outputs and outcomes. The New Zealand view has required public servants
to focus on outputs, with questions of outcomes being the responsibility of
ministers.30 Australia, in contrast, has expected public servants to focus on
both outputs and outcomes, arguing that an understanding is essential of
how the outputs produced yield the required outcomes. This view is
consistent with the idea that separation of policy from execution has
30 This has changed radically in New Zealand recently. 'Cabinet agreed in late 2001 to a sigruficant

change in the way departments manage their business. The initiative requires departments to adopt a
more results and 'outcome'focused approach to planning, management and reporting, while still
remaining accountable for the delivery of outputs' pallard 2002).

substantial difficulties. Sedgwick (1994) explicitly repudiates the Next Steps
approach for this reason. He argues that 'a focus on outputs alone may run
the risk of allowing the focus of scrutiny to slip away from the real goals of a
program' (p. 332).3'
A second possible reason for Australia's reluctance to adopt a more radical
approach is that Australia may not have had senior public servants and key
ministers with as strong and consistent an intellectual outlook as New
Zealand did. Pusey (1991, p. 74) had found that a conspicuously large
proportion of Australia's top public servants had had training in economics
or commerce. But it seems likely that at least some reform leaders in the
Australian bureaucracy, although economists, opposed what they saw as the
public choice-inspired direction of New Zealand's reforms.32
The Australian experience is characterised by Holmes and Shand (1995,
p. 553) as 'measured' in comparison with the 'radicalism' of the UK and New
Zealand. Holmes and Shand also regard the Australian reform emphasis in
the 1980s and early 1990s-in a federal system- as influenced less by service
delivery than those of the UK and New Zealand, unitary states (p. 554). The
bulk of public sector service delivery is the concern of State and Territory
governments rather than the national government. This is a third reason for
the difference in approach.
Between 1983 and 1996, under the Hawke-Keating Labor governments, work
started on a range of reforms that was very much the product of 1980s
managerialist thinking but which was not in place when the Coalition came
to power in 1996. These included substantial changes to financial
management and accountability legislation33 and redrafting of the Public
Service Act. This last item warrants closer scrutiny.
In 1992, the then government commissioned a review of the then Public
Service Act' which dated from 1922. That review led to the publication in
1994 of the McLeod Report. The report identified some overseas reform as
being due in part to 'external social and economic forces' but also to 'changes

31 The view was reinforced National Commission of Audit (1996, p. 118) and by the Public Service

Commissioner in Williams (1998), p. 10.
32 See, for example, the profoundly sceptical remarks by Dr Michael Keating about the New Zealand

reforms at the Public Service Reform conference of August 1994 (SSCFPA 1994, vol. 2, p. 269)
33 This resulted in the Financial Management Act 1997, the Cornrnomealth Authorities and Companies Act
1997 and the Auditor-General Act 1997.

to theoretical explanations of institutional behaviour that have undermined
the traditional model of bureaucratic hierarchy' (p. 2). It noted that agency
theory in New Zealand had provided 'the underpinning for a re-evaluation
of government organisation'. The report also observed that there had been
little empirical research into the consequences of the application of these
ideas; the ideas themselves had nevertheless become powerful catalysts for
change (p. 3). However, that report did not consider the New Zealand
approach further, other than the rather trivial note that Australia could learn
from overseas experience.
The same report, in discussing coverage of the then Public Service Act, stated
that, over the years, a number of national organisations had moved out of
that coverage, for a variety of reasons. However, there had been no recent
comprehensive study of the reasons for organisations being taken out of
Public Service Act coverage. It concluded:
In the past, some reasons for transfer away from Public Service Act
coverage would appear to include the ability to make employment
decisions quickly and without central approval, a desire for more
flexibility to compete and to enable terms and conditions more
competitive with the private sector to be offered, and more flexible
arrangements at the chief executive officer level (usually involving
increased remuneration) (McLeod Report 1994, p. 21).

This line of thinking led to substantially greater flexibility for chief executives
in the resulting new Public Service Act 1999. Doubtless the McLeod
Committee hoped that that the additional managerial flexibility would
inhibit any need for structural disaggregation of the Service. Indeed, the
Committee even suggested that consideration be given to bringing those
agencies that were outside the old act (because of its inflexibility) back under
the new one.
Although there was nothing in the McLeod Report to suggest it (nor to
inhibit it), the new act did provide for the creation of bodies called 'executive
agencies' within the Australian Public Service.34 There had been no
equivalent provision in the 1922 Act. An executive agency under the Public
Service Act 1999 is a non-statutory body established by the Governor-General
and headed by a person appointed by, and directly accountable to, the

34 Indeed, there was no mention of such an option in the paper circulated by the PSh4PC in May 1997

but provisions appeared in the Bill by September of that year.

minister responsible for the agency. The head of an executive agency is
considered to be an agency head under the Act in the same way as a
secretary of a department or the head of a statutory agency.35 This clearly
does not represent the sort of functional decentralisation that governments
have followed when they have sought to shift the administration of
particular functions away from the centre and created statutory authorities
(Halligan and Wettenhall 1990, p. 27). Rather, it creates additional
organisations under direct ministerial control. The Explanatory
Memorandum (paragraph 9.2) to the Public Service Bill 1999 tells us:
The purpose of the Executive Agency structure is to provide a degree of
separation from departmental management where that is appropriate to
the functions of the Agency and something less than a statutory
authority is warranted. Direct access to a minister and a distinctness
from wider departmental priorities will increase the opportunities for an
Agency to further its goals. The separation from departments will also
provide greater flexibility in the appointment, tenure and remuneration
arrangements for the head of the Agency, all of which would be
determined by the Minister.36

By late 2002 seven Executive Agencies were in existence.37
Notably, there is no hint of any contractual element as a necessary
component of executive agency arrangements under the Act. That is not to
say that such arrangements could not be put in place; there is no legislative
necessity nor was there any substantial discussion of this issue in the
development and implementation of the new Act.38 Moreover, none of these

35 See the definition of an 'agency head' in S. 7 of the Act.
36 The Prime Minister decides whether a proposal to establish an Executive Agency should go forward

and the Department of the Prime Minister and Cabinet has administrative responsibility for
establishing them. The PSMPC has a role where the decision to establish an executive agency involves
the movement of employees to the agency from another APS agency. Ln these circumstances, the
Public Service Commissioner is able to exercise powers under S. 72(l)(a) of the Act to move the
relevant APS employees to the new executive agency on or after the date of its establishment. The
movement of employees under this section is regarded as compulsory-employees are transferred
with their function to the new agency.
37 These were: the Australian Greenhouse Office, the Bureau of Meteorology, CrimTrac Agency, the

Insolvency and Trustee Service Australia, Invest Australia, the National Archives of Australia, and the
National Oceans Office (See http://www.apsc.~ov.au/about/agencies.htm~.
38 The provision for executive agencies got little attention in that development. On behalf of the

Opposition, Faullcner (1998, p. 6) noted at one point that 'The [Public Service] Bill provided for the
estab1ishmer;t of Executive Agencies (service delivery agencies) but would have made these agencies
less accountable to Parliament and the public than public service departments. Labor moved an
amendment to ensure they would be equally accountable.'

agencies have any contractual arrangement in their governance, even though
they were all created well after Centrelink had come into existence.
In their analysis of reform in public administration under the Hawke
government, Campbell and Halligan (1992) concluded that:
control of change has been firmly grounded in the permanent
bureaucracy. The political executive has been highly influential in
setting strategc directions, but its most senior bureaucrats have had the
carriage of the program and impressed their stamp upon it (p. 192).
This suggests at least agreement at an intellectual level between the political
executive and senior officials. But from the early 1990s forward, there is a
marked difference between the apparent priorities at a political and central
agency39 view of APS reform. Only the latter take on a strong emphasis on
structural reform within the AB, using market models and contractualist
ideas. This is despite the Coalition government's undoubtedly favourable
ideological disposition towards increased competition and the market.
There were few clues to prospective APS reform in the then Leader of the
Opposition's speeches, such as that on the role of government, in June 1995.
That wide-ranging speech could be regarded as a draft policy manifesto for a
new Coalition government, forecasting, for example, the creation of the
National Commission of Audit (Howard 1995). In the months before the
March 1996 Australian Federal election, anecdotal evidence indicates that
Coalition concern with public administration focused mainly on the political
sympathies of senior bureaucrats (see, for example, 'Downer puts PS on
notice', Australian Financial Review, 23 October 1995). The Coalition's policy
on public administration for the March 1996 election, released in February
1996, made no mention of possible structural reforms such as the greater use
of agencies (Liberal Party of Australia 1996b). Indeed, the point emphasised
in the press release for the launch of this policy was the Coalition's intention
of increasing the proportion of young people within the service (Moore
1996). The entire policy document is oriented more to personnel
management or industrial issues - including youth recruitment, security of

39 'Central agencies' is the common term meaning those core departments and related organisations

that concern themselves with matters across government generally. This includes the Department of
Prime Minister and Cabinet, the Department of Finance and Administration and often the Treasury. In
some circumstances it includes the Public Service Commission. Use of the word 'agency' has no
connotations of agencificationin this instance.

employment, age discrimination and superannuation- than to structure or
function in the Australian Public Service (APS).
The policy document does refer in its preamble to the APS as 'one of
Australia's great national institutions' and the Coalition's intention to
preserve the APS tradition of service. This, however, is standard political
rhetoric. The second section of that policy document, which focuses on the
objectives of Coalition public administration policy, reveals some suspicion
of the APS's capacity to influence policy:
Notwithstanding the Service's advisory role, the responsibilities of the
ministry and the APS can and should be clearly delineated. The ministry
is responsible for determining policy and setting priorities. The APS is
responsible for implementing the policies, including service delivery
(Liberal Party of Australia 1996b, p. 9).
This sounds rather like traditional suspicion of the public service deriving
from a public choice outlook. That outlook 'pits representative government
against bureaucracy in the struggle over what is a fundamental resource of
the state, namely the public purse' (Aucoin 1990, p. 116). It is even possible
that the ideas in this paragraph derive from the popular culture version of
public choice as manifest in the television program, 'Yes, Minister'.
Moreover, given its nature, the statement may have been intended to be
attractive to those who have accepted that view. However, the policy
document does not pursue this line and the above paragraph is followed by
the words: 'By promoting a clear delineation of the responsibilities between
ministers and the APS, we intend to make the ministry more accountable to
the Parliament' (Aucoin 1990, emphasis added).
The explicitly political nature of the document may also explain this choice of
emphasis in the argument. Its purpose may have been to imply that the then
incumbent ministers were insufficiently accountable to the Parliament, rather
than that public servants were exercising excessive influence. Such an
argument may have been thought to have more political value at the time.
The policy document refers to APS reform. It states that the APS 'like its state
and international counterparts has experienced comprehensive structural
and managerial change for more than a decade' (Liberal Party of Australia
1996b, p. 6). However, this leads into a discussion of the high cost of change
and assertions, once again, that there had been a decline in ministerial
accountability, even though 'new management systems [had] made

departments and agencies more accountable to parliamentf. What the
document means by 'new management systems' is not explained, nor is
evidence offered for the conclusion that such greater accountability had been
achieved (Liberal Party of Australia 1996b, pp. 6-7). The document commits
a Coalition government to addressing alleged training inadequacies and
resource deficiencies while continuing 'the process of reform and
implementing the broad thrust of the McLeod Report'.
Following the success of the Coalition in the 1996 election and the coming to
power of the Howard Government, Australian Public Service attention was
focused on how it could best respond to the expectations of the new
government. In particular, this meant focusing upon its wish to address a
substantial budget deficit. The Treasurer, Peter Costello, announced that the
Government would review all measures agreed to by the previous
government between the 1995-96 Budget and the commencement of the
caretaker period preceding the election. Finance Minister John Fahey wrote
to all ministers in early March 1996 asking them not to enter further
commitments to implement measures agreed by the previous government
since the 1995-96 Budget if they had not been adopted by the new
government as election commitments.
Fahey also proposed that action begin to 'reduce the costs of government'.
Specifically, he proposed first, an across-the-board two per cent running
costs reduction from 1996-97.40 Second, he proposed that the National
Commission of Audit (created by the new government) be asked to establish
what additional efficiencies might be achievable in later years through, for
example:
the adoption of more cost effective personnel practices;
developing a framework and strategy for information technology;
greater use of competitive tendering and contracting out;
benchmarking;
changed work practices; and
rationalisation of client contact networks between and within agencies.
Running costs are the operating costs of departments. They are to be distinguished from 'program
costs' of benefits, grants and so on distributed by them-a much greater proportion of the
Commonwealth Budget. The terms 'running costs' and 'program costs' are no longer current, having
been replaced under the introduction of outcome-based budgeting. They are replaced by
'departmental' and 'administered' items in the new lexicon.

This was an issue considered by the new government early in its term.
Separately, but at about the same time, the government decided that the
Minister assisting the Prime Minister for the Public Service (Peter Reith),
should focus on ways to secure reductions in staff in the APS that flowed
from the making of the cost reductions already agreed.
In June 1996, three months after it had come to office, Minister Reith initiated
the Howard Government's specific moves to reform the APS.41 Reith's public
discussion paper 'Towards a Best Practice Australian Public Service' (1996~)
substantially picked up the unfinished work of the previous government in
reforming the Public Service Act. However, the new agenda focused clearly
and centrally on staff management and, in particular, industrial relations,
including enterprise bargaining and workplace relations. This narrow scope
drew substantial criticism (National Council of the Institute of Public
Administration Australia 1997, p. 15).The government's starting point was 'a
fundamental proposition ... that the industrial and staffing arrangements for
the public service should be essentially the same as those of the private
sector' (Reith 1996~).The basic ideas are pure managerialism, leavened by a
characteristic ritual public service-bashing (see, for example, Mulgan 199%).
The National Council of IPAA also expressed surprise that a paper
foreshadowing major changes in the workings of the APS contained virtually
no examination of the basic institutional arrangements for management.
In 1997, David Kemp, then Minister Assisting the Prime Minister for the
Public Service, addressed IPAA national conference on 'Public
Administration and the New Democratic State'. Although he certainly put
the view that the APS should focus on core activity, the agenda he presented
for reform again comprised flexible workplace relations and other industrial
relations issues, improved client service and modernising the Public Service
Act. Largely the same formula is followed in his (and the PSMPC's)
subsequent publications on APS reform (Kemp 1998, PSMPC 1998a, PSMPC
1998b). In short, there is less evidence of direction-setting by ministers than
during the 1980s.
Some writers have asserted that both the managerialist and contractualist
phases of APS reform were 'driven by technocrats in executive government'
However, as will apparent from the later discussion, this was well after the initial decisions had
been taken to split DSS and combine the DSS and DEETYA networks. Indeed, even from the first
press release on the matter from Minister Reith, there was no apparent connection between the
government's agenda for APS reform and the changes to DSS.

41

(Uhr and Wanna 2000, p. 29). This certainly seems to be so for contractualist
thinking. Department of Finance had been developing its ideas about a more
market-based reform agenda under the previous government. In 1995 it had
published a number of discussion papers exploring, for example, the benefits
of purchaser-provider arrangements and the adoption of greater
contestability within the APS (Department of Finance 1995a and 1995b).
Under the new government, the National Commission of Audit allowed
Department of Finance's agenda for reform to develop a much greater
momentum. A difference can certainly be detected in Department of Finance
views following the election of the new government.*
The National Commission of Audit was directed by a professor of finance
and comprised three other members from the private sector. However, its
secretariat comprised nine Department of Finance officers plus a
representative from the Treasury. After publication, its report came to be
regarded as by many as a Department of Finance manifesto for government.
Indeed, it is difficult to see how such a lengthy report (400 pages) could have
been compiled in so short a time as three months without having drawn
upon existing ideas and resources.
Later, the government considered the Industry Commission report on
competitive tendering and contracting. Taking up one of the National
Commission of Audit's recommendations, it decided that all Australian
government departments and agencies43 should systematically review all of
their activities to ensure that they are focused on the primary responsibilities
of government (Bartos 1998). The idea of the 'Performance Improvement
Cycle' was devised. This is a process intended to help managers to review
their organisations' activities and assess those activities' costs and
performance. They should then also consider 'tools' such as benchmarking,
business process re-engineering, purchaser-provider arrangements and
competitive tendering and contracting to improve performance (PSMPC
1998, p. 10). The Department of Finance and Administration produced two
booklets to help managers with this process, one on the 'Performance
Improvement Cycle' itself and one on 'Competitive Tendering and

* For example, it is interesting to contrast the sanguine view put by Sedgwick (1994, p. 332) of the
efforts by DSS and DEET to 'forge cross-portfolio linkages' and the view taken in Sedgwick (19%) that
the 're-engineering' of DSS and DEETYA was an almost inevitable manifestation of a broad current of
reform sweeping Australia and the world.
43 In this context 'agency' means any non-departmental government body and does not imply an

'agency arrangement' as generally meant in this work.

Contracting' (1998a and 1998b). The Performance Improvement Cycle is
based on a series of questions that leads the user to consider the use of
market-based tools (such as the adoption of purchaser-provider
arrangements and competitive tendering and contracting).M
The Management Advisory Board (MAB) also contributed, first with a
comprehensive guide to contract management (MAB - Management
Improvement Advisory Committee 1997) and later with a substantial report
on improving financial management in the APS, entitled 'Beyond Bean
Counting' (MAB 1997). The latter document attributed the 'current reform
agenda' to the report of the National Commission of Audit and Reith's
Discussion Paper. It argued that the APS had much to learn from practice
elsewhere (such as New Zealand). Also, an effective financial management
framework would need to include accruals-based management (then already
scheduled for development and implementation),45 output-based
management, benchmarking and market-testing, and outsourcing (p. 9). The
chairman of MAB and head of the Department of the Prime Minister and
Cabinet, Max Moore-Wilton emphasised that 'we are seeing today' a very
clear movement towards the separation of policy advice and service delivery.
This separation (in his view) was 'absolutely fundamental to the future
health of public service in this country' (Innovations Expo-Conference 1997).
The same views were reiterated when, in February 1998, The Department of
Finance and Administration hosted a conference entitled 'Competing for
Performance' at which senior officers from the department promoted market
and contractual ideas very clearly. Stephen Bartos of the Department of
Finance and Administration argued at that conference that APS managers in
the new millennium were most likely to be 'leading a small team who will
have principal responsibility for contractual relationships'. Moreover, 'all
service provision will be governed by contractual arrangements' (Bartos
1998).
In the range of documents, conference papers and so on emanating from the
Department of Finance and Administration and MAB in this period there is

These documents circulated in draft for discussion prior to publication in March 1998. Oddly, they
have both been prominently marked 'under review' on the Finance website now for several years.
There is no indication of the nature of the review or when it is expected to be complete (see
h p : / / www.dofa.gov.au/ publications/ resourceframework/ informationmanagement/)
45 The Government had decided in April 1997 to implement an accrual-based management framework

for the Commonwealth.

only one that addresses the establishment of agencies. This is 'The
Establishment of Agencies' (Department of Finance and Administration
1998a). This brief paper (a bare eight pages), issued by the relatively shortlived 'Development Team' in the Department of Finance and Administration,
was part of series of three discussion papers entitled 'Lessons learned from
others'. It warns:
These papers are not meant to be prescriptive and do not represent any official
Departmental position. Rather they summarise some of the lessons learned
from international experience and are intended to help managers tackle the
issues they are facing and provide a basis for debate on public sector reform
(P.1).
It argues that agencification is based on principal-agent theory, identifying it
with contractualist thought. However, its first 'lesson' draws on
managerialist thinking. It argues the case for agency creation where this can
achieve an improved focus on client responsiveness by freeing managers of
centrally laid down rules and allowing them to manage. Other lessons
include 'establish a co-operative working relationship between the agency
and the department', 'develop an adequate performance measurement
system for the agency with a balance between devolution and accountability'
and appointing 'a competent CEO to drive a strong commercial discipline'.
CEOs, it argues, should have direct access to the minister. Yet it concludes:
'Agencies are not an appropriate solution when they cannot be at arm's
length from the Minister and involve very politically sensitive issues' (p. 7).
Outputs and outcomes did come- but without contracts.46 It extended some
elements of its predecessor from FMIP days, 'program management and
budgeting' and introduced, at least implicitly, the notion of government
purchasing products and services from departments (Ayres and Russell2001,
p. 34). But the Department of Finance and Administration sees its new
'Accruals-based Outcomes and Outputs framework' as distinct from
overseas models. Notably:
The new framework does not rely on formal purchaser-provider
arrangements with their sometimes bureaucratically cumbersome
contractual obligations and artificial separation within the executive arm

46 It is also worth noting that the tern 'agency' has a general meaning in the APS, especially from this

point forward. The key document outlining the new framework makes it clear that 'The term
"agency",as generally used in [that] document, applies to departments, agencies, authorities and noncommercial companies'; that is, all organisations in the general government sector, which excludes
only public trading enterprises (Department of Finance and Administration 1998d, p. 9).

of government between policy and administration or outcomes and
outputs (Moores 1998, p. 120).47

Thus Australian resistance to the policy-administration split in core
government continued in certain important ways even while contractualism
and purchaser-provider arrangements were being advocated as the way of
the future.

Institutional background: the relationship between DSS and
the CES
Some published accounts of the origins of Centrelink deferentially attribute
the introduction of Centrelink to the resolve or wisdom of ministers. For
example:
Centrelink was launched in 1997 but its origins go back further. There
have been many plans to combine employment registration and
employment benefit payments in Australia but they didn't happen-it
seemed too hard. Our politicians have always been frustrated in
Australia that people had to go from one department to another to try
and get assistance. It was often a complex route. Senator Jocelyn
Newman, as Minister for Social Security at the time, decided that
enough was enough and something radical had to happen (Vardon
2000, p. 2).

However, this material has largely been produced after the fact and cannot
be expected to shed unrefracted light on the developments that led to it
happening. It is correct, however, in asserting that Centrelink's origins go
back further. There are many earlier references to the notion, although it is
not possible to draw direct connections between these and the decisions to
create the Centrelink arrangements. A version of the idea of creating a onestop shop appears quite explicitly in the report of the Royal Commission on
Australian Government Administration (the Coombs Commission):*
The object of a 'one-stop shop' is to provide as nearly as possible a
complete service (including if possible the power to make decisions) in

47 Similarly Bartos (2000) refers to the Auslralian approach being a departure from 'a rigid purchaser-

provider relationship between ministers and their departments'.

* For an analysis and history of the one-stop shop in an Australian context, see Wettenhall and
Kimber (19%).

one place, at one visit, and with members of the public having to deal
with not more than one or two different officers (p. 161).

The Commission sponsored an experiment with a one-stop shop, the
Northwest One-stop Welfare (NOW) Centre in Coburg, a Melbourne suburb.
The Commission was unable to evaluate the experiment satisfactorily but it
considered NOW to be an excellent example of co-operation between DSS
and the State Social Welfare Department (p. 163).. The Commission
recommended that the NOW experiment be continued for at least two years.
It further recommended that the Australian government indicate its
willingness to help establish other one-stop shop centres experimentally
where local and regional organisations wished to sponsor them and the State
government concerned was willing to participate.
Perhaps coincidentally, the Prime Minister's address at the official launch of
Centrelink traced the one-stop shop idea to the same period:
From the moment I entered Parliament in 1974 and began talking to
constituents about their various problems in my electorate in Sydney, I
began hearing complaints about the number of agencies you had to visit.
It was one of the very earliest complaints. . .And what focused my
mind at the time was that so many people felt that if only they could go
to one place and have all their business done in that one spot it would be
a lot more efficient, it would be a lot more human and it would make a
great deal more sense (Howard 1997).

A version of the rather different idea of removing responsibility for social
security operations from DSS can be detected at least a decade before it
happened. This is in Carlton's (1986, p. 202) concern over there being a large
proportion of public sector employees engaged in 'major operations such as
paying pensions' in a management environment 'not suited' for such
purposes. However, he made these remarks in the context of a polemic on
privatisation, not agencification.49
The efficiency and effectiveness of unemployment benefit administration,
including roles for both DSS and DEET, had long been a concern for officials

4 9 ~should
t
be noted that there had certainly existed a particular division in DSS in the mid-1980s (the
'Regional Administration Division') intended to deal with training, industrial, property interests seen as central concerns of the regional network-in DSS's central office. However, that never
developed sufficient coherence in its focus and lasted only a short while. See the DSS Annual Report
1984-85 for a brief account of the Regional Administration Division's creation. By late 1986-87the
division had disappeared in another restructure (see the DSS Annual Report 1986-87).

and parliamentary committees. In 1985 the Joint Committee of Public
Accounts reported to the House of Representatives on this matter on the
basis of its review of reports by the Auditor-General. It was 'very concerned
with weaknesses in the administrative arrangements between DSS and the
CES, and in the associated procedures and controls in operation at the CES.SO
The then Liberal-National Party opposition was clearly conscious of these
weaknesses and used them to attack the government:
we all know. . . many people are cheating on the social security system
and the work test is not being enforced because the Department of Social
Security does not get on very well with the Commonwealth

Employment Service. The reason it does not get on very well with the
Commonwealth Employment Service is that the information that it gets
from the Commonwealth Employment Service is not accurate (Mr Blunt
(Richmond),Hansard, House of Representatives,29 April 1987).
Even some members of the Government admitted later that in the middle
80s, 'these two departments never spoke to each other.. . never
communicated and they never exchanged information' (Mr Allan Morris
(Newcastle),Hansard, House of Representatives, 19 October 1993).
The House of Representatives Standing Committee on Employment,
Education and Training produced a report in May 1988 entitled Getting to
Work: Report of the lnquiy into Training or Return to the Workforce by Social
Security Pensioners. It concluded that 'Closer liaison between CES and DSS is
essential in ensuring that beneficiaries have access to counselling and/or
employment advice even when they are unable to travel to the relevant
office.' A further report by the Auditor-General (No 10 of 1991-92) again
criticised the failure of liaison between DSS and the CES for reducing the
effectiveness of new measures in programs affecting the unemployed. The
CES seems to have been the principal cause for concern. One government
member noted in 1993 that 'There are sigruficant difficulties with the
Commonwealth Employment Service' (Mr Tanner (Melbourne), Hansard,
House of Representatives, 6 October 1993). By 1995 evidence was being
offered by DEET officers at Senate Estimates hearings that DEET was trying
to design systems and processes where 'both agencies [DSS and CES] were
joined into one seamless whole for the purposes of staff and, in some
situations, the clients to use strategies based on interconnectivity,
interoperability' (Wayne Gibbons, DEET, Hansard, Senate, 30 May 1995).
50 Mr Price (Chifley), Hansard, House of Representatives, 28 November 1985.

Considine (2001, p. 127) argues that the community consultation on
managing long-term unemployment, undertaken by the Labor Government
in the early 1990s did not uncover public antagonism to the CES. He
attributes the introduction of competition in job-placement services more to
the preferences of senior bureaucrats in central agencies than those in
DEETYA. After Centrelink had begun, however, Peter Grant, a deputy
secretary at DEETYA, gave a bitter critique of all earlier attempts to improve
the performance of the CES. 'Numerous strategies had been tested over the
years' he said, but 'all too often the strenuous efforts at internal reform
proved disappointing'. He explained that:
The typical result was a short-term' boost to activity levels and a
temporary lift in performance, sustained only as long as the pressure
was maintained. Once pressures were relaxed, or external circumstances
changed, there was usually a rapid reversion to earlier practices and
patterns of performance, with modest if any signs of lasting
improvement (Grant 1998, p. 78).
The last Labor Minister for Social Security before the change of government
in 1996, Peter Baldwin, wrote his own manifesto for the future of social
security. He stated a belief that substantial improvements to performance
could be achieved (Baldwin 1995, p. 60). But he observed that it would be
necessary to transcend portfolio boundaries to reap maximum benefits:
Providing services to the unemployed, for example, is a matter for
which DSS and the Department of Employment, Education and Training
(DEET) are jointly responsible, and we should be looking at the overall
processes and the ultimate outcomes desired rather than focusing only
on the tasks that lie strictly within our own portfolio boundaries. But
this, as we know from painful experience, can be extraordinarily
difficult given the persistence within all organisations of a mindset that
prioritises the protection of 'turf (Baldwin1995, p. 61).
This sets out another important historical antecedent to the Centrelink
arrangements. This was the series of attempts over the years by DSS and
DEET to join together DEET's unemployment, youth and student assistance
arrangements with DSS's unemployment and youth payment arrangements.
Acknowledgment of the related nature of these had led at least to CO-location
of CES and DSS offices in some cases. Otherwise, those intentions had failed
(Briggs 1996). Indeed, there had been a long history of rivalry between the

two organisations (Scott 1999a, p. 3). That rivalry was to have an influence on
the ultimate structure and governance of Centrelink.
In November 1991, the Opposition released its Fightback! political manifesto.
One element proposed the merger of the 'shop front, over the counter
functions of CES and DSS regional offices (Hewson and Fischer 1991a, p. 9;
1991b, pp. 209-11). This would:
not only generate obvious savings from the sharing of administrative
overheads, processing clients only once and no longer requiring joint
interviews, but also mean that the unemployed have a one-stop shop to
assist them in all their needs (Mr Braithwaite (Dawson), Hansard, House
of Representatives, 4 March 1992)

However, the intention seems to have been to devolve the job-placement
functions of the CES (to 'Local Employment Boards'), abolish the CES and
consolidate remaining functions within DSS (Hewson and Fischer 1991b,
p. 218). There is no suggestion here of creating a separate agency. Moreover,
the more general strategy set out in the Fightback! documents for improving
delivery of those services then delivered by government focused on
contracting out or privatisation (Hewson and Fischer 1991b, pp. 227-8;
Wettenhall and Kimber 1996, p. 27).
In 1994, closer to the date of the actual split, Michael Codd (a former head of
the Department of Prime Minister and Cabinet) canvassed the idea of
agencification at a conference on public sector management:
The extension of the principles of business enterprise reform into the
delivery of programmes and services in core government functions,
through the establishment of agencies for that purpose, has also
attracted increased interest in recent years. The central part of the
rationale is that, by drawing a boundary around a discrete
administrative function (such as payment of pension cheques in
accordance with entitlements) and giving the task to an agency, the
responsibilities and expected performance can be clearly specified, and
people with the appropriate skills recruited or assigned and held
accountable for achieving that performance (Codd 1996, p. 179).

This was, of course, some years after both the UK and New Zealand had
begun their respective reforms. In its extreme application, Codd argues,
government could assign all its administrative tasks to agencies. In these
circumstances, core government functions would comprise only policy

formulation, advice and determination. Moreover, he goes on to consider a
reasonable approximation to the arrangement that was later instituted for
DSS and Centrelink, albeit in the context of questioning the merits of
agencification:
In relation to the administration of social security benefits, for example,
in the Australian situation where entitlements are defined in legislation
and determining authority vested in the secretary or permanent head of
the Commonwealth Department of Social Security with power to
delegate, it is possible that through appropriate delegations a clear
boundary can be drawn around that administrative function with
clearly delineated responsibilities and accountabilities-albeit linked to
broader accountabilities of the secretary and minister (p. 180).

Codd is arguing that social security entitlements are (as he sees it) defined
clearly in the law. Therefore (his argument goes) the boundary between
exercising administrative authority and policy work should be capable of
being drawn with sufficient clarity without invoking an agency arrangement.
This might enable the benefits of agencification to be realised without
making such a major organisational change.
The creation of Centrelink followed a substantial change in the organisation
of the former DSS just a few years before. That earlier change could be
regarded as running counter to the spirit of agencification. Before that
change, policy at the highest level had been substantially the preserve of a
specialist policy division (known originally -in the 1970s and 1980s-as
'Development Division' but latterly as 'Social Policy Divisionf). Separate
'programf divisions had had responsibility for implementation of policy
changes once government decided upon those changes. These
responsibilities included development of the 'micropolicyf,5~
co-ordination of
the legislation, computer systems development, training, publicity, forms
and other tasks required to bring about the change (Brown and Rowlands
1995). Program divisions then also were responsible for day-to-day
administration of programs at a 'head office' level, which included deciding
questions of policy interpretation and general program management across
the Commonwealth. However, the department dismantled its Social Policy
51 Micropolicy development is a far more substantial task than might ordinarily be supposed. It takes

the broad policy decided upon by government and fills out the detail. This is necessary both to draft
legislation to support policy intent and to develop computer systems to support practical
implementation. However, it is never truly finished. Actual implementation always yields
combinations of circumstances not envisaged previously and on which a policy position often has to
be taken.

Division in 1995 and allocated its constituent parts and corresponding
responsibilities among the program divisions. This was seen internally as a
move to integrate work vertically on a program basis as far as possible, from
policy at a strategic and budget-measure level through to micropolicy. Thus
a certain conception of a policy-administration split had been done away
with at that point. It also meant that when the split came in 1997 it caused
some consternation insofar as it seemed to be moving in precisely the
opposite direction to the reorganisation of 1995. Indeed, most of those
program divisions and their functions then remained in the new DSS during
1997 and 1998 (albeit not organised as divisions).
MARCH 1996-THE POLICIES OF THE NEW GOVERNMENT

Coalition social security policy for the 1996 Federal election made no
mention of re-organising or splitting DSS. Its stated view of DSS was that it
was primarily a service provider:
The primary function of the Department of Social Security is to provide
income support and associated services to those in need. In many ways
the Department of Soclal Security is no different from any other service
provider. To a large extent its performance is judged on its ability to
assist its clients effectively and within a reasonable time (Liberal Party of
Australia 1996a, p. 22).

This, of course, is consistent with the view in its public administration policy
document that the APS is responsible for implementation. This is not to say
that a policy advising function was precluded from this view. It may simply
have been forgotten in comparison with the more overt, more labourintensive service delivery function. Alternatively, the drafters of political
parties' policy are not always familiar with government administration and
may have imagined that ministers devise policy without much advice from
the APS. The kindest view is that, for the purposes of a political campaign
the emphasis in the document naturally fell on the more publicly obvious
program delivery function.
The policy statement goes on to emphasise a need to improve efficiency in
service delivery. Nevertheless, it gets no closer to specific proposals than to
cite the ANAO's efficiency audit of DSS in October 1995. In particular, the
policy document refers to that audit's recommendations for:

adopting private sector models of management, reviewing the use of
meetings, reviewing half day closures of some offices, focusing on
problems caused by a computer system that is not fully integrated,
standardising best practices across the offices and reviewing the method
of delivery of instructions.

The document commits the Coalition to using the ANAO report as a basis for
improving the Department's performance in the delivery of services. That
audit therefore needs closer examination.
The report of the audit shows that it had two overt objectives. First, it
reviewed the methods used by DSS to determine and allocate staff numbers
to its regional offices. Second, it tried to work out what 'scope for
improvements' there might be for the benefit delivery process and other
aspects of regional office operations that could lead to sigruficant
productivity gains or client service benefits (ANAO 1995). The audit's
efficiency improvement investigations focused on whether resources were
being allocated appropriately and whether regional office operations could
be improved by 're-engineering' them. Re-engineering was, of course, a
popular management idea at the time. The question of the overall structure
of the Department did not arise in this work.
Another point worthy of exploration is what the term 'private sector models
of management' means in the policy document reference to the ANAO
recommendations. It turns out that this reference is to the first of the two
audit objectives, relating to the process of using 'resourcing models' in
resource allocation to the Department's network of regional offices:
The ANAO also considers that, while the methods used by DSS for
determining and allocating resources to Regional Offices compare
favourably with generally prevailing Australian Public Service
standards, they could be considerably improved by adapting elements
of best practice in the private sector (ANAO 1995, p. xiii).

Such models are complex and computer-based. They depend on extensive
measurement by management of the work effort required by each process in
the workplace. After many years of using such an approach, DSS had
rejected it as too detailed, complex and costly. The ANAO had concluded,
however, that such an approach was still justified by its reported continued
widespread use in the private sector.

At the time of the election, Coalition policy on employment and training
focused on employment assistance and case management (Liberal Party of
Australia 1996~).It mentions 'duplication in the delivery of services' but as
between the national government and the States and as an object for scrutiny
by the (at that time, proposed) Commission of Audit. It also accuses the then
case management system of being overburdened, inter alia, because of
'unnecessary duplication of functions'. There is no mention of perceived
overlap between DSS and DEETYA or hint at possible restructuring. The
document mentions income support explicitly and commits a Coalition
government to pay and administer all unemployment benefits through DSS.
It also promises that the CES would be asked to make public its standards of
service in each office and its performance against targets in their immediate
area.
The forty-eight year monopoly that the CES had had in the provision of
services to unemployed people had been challenged by an experiment that
had begun under the previous government. According to Donald (1996,
p. 24) that government had sought to contract out case management to a
variety of private and community bodies. It had wanted to introduce greater
competition and greater freedom of choice through a phased-in process that
involved controlled extension of the non-government market share of this
business. The new system had seen the percentage of business conducted by
non-government case managers grow steadily. However, according to
Considine (2001, pp. 121-2), the new system was far from stable and the new
government in 1996 had 'ample ammunition with which to attack Labor's
reforms'.
At a conference on competitive tendering and contracting in June 1996, one
senior bureaucrat put the somewhat prescient view that the CES's capacity to
deliver services could well be questioned:
As a person who has both worked at the Commonwealth level and at
the State level, I am surprised that there is still a belief that very large
government bureaucracies can do a good job of delivering complex
services to clients in Australia. h my own area of work, I suppose the
Commonwealth Employment Service is one body that will no doubt get
some questioning in that regard (Moran 1996, p. 19).

It seems likely that the CES was-at least-a likely target of scrutiny and
review by the new government. This must have been apparent to senior

management at DEETYA. However, there were no public hints yet of the
structural solution that eventuated.

Conclusion
This chapter has shown that although public sector reform was vigorous in
Australian through the 1980s and early 1990s, there was little inclination to
follow the agencification that had been pursued elsewhere. Microeconomic
reform certainly became ascendant in Australian government in the late 80s
but policy-administration splits were regarded with suspicion, for what
appear to be reasons based in firmly-held ideas about the choice of proper
focus of public servants.
After the change in government in 1996, managerialist thought was giving
way to contractualist ideas in the discussion among central agencies. Major
reforms that had originated in managerialist thinking were still being put in
place but there was a vigorous discussion of outsourcing and the separation
of policy advice and service delivery. There was also an awareness of
overseas experience with agencification and some the lessons from that
experience. Such ideas were largely canvassed in material produced by the
Department of Finance and Administration and its minister. However, there
was no clear commitment on the part of ministers generally to a
contractualist agenda nor any political incentive to follow what had been
done elsewhere. Indeed, there is little evidence of a desire to advance any
specific reform ideas other than in industrial relations and a strong
imperative to reduce expenditure. The Department of Finance and
Administration's ideas can certainly be traced through the documents
published under the previous government in 1995, through to the
(nominally) independent National Commission of Audit and, with
consequential renewed legitimacy, back onto the government agenda.
Ultimately, however, equivocation remained at the bureaucratic level as to
the merits of structural disaggregation and a contractual approach to
managing government. There is no evidence at all of interest in it at the
ministerial level.
In contrast, there was no doubt at all about the deficiencies of the CES, at
least, in the minds of senior bureaucrats. This chapter has shown that the
relationship between DSS and the CES had long been perceived as poor. The
weight of evidence is that the CES had indeed become moribund, although it

is not clear why. The undoubted bureaucratic rivalry between organisations
would not have helped.
Over the years, a number of solutions to these difficulties had been put
forward, from office CO-locationto a takeover by DSS of the entire operation.
The idea that was progressed though was the experiment in outsourcing case
management that had begun under the Labor Government. Ultimately that
preceded the creation of the Job Network, with Centrelink having the role of
referring clients to the private providers of job placements services that
comprise the network. The point is that its long history with its performance
under constant challenge made the CES a prime target for reform. This
institutional history rather than any impetus for general APS reform
provided the starting point for the creation of Centrelink.

Chapter 6 Development of the agency
proposal

Introduction
The previous chapter has shown how the institutional histories of DSS and
the CES made a major change highly likely, especially to the CES. With the
change in government in 1996 that became inevitable. This chapter shows,
through a chronological analysis, how the thinking of key players developed
during 1996 and how an agency model was adopted. This was not yet
inevitable. After all, the only necessary change was some substantial reform
to the CES and how it worked with DSS. However, the chapter will show
that the form that change would take depended more on the views of the
departments involved than in any exercise in institutional design, and draws
much less from overseas models than might be expected. The chapter
provides a detailed account of the events and actions of sigruficant
personalities. This is essential to understanding the actual dynamics of the
events.

Initiating the change plan
In March 1996, the incoming government had appointed Sandy Hollway as
secretary of the newly formed Department of Employment, Education and
Youth Affairs. After the election, Blunn soon approached Hollway with the
idea of creating a combined 'shopfront'. According to Hollway, 'it took us
approximately 15 minutes to agree in principle that we wanted to head in
this direction' (Scott 1999a, p. 3). In late March, the secretaries had arranged a
meeting of their senior staff at which portfolio directions over the next three
years was the first agenda item. That meeting was held at DEETYA

headquarters in Canberra and included all deputy secretaries and many
division heads from both organisations.52 The third agenda item was 'Cooperation in client service delivery, including property CO-locationand
rationalisation; reciprocal placement of DEETYA and DSS information/desk
officers in each department, and scope for [a] joint approach to realising
savings1.53
Participants recall that Sandy Hollway was first to address the meeting. He
argued that there was a need for the two departments to consider better
integration of service delivery and program design. The two would be forced
to undertake something along these lines, in view of the budget deficit and
the need to find savings in expenditure. He raised the idea of 'one-stop
shops' and integration of service delivery with a view to benefiting clients.
This clearly raised fundamental issues of 'architecture' of the system.
However, the matter would need to be addressed as it was likely that, in any
case, a 'wave would crash over from the Budget process'. In other words, if
the two departments could not formulate an approach to the achievement of
substantial running costs savings, they could well expect to face optionsmost likely proposed by the Department of Finance and Administrationwhich neither would welcome.
DSS's secretary, Tony Blunn, directly raised the question of whether there
should continue to be two separate networks of regional offices, each
responsible for carrying out the work of only its portfolio. There were
pressures, in his view, from 'within the [DSS] network.' Hollway argued that
there were only two obstacles to having a single delivery agency. The first
was accountability arrangements and how these were 'policed'. The second
was the possible loss of the 'profound connection' between those who were
developing policy and those who were designing and carrying out
implementation.
Hollway proposed that terms of reference be set out for a small group of
officers to write a paper on the idea. A single delivery arrangement would be
the starting point; perhaps a single network with a range of products was the
'ideal'. That should be described conceptually with pros and cons. Senior
DSS officers argued that there was not much time to get this done. Hollway
agreed that there was a need to 'get to' both ministers quickly. Both ministers
52 The meeting was held at DEETYA's Mort street premises on Friday 22 March 1996.
53 The account of this meeting draws on personal records of an interviewee.

would be asked to agree that the departments should progress this work
together. A common approach to ministers was desirable. Work would need
to get under way within the following week, although this should be after
discussions had been held with the then Secretary of the Department of
Finance, Steve Sedgwick. The departments of Prime Minister and Cabinet,
Treasury and Finance would be approached with a particular objective of
obtaining 'credit' for advancing this idea as an objective. Blunn insisted that
these discussions be confined to the group present at that meeting until at
least after discussions had been held with ministers. One participant
commented after this meeting that Blunn and Hollway had appeared to
'falling over one another in the struggle to appear to have the broader view
and the grander vision' (interview).
Tony Blunn reported on that meeting at DEETYA to a DSS division heads'
meeting a few days later. He announced that it had been agreed that some
fundamental matters be examined. The Department of Finance was clearly
focusing on network amalgamation as desirable and Sandy Hollway had
been thinking about this issue. The departments had agreed to put together a
small group to agree terms of reference to review the two networks and
identify the potential to (as he put it) 'look at the networks differently'. One
model was that only one network was needed. Conceptually, this could be
thought of as two organisations, each with shared ownership of a delivery
organisation. There were lots of possible savings and a range of possible
variations. There were also a number of concerns, in Blunn's view. First, he
did not want to confuse or destroy roles. Second, he did not want to remove
delivery from the policy role. However, there seemed to be little choice. If
DSS and DEETYA did not take the initiative in this way others would do so
and seize the intitiative. It is clear from subsequent events that the idea was
then fed into early decision-making processes by the new government,
particularly its early decisions focused on reducing expenditure.
In March 1996, as we have noted, the new Australian government was
certainly keen to address a substantial budget deficit. Some senior public
servants thought at the time that ministers might have believed that reducing
APS staff numbers could generate a substantial proportion of their desired
savings in expenditure. In early April 1996, the government made decisions
on strategies for securing a reduction in APS staffing9 As part of this, it
Minister Reith's press release of 11 April 19%, 'Federal Government Strategy For Reducing Size of
Public Service' said that the Government's approach had been settled earlier that week (Reith 1996).

agreed that the ministers for Social Security and Employment, Education and
Youth Affairs should examine the possibility of merging certain of their
responsibilities with a view to providing a genuine one-stop shop for
beneficiaries. At about the same time the Minister for Employment,
Education and Youth Affairs was asked to examine the scope for further
reform to employment services. Thus the stage was set both for the full
development of proposals for the implementation of Centrelink and
associated changes to the CES and employment services.

Development of design ideas
Once the idea had been spawned, the ensuing project was substantially
directed from the most senior levels of both DSS and DEETYA. The two
secretaries held weekly breakfast meetings, which sometimes included
selected staff. The discussion at these meetings was said to have been open,
wide-ranging and often held without any formal agenda. From March to July
1996, the project was run jointly by DSS and DEETYA, after which it fell
mainly to DSS to progress. DEETYA was, after that, centrally engaged in the
proposal for the new job network-a group of non-government
organisations who would provide job placement services for the
unemployed, also spawned in the same processes during 1996. The meetings
continued even after the departure of Hollway in January 1997.
In April 1996, the two departments began work in earnest by establishing a
working group to examine the scope to 're-engineer' service delivery
arrangements and creating a 'shopfront approach' to client service (Scott
1996, p. 4; Worthington 1999). This would provide the material on which to
develop specific proposals. The overriding perspective was to be the
possibility of enhancing client service and also efficiency. The project was to
examine the scope for the following to contribute to the goals of: introducing
further contestability into service delivery, contracting out and privatisation;
cost reduction through network rationalisation and integration, including a
unified service delivery agency; and improvements in client service through
a one-stop shop approach to service delivery.
Moreover, in addressing these issues, the project would:
propose options for the form of organisation or organisations
required to create a one-stop shop delivery model;

propose arrangements for involvement of the delivery
organisation or organisations in the development and design of
services and programs;
propose a basis for establishing service agreements between the
departments and the delivery organisation or organisations for
purchase and supply of service;
provide estimates of cost reductions to be achieved through the
new delivery arrangements.
This work can be viewed as the formal starting point for the organisational
changes that created the Centrelink arrangements.
The project took, as a central, guiding idea, the prospect of collapsing the
DSS and CES networks into one. Those of the unemployed who qualified for
financial assistance were a major common client group for both the DSS and
CES networks. The organisations even shared a similar objective for this
client group - to maximise the prospects of their getting employment.
Moreover, the working group concluded that then current service delivery
arrangements involved a great deal of duplication and dual contact, which
was confusing for clients and a source of difficulty for efficient network
management. The main objectives for reforming then current arrangements
were:
(a)

simplifying arrangements for clients [meaning, clearly, primarily
the unemployed];

(b)

reducing duplication
arrangements; and

(c)

complementing the creation of a competitive environment for the
provision of employment services for those needing specialist
help.

and

inefficiencies

in

the

current

It can be seen that, to a considerable degree, the imperative to create the job
network was a major influence on the pace of development (Scott 1999, p. 4).
This formulation of objectives is consistent with but reverses the order of the
project's initial goals and neatly provides a range of desirable outcomes. The
first objective provides public legitimacy of the change. It does this by
focusing on the very clients of the programs involved and portraying them
as beneficiaries of the change. The second objective is also helpful from the
perspective of a different audience: those who abhor waste or duplication. It

has a ring to it that makes it sound more fundamental than the first objective,
appealing directly as it does to political priorities which were then foremost.
The third objective, prima facie, is consistent with either of two scenarios.
First, it could be taken at face value and correctly describe this change as
consistent with the likely changes to providing employment services.
Alternatively, it could also be taken as revealing that the split of DSS was a
necessary by-product of the separate move to outsource employment
services, which itself may have assumed primacy among these policy
objectives.
Three points were taken as essential background to the project. First was the
plain fact that DSS and the DEETYA both delivered services through large,
decentralised networks. Each network was much larger than almost any of
the other service delivery structures run by 'mainstream public sector
organisations. Second was the concern that the then current fiscal
environment was providing a strong stimulus for taking new directions in
service delivery. In other words, a lack of money required economies.
Without changes to the structure and frameworks under which they
operated, both DSS and DEETYA would find it difficult to achieve
reductions in running costs that were not directly related to workload
reductions. For a number of years before, they had used staffing formulas
related to workload. They had been able to use technological development to
meet the requirements of the efficiency dividend.55 But this would be
unlikely to suffice in future. Unless structure and framework could be
changed, substantial reductions in running costs might lead to poorer
performance or weaker program controls and may not therefore be
efficiencies at all.
The focus here is clearly on radical approaches to making savings in
administrative costs as a reason for changing service delivery arrangements.
The essence of the argument is that hitherto, it had been possible to offer an
annual efficiency dividend (that is, endure a regular specified reduction in
running costs) because of the increased use of computers. The argument is
that there is still an expectation of substantial savings in running costs, but
making the big cuts now expected could not be achieved in the same way
without risk. Increased risks would flow, for example, from less time being

55 This was an annual, automatic proportional reduction in running costs that had been in place since
the 1980s intended to provide an 'incentive' to make technological improvements in operating
efficiency. See Task Force on Management Improvement 1992, p. 243.

available to make decisions to grant a benefit with possible consequential
increases in overpayments flowing from hasty and wrong decisions. The
only apparent option for making large 'running costs' savings was
amalgamation of the two networks.
Third, the project referred to the Government's election platform statement
Pathways to Real Jobs. This allegedly referred to the relationship between DSS
and DEETYA as cumbersome.56 There was considerable double handling of
clients under the arrangements then current. Moreover, there was ambiguity
in responsibility for the 'activity testing' of the unemployed (that is, ensuring
that they can demonstrate satisfactory activity in seeking work). This could
lead to those affected by the activity test trying to 'play' one department off
against the other.
The work at this initial stage focused on integration of DSS and CES service
delivery. It was not primarily directed to a particular institutional
arrangement for doing so. It looked at creating combined service delivery
outlets to provide selected CES functions and the full range of DSS payments
and services (including services to the non-unemployed). These combined
service delivery outlets were referred to as 'shopfronts' and the entire service
delivery network as 'the shopfront', possibly picking up the 'Fightback!'
terminology.57 The discussion of core functions of the 'shopfront' centred on
what part of labour market-related work would fall to the new agency.
Indeed, the focus of both the first two key issues shows the primacy of
thinking about labour market programs.
Nominally, at least, three options were considered for 'Management of the
Shopfront'. These were:
(a)

network management by DSS as an agency for DEETYA;

(b) merger of DSS and DEETYA into one department; and
(c)

creation of a new service delivery agency serving DSS and DEETYA.

Early thinking had also canvassed 'joint management by DSS and DEETYA'
but this was discarded as extremely messy administratively and in terms of
lines of accountability.

56 In fact, no such reference can be found in that document.
57 Indeed, the 'shopfront' was the standard term for the project within DSS in 1996.

The first option was thought likely to work only where the functions to be
integrated were relatively minor or of little policy sigruficance. Even with
contractual arrangements and goodwill, there could be continuing tensions
about priorities, with the non-administering department perceived to be in a
poor position to influence outcomes in another department driven by its own
policy imperatives. This is a view supported by earlier history.
The second option was not favoured because the result would be an
unwieldy conglomerate and would be likely to give 'misleading signals'
about the direction and context of employment policy. The range of
responsibilities and public policy interests that would be combined by such a
merger would be too great. In other words, employment, education, training
and youth affairs need to be seen as at least as closely linked to industry,
economic and industrial relations interests as to the welfare system. To allow
service delivery issues to drive policy grouping in this way was thought
wrong and unnecessary. From DEETYA's perspective, it saw itself as having
a distinct and separate set of interests to serve from those of DSS. Both from
the perspective of these interests and DEETYA's interests in self-preservation
it would be extremely unlikely that such an option would receive its support.
Accepting that it was likely to lose control of its own service delivery
network as a part of this change was as much as it could take.
The third was the preferred option. In this option DSS and DEETYA would
retain policy and monitoring responsibilities and contract with a statutory
agency to deliver services and payments on their behalf. The essential
argument for establishing a separate agency to deliver services for both
departments ran as follows: the more varied the functions of a network, the
less appropriate it would be for any one existing department to have
'ownership'. (There is no evidence that thought was given to the disposition
in New Zealand to single-purpose agencies.) Also, an agency could also be
structured to maximise its competitiveness in a service delivery environment
and provide a platform for broader innovation in the delivery of services.
The expected benefits of this approach were, first, that it would facilitate a
greater organisational focus on service delivery improvement. Second, it
would provide a new and neutral framework for integration of government
services at the shopfront level. Third, it would facilitate separation of core
public service functions (such as policy advice) from direct service delivery
by government and from functions more able to be subject to competition.
Finally, it would provide greater flexibility of operations than allowed for in

public service legislation. The clear intention in the last point was that the
new agency be located outside the APS employment framework.
Initially, the work done at this time cast the above arguments in terms of the
reasons behind 'experiments' by other countries with a separate agency
structure for service delivery. However, further work omitted both any
reference to other countries and, moreover, to the original first point in this
list, that 'combining policy and service delivery functions represents a
conflict of interest'. A more entrepreneurial reason was developed for
favouring this model in the specific instance of integrating the CES and DSS
networks. A service delivery agency would provide an opportunity to move
towards a more comprehensive service oriented towards clients rather than
departmentally-based; it could provide the structure for integration in the
delivery of common services; and it may be better than a department in
adjusting to competitive service deliver.
There was a fear, however, that the separation of service delivery from policy
might lead to poor policy and/or bad administration and involve some
duplication of administration and confusion about accountability. This could
be avoided with the right governance and culture in the new agency.
Specifically, the objective was to 'strike the appropriate balance between
independence and appropriate consultation and accountability'. The new
agency would formally need to be in one or other portfolio, probably social
security, where the vast bulk of its work came from. The agency could be
established on a statutory basis but governed by a board including the CEO
and the departmental secretaries to DSS and DEETYA.
Some thought was given to how the new shopfront could be managed. There
was a range of options, including 'service contracts between departments,
amalgamating the departments and separating purchaser and provider by
establishing a new agency, separate from the departments'. Although the
possibility of establishing the shopfront in a contestable or competitive
environment was considered briefly there was no proposal that such an
option be pursued at that time. However, this option remained open. The
creation of a specialist delivery agency might well help to identify further
contestable elements of service delivery and facilitate benchmarking as the
functions would be more readily transparent than in a department.

Information on what was likely to become of DEETYA and, moreover, the
CES, became public knowledge -or, at least, widely suspected -at this time.
For example, the Australian Financial Review reported that:
The Budget search for $8 billion over two years will effectively destroy
the Department of Employment, Education, Training and Youth Affairs.
Together with the Department of Social Security and the Department of
Health and Family Services, it is expected to bear the overwhelming
brunt of Canberra's biggest slash and bum exercise (21 May 1996, p. 27).
That article, which focused on employment placement issues, also reported
that:
The department has also been looking at proposals to contract out CES
job-fmding functions to the private sector with measures such as forcing
people off unemployment benefits if they do not accept jobs. At the
same time, savings could be found by amalgamating CES and Social
Security offices and even forms and payments systems.
The working group thus developed the principles that formed the basis for
the two Cabinet submissions, and sigruficantly influenced the broad shape of
Centrelink (Worthington 1999, p. 24). It is likely that the Government
considered the first such proposal in mid-June 1996. This was to establish an
integrated delivery of services to all existing DSS and CES clients. The focus
at this point -relevant to the present discussion- was on options involving a
complete merger of the then current DSS network with those aspects of the
CES network that would not be included in the employment placement
market. It is likely that proposals were under consideration at the same time
on privatisation of employment services and new case management and
labour market assistance arrangements. That is, the replacement of the major
part of the CES with the Job Network was being dealt with separately
The new integrated network was expected to deal with the full range of
income support payments and services managed by DSS. This would not be
a 'savings option' for the purposes of the next Budget-in other words, it
would cost additional money to begin with. However, its sipficance
warranted its inclusion in the Budget statement. Indeed, substantial initial
investment was necessary, although on-going efficiencies would be achieved.
This was due to the scale of the merger and additional information
technology requirements. A quick decision was urged so that worthwhile

results would be provided in the government's first term. The idea would
then be developed further.
The Government accepted the proposal and asked for a more specific
proposal for implementation. Thus, in July 1996, work began towards a
second, more detailed proposal (Worthington 1999, p. 15). This would be a
specific proposal for the integrated delivery of services to all existing DSS
and CES clients. The two relevant ministers were to bring forward a
submission on providing a genuine one-stop shop for beneficiaries. It was
expected also to cover all aspects of the proposed arrangements for the
employment placement market that were common to their interests.
DEETYA officers began the drafting a proposal, but DSS became the main
driving force of Centrelink development after the first submission to
government (Worthington 1999, p. 15). DSS's reaction to was to seek to
change the emphasis of the submission. Reflecting earlier rivalry and
interests, DSS thought that DEETYA's work gave excessive stress to the
transfer of employment services functions and wanted a greater focus to the
broader role of the shopfront. DSS also sought to develop thinking about
'governance issues'. The term 'governance' was adopted to refer to the
formal arrangements for management and accountability of the new
organisation.
The subsequent papers argued that the new integrated network would deal
with all services then managed by DSS and provide a 'first stop shop' for all
existing CES clients prior to referral to the Job Network for specialist
assistance. There was an expectation that the shopfront network, as a onestop shop for most clients and the 'first-stop-shop' for many, would be the
focus of any tension that might arise from reforms to labour market
assistance. The shopfront concept for the delivery of all DSS services and
initial client contact services for CES was then presented as providing the
groundwork for a one-stop shop approach to service delivery for other
Commonwealth services. An element of entrepreneurial thinking had now
arrived and there was mention of discussions with the Department of
Veterans' Affairs with a view to integrating their service delivery functions
into the shopfront. But there was also caution about moving too fast on too
many fronts.
Design options for management of the new agency needed to take account of
a balance between independence and accountability and the possibility of

policy becoming out of touch with the operational perspective. The issue of
'independence' was presented as central to the achievement of the intended
goals. If the agency were expected to become a leader in government service
delivery there would be advantages to freeing it from the normal public
service constraints by establishing a statutory authority.
Two options were contemplated at this stage, both comprising a statutory
agency reporting to the Minister for Social Security and a service/resource
agreement with the relevant departments. The key difference was whether or
not the agency would have its own appropriation or whether its funding
would be provided through the purchasing departments. The favoured
option was that purchaser departments should control funding through
service agreements with the agency. This (it was argued at the time) would
provide a balance between independence and accountability and a clear
purchaser-provider split. Rather vaguely and superficially, it was said that
the links between policy and operations would need to be built into the
management structures and service agreements. Either option permitted the
possibility of moving employment conditions outside the Public Service Act.
(The benefits of this must have been unclear while the Act was under
review .)
That there was little choice but to take fairly radical action is apparent from
the report of the National Commission of Audit, published in June 1996. Of
most relevance is the chapter on 'Best practice in Government Activities'
(Chapter 5, pp. 83-120). The report lists a range of techniques to improve the
delivery of Australian government programs. These include improving
personnel practices (p. 99), improved use of information technology (p. 106)
benchmarking (p. 101) use of purchaser-provider relationships and
'contestability/contracting out1 (pp. 102-3). This comprises a very similar list
to that proposed by Minister Fahey in early March, in the new government's
first few weeks of office (see the previous chapter). Moreover, under the
heading 'Cross-program approaches' the report focuses directly on DSS and
DEETYA. Citing AusIndustry as a good example of a 'cross-program
approach to service delivery' it gives 'Rationalising the delivery of income
support and employment services' as a potential use. Indeed, it is the only
potential use cited. It goes on to argue:
The departments of Social Security (W)and Employment, Education,
Training and Youth Affairs (DEETYA) are the two major agencies
involved in delivering income support services. Currently DSS has a

service delivery network of 19 area offices, 217 regional offices, 69
smaller outlets and 16 teleservice centres. DSS employs 20,850 staff.
DEETYA has a network of 19 area offices, 186 large offices, 134 smaller
offices and 88 CES agencies. DEETYA employs 11,500 staff.
There is sigruficant scope to rationalise the delivery of services through
the development of a national network of shop front offices (p. 107).

It concluded that savings targets of at least 20 per cent should be set (p. 115).
It concluded too, that there 'may also be scope in the long term to contract
out the delivery of these services to the private sector'.
Public announcement occurred in August 1996, with the Coalition
Government's first budget. Legislation to establish the new agency was to be
introduced immediately after the Budget. Minister Newman's press release
of 20 August 1996 was headed 'A New Era in Customer Service'. However,
the announcement focused primarily on the proposed changes to
employment assistance being introduced by the government. As Minister
Vanstone put it:
A new agency for the integrated delivery of Commonwealth services
will be created in the Social Security portfolio. It will become the service
delivery agency for all DSS ... [and] DEETYA services to jobseekers,
students and youth. The agency will ... [have] service agreements with
relevant Commonwealth policy Departments (Vanstone 1996, p. 51).

As this was a budget proposal, all of the expected costs and savings were
duly set out in the August 1996 Budget papers.

The Commonwealth Services Delivery Agency Act
The Minister for Immigration and Multicultural Affairs, the Hon. Philip
Ruddock MP, introduced the bill to create the Commonwealth Services
Delivery Agency (CSDA), the CSDA Bill 1996, into the House of
Representatives by on 4 December 1996.58 With rhetorical flourish typical of
such events, his second reading speech began by describing the proposed
arrangements as an historic innovation to public administration in Australia.
He went on to stress the concept of the one-stop shop:

58 Minister Ruddock represented the Minister for Social Security, Senator JocelynNewman, in the

House of Representatives.

Although [the Agency] will initially encompass the full suite of income
security payments and services currently provided by the Department
of Social Security, together with a number of employment and child care
services, it will have the potential to add to these over time. It will
provide an administrative framework for integrating access to
Commonwealth services by consolidating services so that, where
possible, people can get the help they need in one place (Ruddock 1996).

He stated the government's objectives in creating the Agency as to provide 'a
much better standard of service delivery to the community and to
individuals and to increase service delivery efficiency and effectiveness'. He
added that the Government wished to shift the focus and direction of client
service from the mechanics of transaction and process to one that is centred
on individuals and their needs.
The Minister argued that this change was to be seen as placing 'high quality
service delivery above the boundaries of Commonwealth departments and
agencies'. However, he attributed the location of the new agency in the social
security portfolio to the fact that the largest component of its activities would
be administration of social security legislation. He acknowledged, too, that
there would be a need for 'a strong partnership between policy and process
design and service delivery'. He did not mention savings in staff costs.
A slightly different perspective on the sigruficance of the CSDA bill comes
from the speech tabled a few days later as an explanatory memorandum to
the Reform of Employment Services (Consequential Provisions) Bill 1996
(12 December 1996). In this context, the creation of the CSDA is a necessary
concomitant to the changes being brought about to labour market services. It
described the government's
vision for the most radical changes to employment services since the
establishment of the Commonwealth Employment Service in 1946 ...
The Commonwealth Services Delivery Agency bill 1996, which has been
introduced in this sitting, completes the legslative framework for the
reforms (Senate Hansard, 12 December 1996, p. 7259).

A week later (19 December 1996) Minister Newman announced the
appointment of Mr Robin Marrett to the position of chairman of the board of
the new agency.59 Shortly afterwards (6 January 1997), the minister
announced that the agency board had appointed Sue Vardon to the position
59 Marrett remained chairman for the full three-year term of this appointment.

of chief executive officer. The new agency arrangements were operating
informally within DSS from late 1996. They became more distinct upon
Vardon's arrival. The new agency formally began on 1 July 1997 and was
'launched' -with the announcement of the name 'Centrelink' -in September
1997. DSS- the 'new DSS' -was left with around 700 staff, only two dozen of
whom were located outside its central office in Canberra.

The government's publicly-stated objectives around the time of the
introduction of Centrelink were consistently focused on service delivery.
This theme is maintained, for example, in the Prime Minister's Sir Robert
Garran Oration to the national conference of the Institute of Public
Administration Australia, in November 1997:
One of the marked changes we have seen in the public service over the
last ten to fifteen years has been its acceptance of the need for a culture
of quality service delivery. . . I was delighted recently to launch
Centrelink, the Commonwealth services delivery agency. . . [which] I
described as probably the biggest administrative reform of recent times.
It combines efficiency with sympathetic and responsible service.

Taking a similar line, after nearly a year of formal operation, Minister
Newman told the Sydney Institute (6 July 1998) that:
In the area of Commonwealth Service delivery, I believe setting up
Centrelink was one of the boldest decisions ever taken by Government.
There was no culmination of events or crises that forced the change. It
was the result of long term dissatisfaction with the existing social
security and employment assistance arrangements, and I committed
myself with enthusiasm to the task of establishing a new organisation
with a new culture (http:/ / minister.dss.~ov.au/iuly7.htm).

Indeed, at her retirement from the ministry, Newman listed the creation of
Centrelink as the second of three highlights in her career as a minister in the
Howard government during the years 1996-2001 (Newman 2001).
Shortly after the 1998 general election, Centrelink announced a plan for its
own downsizing.60 In fact, much of this downsizing had been apparent from
Considine (2001, p. 142) implicitly attributes the decision to the Centrelink Board, which, he says,
'began a savage restructure' within months of establishing the new agency. It is luminously clear that
the decision to make savings in running costs was an essential part of the decision to establish the
agency and, hence, the Board's only decision was how to do so.

the papers published with the previous budget. This had even been noticed
by the press. For example, the Sydney Morning Herald of 13 May 1998 had
noted that social security 'running costs' were expected to fall by 92 per cent
in the 1998-99 year compared to the previous year.61 In addition, DEETYA
running costs were expected to fall by 35 per cent. It attributed these falls in
costs to 'replacement of the Commonwealth Employment Service (CB) with
private contractual arrangements and the Australian Government-owned
Employment National, and the setting up of a centralised delivery service,
Centrelink.' The fruit of the idea that had been the trigger for Centrelink's
conception was now to be harvested.

Centrelink's inception in retrospect
Let us now try to summarise the reasons for the inception of Centrelink,
examining both the motives of actors and pressures upon them. At one point,
the CEO of Centrelink, Sue Vardon, clearly attributed the initiative for
creating Centrelink to Blunn and Hollway. In an October 1997 speech she
said:
How come [the creation of Centrelink as a 'one-stop shop']
happened? . . . my analysis is thus: that firstly it was an easy notion to
sell because it's full of common sense . . . The second is that we had two
secretaries who actually had the guts to say 'The only way to make this
good idea happen is for us to let go of our egos and our departments
and make it happen'. For years in Canberra DEETYA and DSS have
been both saying what a good idea this would be but each of them has
said 'I think we should run it'. Anyway, these two secretaries said
'Excuse me, this sensible idea can't be involved in ego. We actually have
to let it go and we need to create a new model'. The purchaser provider
model allowed them to create a new statutory authority to make it
happen, and so we actually have some goodwill (Vardon 1997, p.

One of the DSS division heads involved in the early process summarised the
process to this point thus:

61 This figure, 92 per cent, may seem implausibly high. However, it reflects the fact the Department

was to retain less than 1000 of the 20 000 or so staff it previously had. The remainder, of course, would
go to Centrelink.
62 Later accounts attribute much foresight to the government.For example, Vardon (1998, p. 1) states

that when the government set up Centrelink 'it started with a vision to make it easier for citizens to do
business with the federal government'.

The recent change of government provided the Secretaries of DSS and
DEETYA the opportunity and climate for fundamental and innovative
change. They agreed within a month of the election that it made good
customer service sense to integrate the two networks under new
purchaser-provider arrangements, thereby establishing an agency with
a community side rather than low income customer base. They
presented their vision to Ministers and senior managers of both
Departments and by 'merging1 rather than 'taking over', functions and
maintaining Departments they were able to take their managers and
other Departments with them (Briggs1996).
All of the above evidence supports this account as accurate, although Briggs
has placed the inevitable 'good customer service' gloss on it.
This chapter has shown that the specific idea of creating Centrelink and the
associated arrangements flowed from the two departmental secretaries most
involved, Hollway and Blum. The existence of the DSS and DEETYA
networks had long been seen as duplication. It was an obvious target for
savings options for the Department of Finance. There can be no doubt-as
evidenced by the report of the National Commission of Audit-that, had
DSS and DEETYA not come up with the proposal the 'great wave' forecast
by Hollway would indeed have come crashing over. Indeed, there is an
element of satisfaction in Blum's later comment, as part of a reflection on life
in the APS in the first year of the new government, 1996:
I feel pretty comfortable about the Commission of Audit. It zeroed in
very quickly. It said: "We can achieve big savings in the DEETYA and
DSS area. We can crunch together the delivery mechanisms and make
huge savings". And it was great to be able to say, "Ah! We are there
before you". We had actually started that process (Blunn 1997b, p. 35).
It is clear that Blum and Hollway had not in some way avoided the
inevitable: but they had recognised what was coming and moved quickly to
achieve a measure of control over events. Both had incentives to do so.
Hollway had been placed in his position by the new government, had no
sentimental attachment to the existing DEETYA structure and, therefore,
reason to exhibit courage in changing it. Blum was head of one of the largest
departments and any substantial staff reduction must surely have required it
to offer savings. Therefore, he, too, saw a relatively painless solution in the
agency option.

The history of Centrelink's inception set out above and in the previous
chapter shows quite clearly that the prime motivation for the decisionmakers-the incoming Howard Government-was a pragmatic one. This
interest reflected both its desire to reduce the size of the APS and an interest
in fulfilling its policy ambitions in developing a private job placement
market to largely replace the CES. Only a limited awareness of agencification
elsewhere is shown and there is no evidence of arguments based on overseas
experience having any sigruficant impact on the development of design ideas
for Centrelink.
There is no obvious source for the idea of creating Centrelink that can be
dated to a point prior to the 1996 election. To be sure, the idea of having CES
and DSS working more closely together was an obvious one and offices in
the two networks were often CO-located.But there was no identifiable
indication in prior policy documents that the Coalition was contemplating
such a measure as creating a new service delivery agency. There was
certainly evidence of the 'long term dissatisfaction' that Minister Newman
had later referred to but at no earlier stage had ideas like the creation of
Centrelink been put forward.
As noted by Scott (1999a, p. 4), 'To a considerable degree, pressures from
other government initiatives drove the pace of development plans for the
new agency.' In particular, the decision to dismantle the CES and replace it
by a competitively-tendered job network provided an external timetable for
the establishment of the new organisation. Minister Amanda Vanstone, a few
days after taking up the position of Minister for Family and Community
Services put the view 'All that employment reform is inextricably linked into
the welfare area and, of course, it resulted in the creation of Centrelink. . .
(interview on Life Matters, ABC Radio National, 1February 2001). Of course,
this perspective might be expected of a minister who was responsible for
DEETYA and the time of the changes. Nevertheless, that does not make it
invalid.
Given the long-term recognition that DSS and the CES had strongly related
functions and a consequent need to work together, why had this not
happened earlier? As we noted earlier, according to Scott (1999a, p. 3) 'For
years, various attempts had been made to forge closer links between the two
agencies, but these efforts had foundered on a long "tradition of rivalry"
between the two departments'. One senior ex-DSS official said that the
Centrelink idea had not been devised because:

Few areas of government recognised the importance of embracing
integrated client senice delivery or, indeed, knew how to do it;
There seemed little sense in splitting integrated income support
arrangements by separating out the unemployed; and
The Department of Social Security has laboured under the 'DSS
takeover' label and stigmatised 'welfare' umbrella which has styrmed its
attempts at reform (Briggs 1996).
Another way of interpreting these reasons is as follows. First, the importance
of integrated service delivery had never been sufficient to overcome the
pride or self-interest of DSS and DEETYA, neither of which would accept a
proposal for the other to take over its network, regardless of whether the
merits of integration would flow from client service improvements or from
running costs savings. This consideration should not be regarded cynically,
given the later, rather less successful experience of WINZ (Chapter 4).
Moreover, improved client service as an objective or organising idea for
public administration had indeed become popular early in the 1990s, and
was recognised for its immense rhetorical and legitimating power (Dunsire
1995, p. 31).
Second, the notion of DEETYA taking over the DSS network as a whole was
fanciful anyway, as only the unemployed were a relevant client group. But
the income support mechanism had become deeply integrated across all DSS
pensions, benefits and allowances in recent years. There might be benefits to
attaching the unemployed to DEETYA. But these would be outweighed by
separating that group's service delivery mechanism from that of other
pensioners and beneficiaries. Thus, integration only became possible with the
idea of creating a separate organisation that was neither DEETYA nor DSS
and having the relevant components of service delivery undertaken by this
one organisation as an agency to both departments.
There is a certain irony here. As we have seen earlier, one rationale for
agencification is to limit the capacity of departments to give self-serving
policy advice. In the Centrelink case, it is the very self-interest of the two
departments most affected that made agencification the only acceptable
option.

Section D-Analysis

of the outcome

Chapter 7 Centrelink as an agency and
provider of services

Introduction
The previous two chapters examined how the agency form came to be
adopted in the case of Centrelink. This chapter will examine how Centrelink
has operated as an agency: how it has carried out its role as a provider of
services under 'contract' to departments of state while combining elements of
integration with, and independence from, government. It will show that the
ambiguity in its position is both a challenge to its continuing in its present
form and an opportunity for improved service delivery that may not be
taken up.
This analysis requires some brief consideration of the nature and scale of
Centrelink's task. Then it will examine the formal arrangements that
establish the organisation and govern its operation, showing that it is
institutionally close to government. The examination of its governance will
make it apparent that the novel features are due more to the origins of the
arrangement than the official rhetoric usually allows. But the argument will
also show that management of the organisation has seized that rhetoric as an
opportunity to project a vigorous independence to the organisation. There is
also an enduring tension between the independence Centrelink aspires to
and the duties it is bound to. Various accounts of the purpose of the
organisation are then examined. It will also become apparent that
subsequent government decisions have not always been consistent with the
views expressed at the organisation's inception, particularly the expectation
that it will provide a one-stop shop service for individual customers of
Commonwealth government services.

Centrelink's business
The enduring element in virtually all accounts of Centrelink is a catalogue of
data that show how substantial it is (see, for example, any of Vardon's
papers 1996-2001). Nevertheless, a summary is a necessary item in any
analytic account.
A brief factual description of Centrelink today is that it is a statutory agency
within the Family and Community Services portfolio. A board comprising a
number of private sector members, a chief executive officer and
departmental secretaries governs it. The Board reports to the Minister for
Family and Community Services.63 The organisation is not directly budgetfunded but derives revenue from nominally 'selling' its services.@ This
provides it with a budget of some $1.97 billion in 2002-03. It comprises over
22 800 staff, (25 per cent of the Australian Public Service). The payments it
delivers have a total value that comprises a third of the Commonwealth
Budget. It has over 1000 'service delivery points' (including all of the former
Department of Social Security regional offices) and call centres throughout
Australia, plus some visiting and mobile services, particularly in rural and
remote areas.6
The amount of activity undertaken by Centrelink is very large. A year after
commencing it estimated that it made some 300 million contacts with over
six million customers.66 It answers over 20 million telephone calls each year
and processes over 3.4 thousand million transactions a year. It is not just the
size of the activity that makes the work sigruficant in day-to-day Australian
life: the well-being of most recipients of government income support is
63 During the second term of the Howard Government it reported to the Minister for Community

Services, the junior of the two ministers in the FaCS portfolio.

This represents one of the conflicts in Centrelink's governance noted by Rosallcy (2002, p. 7): 'It is
expected to acquire its revenue as fees for service from purchasing agencies but as part of the
Commonwealth under the FMA Act, it effectively receives appropriations passed on by purchasing
agencies.'

@

AU the foregoing figures are derived from the FaCS Portfolio Budget Statements, 2002-03 and the
Centrelink Annual Report 2000-01.
66 Curiously, many papers given by Centrelink senior managers over the first year or so after its

coming into existence represent the number of Centrelink customers as over seven million (see for
example, Bashford 1998).The same number appears in papers presented by ministers and even the
Prime Minister, presumably based on Centrelink advice or input. The correct figure was around five
million. The wrong figure seems likely to have been arrived at either by simply summing the number
of recipients of all social security payments without regard for many people being recipients of more
than one (this is true most often for Family Allowance recipients) or possibly confusing the number of
Family Allowance recipients (around 1.8 million) with the number of children in respect of whom that
payment is made (around 3.6 million).

dependent on Centrelink's successfully continuing its daily operations. This
means that any major disruption to its services would be a very sigruficant
event to those dependants and be a severe embarrassment to the government
of the day.
Centrelink divides its business into 'community segments', such as 'families
and children' and 'youth and students'. Although the creation of Centrelink
had a strong focus on employment-related services and the introduction of
the employment services network, a great deal of Centrelink's business has
nothing directly to do with employment services. The biggest two segments
in customer numbers are 'families and children' and 'retirement services'.
These two are similar to each other in terms of customer numbers and the
amount of transfer payments (pensions, benefits and allowances). As was the
case in DSS in earlier years the employment segment consumes more staff
effort than any of the others, primarily because each unemployment
payment to each recipient requires a specific stimulus from that recipient
and, hence, requires more processing effort within the office. In crude terms
the unemployed are expected to 'jump through more hoops' to gain payment
and the natural concomitant is greater administrative effort.
Table 7.1: Centrelink's customer base-income support customers

Customer sepment
Retirement services
Families and children
Employment
Disability and carers
Youth and students
Rural and housing

No. of customers
(million)

Transfer payments
($ billion)

2.0

14.8

0.5

2.3

W

Total

0.02
6.2

47.3

--

Source: Internal Centrelink documentation

Examined in terms of funding (Centrelink revenue), the overwhelming
majority (92 per cent in 2002-03) of Centrelink's business is undertaken for
FaCS, with the Department of Employment and Workplace Relations a
distant second (5 per cent). The remaining purchasers account for about three
per cent of Centrelink's revenue. Despite the reorganisation of portfolios
after the 2001 general election, this position is unlikely to change in the near
future (Table 7.2).
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Table 7.2: Centrelink- revenue
Source
FaCS
DEWR
DEST
DoHA
AFFA
Sub-total (service
delivery)
Revenue
sources
Total

from

other

1 945 674

1 988 099

2 033 411

2 035 343

20 297

22 032

22 192

22 923

1 965 97l

2 010 131

2 055 603

2 058 266

Source: Portfolio Budget Statements, Family and Community Services Portfolio 2002-03, p.239.

The formal arrangements
How do the Centrelink arrangements work? To answer this question we
must examine the legislation setting up the agency, the purchaser-provider
mechanism set in place by that legislation, and the governance arrangements.
As explained in Chapter 6, Centrelink is established under the Commonwealth
Seroices Delivery Agency Act 1997 (the CSDA Act). This Act passed through
the Parliament with little dissent. Indeed, the only change of substance made
to its terms during consideration by the Parliament was the deletion of a
provision that would have allowed Centrelink to engage staff outside the
Public Service Act. Elements of the CSDA Act are drafted in similar terms to
earlier legislation supporting other bodies (such as the Health Insurance
Commission Act). They combine a public service agency structure and
staffing with governance arrangements including a board of management, a
feature more in keeping with a statutory authority or government business
enterprise. However, the Centrelink arrangements are unusual in that
Centrelink is not a statutory authority and is not a legally separate entity
from the Commonwealth.
Of particular interest are the provisions in the legislation identifying the
functions of the organisation. The Act itself begins: 'An Act to establish an
agency67 for the provision of certain Commonwealth services, and for related

67 This use of the word 'agency' is quite general and does not, of itself, imply an organisation working

under performance contracting arrangements to government departments.

purposes.' Formally, it allows its chief executive officer to enter into
arrangements with the principal officer of a Commonwealth authority (that
is, a departmental secretary or equivalent in Australian government) for the
provision of Commonwealth services specified in those arrangements,
subject to the conditions specified in the arrangements (section 7). The Act
then gives Centrelink four functions. The first is to provide Commonwealth
services in accordance with those service arrangements. The second is to do
any other function conferred on it under any other Act. The third is to
perform any functions that the minister formally requires of it. The fourth is
to do anything incidental, conducive or related to the performance of any of
its other functions. Note that there is nothing here about creating a one-stop
shop, nor anything that gives authority to derive additional functions
through, say, public tender to undertake services for non-national
government bodies. There is nothing that allows it of its own volition to
undertake work for State governments or the private sector.
A curious diversity and, perhaps, uncertainty among statements of
Centrelink's objectives and functions are apparent in its 1999-2000 annual
report (Centrelink 2000). There are three views. The first is clear from the first
page of the volume, which contains only a single statement under the
heading 'Purpose'. This reads:@
Centrelink was created to provide exceptional service to the community
by linking Australian Government services and to achieve best practice
in service delivery.
No source or authority for these words is given, although it clearly echoes
stated ministerial sentiment. A second view is set out in Chapter 9, Corporate
Overuiew of Our Organisation (p. 114). Here, a clear statement appears of the
four functions of the agency, conferred by the CSDA Act and discussed
earlier. A third view flows from the notes to the financial statements also
provided in the report (p. 150).69The statement of purpose and the Chapter 1
This wording varies very slightly among editions. The 1997-98 and 1998-99 version reads:
'Centrelink's purpose is to provide exceptional service to the community by linking Australian
government services and achieving best practice in service delivery'.

@

69 The financial statements include-as they are required to do-a statement as to where the objectives

and functions of Centrelink are given. That statement refers the reader neither to the 'purpose' on the
opening page to the volume nor to chapter 9 but to chapter 1: lntroducing Centrelink.Chapter 1
commences with discussion of Our Strategic Framework (a document offering a 'vision for the future'),
Our Mission, Outcome and Output Structure, Ot(r Goals, Social Justiceand Equity, Our Shared Behaviours,
Our Quality First Policy, Our Business Arrangements, Our Business and Access to Centrelink Services. The
first section, Our Strategic Framework, explains that the first part of that framework, entitled Our
Business, 'develops and reinforces the concepts on which Centrelink was founded': 'To be the first

material can be regarded as consistent, if different. But neither has a clear
base in the functions set out in the Act. There is no attempt in the report to
reconcile these views.
The first of Centrelink's functions under the Act is legal basis of the
purchaser-provider arrangement. Centrelink is a statutory agency -still a
part of the Australian Commonwealth-not a statutory authority, which
would have its own, separate, legal identity and assets.70 The Act does not
establish the CSDA as a body corporate nor give it a corporate seal. As part
of the Commonwealth it cannot enter into contracts in its own right nor has it
power to hold pr0perty.n In addition, all legislation for the operation of
Australian government departments and agencies applies to Centrelink. The
creation of Centrelink is sometimes bundled with the creation of the Civil
Aviation Safety Authority (CASA) as examples of agencies to which delivery
of services has been 'hived off .72 But, in contrast to the CSDA Act, the Civil
Aviation Act 1988, which establishes CASA expressly provides that it is a
body corporate with perpetual succession, has a corporate seal and may sue
and be sued in its corporate name.73 In addition, paragraph 13(2)(a)of that
Act provides that CASA has the power to enter into contracts.
Because it is not a separate entity from the Australian Commonwealth,
service agreements under section 7 of the CSDA Act are not 'real' contractsthe Commonwealth cannot contract with itself. These agreements are no
more than memoranda of understanding between two parts of the one
entity -the Commonwealth. In the case of FaCS, the service arrangement is

choice of Government and the premier broker and service provider for our customers' (p. 2). There is
no mention in chapter 1of the purpose given on the first page or the formal statement of functions in
chapter 9.
70 Centrelink literature consistently refers to it as a statutory authority. See, for example, almost any of

Vardon's speeches (such as Vardon 2002, p. 3) and the Centrelink Annual Report 2000-01, p. 14.
However, the definitions are quite clear: 'Agencies are Departments of State (e.g. DEETYA),
Parliamentary departments (e.g. Joint House) and other agencies prescribed by the Financial
Management and Accountability Act 1997 (FMA Act) (e.g. ATO); Authorities are bodies corporate (e.g.
ABC, GIRO) which are, for legal purposes, entities in their own right in that they are separate from
government and governed by the Commonwealth Authorities and Companies Act 1997 (CAC Act)
(Finance 1998d, p. 9). However, this work is not centrally concerned with the taxonomy of nondepartmental public bodies and it must be acknowledged that terms like 'statutory authority' are
often used in a wider, non-technical sense.
71 However, the minister can authorise Commonwealth officers-including those who are in

Centrelink- to enter into contracts on behalf of the Commonwealth which the minister himself or
herself could make. A contract with Centrelink (such as a private supplier might hold) is in fact a
contract with the Commonwealth. This is the normal arrangement that applies with departments.
72 See, for example, Keating et al. 2000, p. 3.
See subsection 8(2) of the Civil Aviation Act.

'

between two parts of the one portfolio and means that Centrelink is legally
able to perform a range of functions under social security law on behalf of
the FaCS secretary. Because Centrelink is a part of the Commonwealth, these
arrangements still represent government production as well as government
provision of the services it provides. But Centrelink is not a department of
state. Unlike departments of state like FaCS or DEWR, Centrelink has no
direct access to the Australian government Budget. That is, its revenue
derives almost wholly from payments made under these service
agreements.74

Governance
As a statutory agency responsible to a minister,75 Centrelink operates, like
n i Accountability
government departments, under the Financial ~ a n a ~ e m eand
Act 1997. These arrangements clearly place it close to core government. Yet it
has a board with statutory responsibilities under the CSDA Act for
Centrelink's operations, and thereby appears to have some distance from
government. It is important, therefore, to explore further Centrelink's
governance arrangements.
Centrelink's governance must be understood in the context of changes to
Commonwealth financial management and accountability arrangements,
which were in train before the Howard Government came to power in 1996.
As noted earlier, these manifested in a package of three acts: the FMA Act,
the Commonzuealth Authorities and Companies Act 1997 (the CAC Act) and the
Auditor-General Act 1997. From January 1998 Australian government
organisations have been categorised as either FMA agencies or CAC bodies.
According to Boxall (1997):
74 The Centrelink Annual Report shows that a very

small sum was received ($250,000) as a direct

appropriation in 2000-01.
75 When it was established in 1997, there was only one minister that the CSDA Act could be referring

to, given that the agency was within the Social Security portfolio-the then Minister for Social
Security, Senator Jocelyn Newman. However, with the creation of the Family and Community
Services (FaCS) portfolio with the re-election of the Howard government in late 1998, FaCS was given
two ministers. The former Minister for Social Security became the senior of the two, the Minister for
Family and Community Services. The new ministerial position, Minister for Community Services, was
given to Warren Truss MP, a new entrant to the ministry. The arrangements worked out between the
two ministers included an explicit agreement that the senior would have general responsibility for
policy matters and that the junior would have day-to-day responsibility for operational matters,
including Centrelink. Thereafter, Centrelink staff often referred to the Minister for Community
Services as 'our' (meaning 'Centrelink's') minister, as though the organisation had reverted to being a
department of state. After the 2001 general election, the Minister for Family and Community Services
assumed responsibility for Centrelink.

The fundamental criterion for determining whether an organisation is
an FMA agency or a CAC body is the question 'Does the organisation
own its money and assets separately from the Commonwealth?' If the
answer is 'No', it will be covered by the FMA Act. If the answer is 'Yes',
it will be covered by the CAC Act.
Boxall goes on to explain that the FMA Act covers departments of state and
statutory agencies such as the Public Service and Merit Protection
Commission and the Parliamentary departments. On the other hand the
CAC Act covers Australian government authorities such as the ABC, CSIRO
and Australia Post as well as Commonwealth companies such as Australian
Defence Industries and Telstra (even though the last is partially privatised).
Why was the CSDA Act drafted so as to make Centrelink the subject of the
FMA Act rather than the CAC Act? One influence on this were the views of
the departments from whom functions were being transferred to Centrelink.
They argued that sensitivity for their wishes about how their particular
customers should be handled would be achieved better by a portfolio service
agency acting on behalf of other portfolios, rather than a corporate body with
a more independent, legally separate status. DSS also took the view that the
Senate would insist on the higher degree of accountability provided by the
FMA Act. Finally, in the second reading speech for the CSDA Act, the
Government expressed its preference for the tighter regulation provided by
the FMA Act because the agency was to be a core part of government
operations and:
not be a separate entity from the Commonwealth. The government
considers that these scrutiny and accountability arrangements are
central to the management structures for the agency given that it will be
responsible for the day-to-day administration of large sums of public
moneys (Hansard, House of Representatives, 4 December 1996, p. 7624).
For the purposes of the FMA Act, Centrelink is a 'prescribed agency' and
separate from the department of state (FaCS) in the same portfolio (as
described, for example, in Rogers 1999b p. l).76 The chairman of the
Centrelink Board is the chief executive for the purposes of the FMA Act and

76 The information provided by the Department of Finance and Administration on its internet site

states: 'Prescribed Agencies are either entities created by legislation, which does not give it [sic] legal
ownership of money or property separate from the Commonwealth, or entities created by
administrative means, and which manage public money and public property on behalf of the
Commonwealth.'

~ttp://www.dofa.gov.au/ausinfo/polcorp/fma%5Fagencies%5Fand%5Fcac%5Fbodie~.html)

its subsidiary legislation (orders and regulations). The chairman is
empowered directly with a range of powers, functions and responsibilities
for financial management of Centrelink. The CSDA Act provides for the
direct accountability of the chairman to the portfolio minister. It makes the
Board responsible for deciding goals, priorities, policies and strategies
(although, as noted above, Centrelink's functions are set out in the Act itself)
and for ensuring that its functions are properly, efficiently and effectively
performed.
Centrelink is governed, under the CSDA Act, by a board of management,
which, except for the CEO, is appointed by the minister. The rules for the
Board's existence and operation are set out in the Act. It must comprise a
chairman, the CEO and at least four other members. In practice it has
generally had seven members-two departmental secretaries,n the Chief
Executive Officer and three others. The departmental secretaries (being the
Family and Community Services and, formerly, the Employment and
Workplace Relations secretaries) have had, in effect, no formal voting rights
on the B0ard.78 Under the Act, the Board must include at least two members
who are not principal officers of Australian Commonwealth authorities
(section 16). However, much is made in public rhetoric of the appointment of
private sector members: 'One of the most innovative features of Centrelink is
its governance arrangements, most notably that it has an Executive Board of
Management most of whom come from the private sector' (Vardon 2000, p. 3;
Vardon 2001, p. 4). There is no requirement under the law that most or,
indeed, any of the Board members be from the private sector. What Vardon
is describing is a feature of a government decision to select private sector
members, not a feature of the formal governance arrangements. Presumably
this decision is expected to confer private sector management expertise upon
Centrelink although this does not sufficiently explain why a board structure
was selected.79 In fact, a feature of the Centrelink Board is that, unlike other

77 Since the resignation of Dr David Rosalky, secretary of FaCS (on his resignation from the Australian
Public Service) and Dr Peter Shergold (Secretary of DEWRSB) on his appointment to secretary of

another department there has been only one departmental secretary on the Board, Mark SuUivan of
FaCS. See Centrelink Annual Report 2001-02,p. 26.
78 They are consistently described in Centrelink literature as 'non-voting members'. Technically, this is

incorrect as there is no such category in the CSDA Act. In fact, the restriction on their voting is that
they are prohibited from doing so at a Board meeting while they have a current s e ~ c agreement
e
in
place with Centrelink (an extremely unlikely occurrence). In any case, the Board reportedly has never
had to resolve anything by resorting to a vote.
79 Published material on the topic of the Centrelink Board is often incorrect. For example, Considine

(2001, p. 123) is quite wrong in stating that 'the ministry sat on the CentreLink (sic) Board'.

FMA agencies, it is not advisory, as is reflected in the chairman's being
designated chief executive for FMA Act purposes.
Given his role as an architect of the system, Tony Blunn's answer to a direct
question from Senator Chris Evans provides an insightful but different
perspective. The issue being pursued in a Senate committee hearing was why
a board structure was preferred to an arrangement in which an executive
officer reported direct to a minister. Blunn's response was that it was largely
because what was to be achieved here was a body that was not seen to be just
an emanation of DSS:
It had to be in a portfolio, of course, and.. . it will be in the social
security portfolio. But, because other departments are sigruficantly
involved in the service that will be provided, it was felt that this sort of
structure provided the better guarantee [for things such as] how we
would avoid the preponderant interest of DSS being dominant (Senate
Community Affairs Legislation Committee, Hansard, 7 March 1997,
p. CA 50).
He then added that the board structure was a way to bring management
skills to the agency. It would ensure a 'balance' between the consumers of its
services-not the benefit recipients but the client departments that purchased
delivery services from it. The clear implication is that, primarily, the board
structure would ensure that DEETYA and other departments did not see the
new arrangements as a DSS takeover. The possibility of bringing
management skills to the agency was an additional consideration. That could
have been done by other techniques such as direct recruitment of suitably
qualified personnel into Centrelink management positions. Thus it seems
likely that this was seen as an additional, secondary benefit rather than a
primary issue in the decision to have such a board.
Senators questioned Blunn also on the arguments that led to deciding where
the CSDA should lie on the continuum between traditional public service
departments and a private corporation. He confirmed that accountability
was 'certainly' one factor that limited movement in the direction of the latter.
But 'commerciality' was not as strong an influence as it might have been in
some other types of government enterprises that had then recently been
established (Senate Community Affairs Legislation Committee, Hansard,
7 March 1997, p. CA 54).

The minister has the power under the CSDA Act to obtain information from
the Board about the operation of Centrelink (although the minister does not
sit on the Centrelink Board).so. The minister may issue it with directions
about the agency's functions, the performance of the agency and the
performance of the Board. Those directions must also be reported in
Centrelink's annual report. The capacity of the minister to direct Centrelink
is critically important. It means that if, at any time, Centrelink no longer
wishes to undertake some function it has been engaged to perform, it may
not be able to cease. There remains an explicit coercive power in the hands of
the minister -and, hence, the government- to tell it what to do.
Wettenhall has drawn attention to Australia's pioneering and innovative role
in the development of non-departmental government organisations (1990,
p. 2). Halligan and Wettenhall (1990, p. 27) describe the 'basic formula' for
the creation of such bodies thus: 'Parliament enacts legislation creating a
public body to perform a particular specified function, and vests the requisite
powers and duties in the governing body-instead of vesting the powers
straightfonvardly in a ministef (emphasis in original). This technique is used
when governments 'want to shift the administration of particular functions
away from the centre (here constituted by direct cabinet/ministerial
control)'. This places administration at arm's length from government.
Further, Wettenhall sees the Australian experience as entirely consistent with
a three-stage theory of the institutional development of public enterprises
(1990, p. 11). The first stage was characterised by the assumption that
ordinary departmental machinery could do the job; the second, by the
realisation that it could not and the creation of organisations with a high
degree of independence from political control. The third represented a
reaction to that independence where it evaded proper democratic control
and sought compromise.
In its inception, Centrelink is clearly not in this mould. Creating Centrelink
was not a deliberate act of design arising from any realisation that
departmental machinery would not suffice. The powers and duties vested in
the governing body relate only to delivering services for departments.
Moreover, it is not 'separate from ministers in a way that distinguishes it
very clearly from departments' (Halligan and Wettenhall 1990, p. 27). On the

Minister Vanstone has attended a Board meeting (and has said so in the Parliament, Senate Hansard,
answers to question without notice on 27 June2001 and 30 August 2001), but primarily to meet the
Board and certainly not as a member.

contrary, senior Centrelink staff have a relationship to ministers that is
virtually identical to counterparts in a public service department: attending
ministers' offices regularly for briefings, preparing question time briefs,
answering ministerial correspondence, attending Senate estimates hearings
and all the other practices familiar to departmental staff.
Both the direct relationship that Centrelink management and its board have
with ministers and the existence of the Board present challenges for the FaCS
secretary. That secretary is responsible for providing advice to the minister
on the full range of portfolio functions, including functions performed by
portfolio agencies other than the department. This can include advising on
the performance of agencies (Rosalky 2002, p. 3). Thus Centrelink's unusual
governance arrangements also contain their own tensions.
Rosalky (2002, p. 8) records that Centrelink's Board spends much of its
energies 'navigating the course that it interprets government has ordained
for itJ. However, he gives one very notable case where the Centrelink Board
was able to provide important advice to government, running counter to the
latter's initial position (p. 4). This may represent an instance where their
perceived largely private sector expertise has been of particular value. The
government had a policy of outsourcing IT services. Centrelink Board
members all agreed that the proposed approach was a serious threat to the
security of Centrelink's operations and therefore to social security program
delivery:
Eventually, and close to the denouement, the government began to
listen to the voices of the external directors-the public officials were not
trusted to act in other than their own interests-and the Humphry
inquiry [into IT outsourcing] was set up (Rosalky 2002, p. 4).B1
The Humphry report concluded that, while it was the 'prerogative of the
Government to set overall direction, the introduction of the FMA and CAC
Acts places responsibility for implementation of policies with Chief
Executives and Boards. Accordingly future responsibility for implementing
the Initiative should be fully devolved to agency Chief Executives or Boards.'
The government agreed. On Centrelink, it concluded: 'The outsourcing
process for Centrelink should not proceed until the Centrelink Board is
satisfied that the transition and implementation risks can be effectively
81 An independent Review into the 'Whole of Government IT Outsourcing Initiative' was announced

by the Government on 7 November 2000. Mr Richard Humphry A 0 conducted the Review.

manage'. Again, the government agreed, which, in effect, is a face-saving
way of allowing Centrelink to proceed by outsourcing only what its Board
wishes to outsource.

Centrelink's purpose
From the outset, the government view (at least at the rhetorical level) was
that Centrelink was intended primarily to improve 'customer service'.
Minister Newman announced the introduction of Centrelink with a press
release headed 'A New Era in Customer Service' (20 August 1996) 'The
agency will be an organisation focused on, and specialising in, customer
service. It will do this by simplifying and streamlining service delivery
through an integrated and national network of offices' (HoR Hansard,
4 December 1996). When the Senate had passed the CSDA legislation, a
further press release from Minister Newman (26 March 1997) again
emphasised service delivery:
The new national network of offices will offer a 'one-stop shop' service
with a strong focus on customer service ... Senator Newman said the
establishment of the Agency reflected the Coalition Government's
commitment to better service delivery. ... 'It's all about delivering a
better service for customers, and getting a better result on taxpayers
money' Senator Newman said.
The term 'one-stop shop' is important and recurs frequently in later
ministerial material.
Once it had been established, the task of creating Centrelink's own identity
seems to have been foremost. Prior to working out what it wanted to
become, it was clear what it was not. Centrelink was determinedly not a
government department and, most of all, not DSS. Standard public service
titles were quickly dropped in favour of a new set of names. The
organisation's central office in Canberra re-named itself 'National Support
Office'. Most branch heads in that office ceased to be 'Assistant Secretary'
and became either a 'Customer Segment Leader' (if in charge of a program
delivery area) or a 'National Manager' (if in charge of a corporate are with
responsibilities cutting across programs). Such names clearly reflected a
more modern image and greater affinity with private organisational
structures and the required customer focus.

The government took the opportunity to portray Centrelink and its service
delivery focus as a substantial reform in public administration. Just after the
launch of Centrelink, Minister David Kemp told the Institute of Public
Administration national conference:
Many citizens see no reason why g o v e m e n t services cannot be
delivered, at a time and in a way that suits their convenience. An
example of this [new approach] is Centrelink, an initiative of tlus
Government, which is the 'One-Stop Shop' providing an integrated
range of services to customers. . . Centrelink is being established with
an emphasis on customer service (Kemp 1997, p. 10).

The customer service theme reappears consistently and was thought so
innovative as to be worthy of study. In July 1998, the Kennedy School of
Government at Harvard University announced that it was going to prepare a
case study on Centrelink for use in its curriculum. Minister Newman
welcomed this with a press release (26 July 1998), which stated:
As one of the most sigmticant reforms to Australian public
administration in the post-war period, Centrelink aims to apply world's
best practice in service delivery to over 5 million customers across
Australia.. .The case study-which is the first undertaken by the
Kennedy School in Australia-will highhght both the innovative
structure of Centrelink and the service delivery and customer relations
strategies which it has adopted
(http:/ / rninister.dss.gov.au/ media98/ july26.htm) .g2

Ministerial statements (Kemp 1998a, p. 9; Kemp 1998b, Truss 1998) and
speeches by Centrelink managers (for example, Vardon 1999) have repeated
this theme since then. Faithful to this direction, Centrelink management has
consistently portrayed the creation of Centrelink as an act by government to
improve service delivery to customers. Indeed, the CEO put this view prior
to the formal creation of the new organisation, when it was still referred to as
the 'Commonwealth Services Delivery Agency'. She said 'The creation of the
Commonwealth Services Delivery Agency was in itself an action of
Government designed to structurally improve customer service' (Vardon
1997, p. 1). Her belief in the rectitude of a focus on customer service was also
clear from that point. She said: 'The customer service movement is

82 By December 2000, 'one of the most sigruficant reforms to Australian public administration in the

post-war period' had become 'the most sigruficant reform of public sector administration in the
history of the Commonwealth'. See Newman 2000.

unstoppable and no agency, Department or organisation can approach the
next century and survive without a strategy to achieve excellence in
customer service' (Vardon 1997, p. 13).This suggests an inexorable trend is at
work throughout society and its institutions at large. However, her later
accounts attribute much foresight to the government, stating that when it set
up Centrelink 'it started with a vision to make it easier for citizens to do
business with the federal government' (Vardon 1998, p. l).83
The emphasis on customer service appeared to DSS/FaCS to be so singleminded that its managers began to be concerned that other performance
criteria were slipping. This was reflected in the report of the Kennedy School
and picked up in an Australian newspaper:
Centrehnk has slipped on "compliance, accuracy and care for the public
money" compared with the Department of Social Security (DSS) offices
it replaced, according to the head of the department that runs
Centrelink. The criticism from the Secretary of the Department of Family
and Community Services, Dr David Rosalky, comes as the Government
reviews its tough new unemployment criteria amid concerns that
Centrelink is not reducing the dole for reluctant job seekers. Quoted
from an interview late last year in a study by Harvard University's
Kennedy School of Government, Dr Rosalky said the creation of
Centrelink in 1997 saw a cultural shift which undermined its rigour in
processing social security payments (Allard 1999).

THE ONE-STOP SHOP

A critical part of how Centrelink management has formulated its customer
service role is as a one-stop shop for the delivery of Australian government
benefits. This reflects views in Fightback! and those put by ministers (cited
above) but was far from novel. We have noted (Chapter 5) that it has a
background in public administration thinking and within social security in
Australia (Wettenhall and Kimber 1996). This is in strong contrast to New
Zealand, for example, where the preference has been for single-mission
organisations (Boston et al. 1996, p. 13). But the idea of there being merit in a
cross-jurisdictional focus for service delivery is widespread. For example,
Bellamy (1996, p. 162) points out that one-stop public service had become a

83 The emphasis Vardon places on customer service as a direction for reform in public management

contrasts with the relatively minor role she had attributed to it at an earlier time (Vardon 1994,
pp. 361-2).

fashionable aspiration in the 1990s, but it was clearly signalled by DHSS in
Britain 20 years ago in strategy papers:
The 1980 Consultation Paper envisaged a single gateway, giving 'local
access to the whole system. . .' Thus benefits administration would be
reoriented from being organized around units of production-social
security benefits-to being focused on units of consumption, the
claimants.
The 1980 DHSS Consultation Paper also argued that:
The ideal would be that one claim would lead to the combined payment
of all the benefits to which that person was entitled; that advice about all
benefits would be available at a single point; and that information about
changes of circumstances reported to one specific point would be
applied without further action by the beneficiary to all processing points
(DHSS 1980, p. 7).
Centrelink's own literature often refers to the overseas observers that have
visited and inspected Centrelink operations. For example, a parliamentary
select committee from Britain visited in November 1998. It duly observed the
'one-stop shop' nature of the new institution.
In Australia, separate Department of Social Security and
Commonwealth Employment Service local office networks were
integrated in September 1997, and a new agency, Centrehk, was
formed. Centrelink offices act as gateways to benefits and a wide range
of Government services, assisting unemployed people, students,
families, homeless people and aboriginal people. They serve as a unified
point of delivery for services that were formerly delivered by four
different Departments (House of Commons Hansard, 31 March 1999,
pt. 9).
The one obvious major problem with the Centrelink model as an
improvement on previous customer service arrangements is never addressed
in any of Centrelink's own analyses. That problem is that although the task
of referring job seekers has been brought into Centrelink from the former
CES network, the job seeker still has to go to a job network provider for job
placement. For such customers Centrelink may be a 'first-stop shop' but it is
hardly a 'one-stop shop'. This is not recognised in Centrelink's literature, but,
not surprisingly, overseas observers are less reticent:

The concept is, however, deeply compromised by the separation of the
job network-a network of agencies competing to provide job search,
advice and assistance for unemployed people -from the Centrelink
operation. For unemployed people looking for work in Australia,
Centrelink is the point of repstration and classification, but Centrelink
staff are not allowed to advise clients on their choice of job network
provider. They are not able to act as personal advisers to those
unemployed people. Nor are they able to access 90 per cent of the
vacancies that are available in Australia, as those vacancies are held by
job network providers (Mr John Healey, House of Commons Hansard,
31 March 1999, pt 9).

A very important point is immediately self-evident from the facts and figures
at the start of this chapter. Centrelink's business remains overwhelmingly the
delivery of social security payments. That is, Centrelink must make known
the availability of the payment, be accessible to persons seeking to claim,
assess claims properly and then pay the correct amount as long as the
recipient retains their entitlement. That work is what generates the large
numbers of transactions, contacts, the telephone calls and so on described
above. The great bulk of the remainder of the work derived from the former
DEETYA when Centrelink was set up. None of the additional business -that
beyond Centrelink's original DSS/ DEETYA responsibilities -contributes
very greatly to Centrelink work or its revenue. This matters only if diversity
of its product lines is important for Centrelink's well-being. Of course, the
delivery of social security payments is a very substantial operation and most
government programs are much smaller. Yet most senior Centrelink
managers often seem at pains to promote an image of diversity in its
business.
Centrelink was initially created as a one-stop shop to deliver social
security and employment services. We now have business agreements
with seven government agencies and all State and Temtory Housing
Authorities. We deliver 70 different products and services (Vardon 1999,
P. 2).
Centrelink was established in July 1997 as a one-stop shop for social
security and employment services. ... Since July 1997, Centrelink has
taken on other work and now has business agreements with nine
government agencies and all the State and Temtory housing authorities
(of which there are eight). We deliver 70 different products and services
(Bashford 2000, p. 2).

The opening words to the 'Summary of significant issues, developments and
challenges in the CEO's report in the Centrelink Annual Report 2000-01 stated:
'Centrelink now delivers around 140 products and services on behalf of
around 20 [national] and State client agencies'. It 'vision' is to be a one-stop
shop for all government services.
This point recurs in various speeches and presentations by senior Centrelink
managers (often in very similar words). External parties, such as consultants
who specialise in advising governments on outsourcing have observed the
intention of providing a diverse portfolio of 'products' with approval:
Consider whether another government organisation could do the job
better. Does another government group already have a relationship with
the client group or have more experience at delivering this type of
activity? Or is there a duplication in the efforts of agencies to perform
the function? Rationalisation of government service delivery via the use
of the lead agency concept can reduce costs, increase efficiency and
provide more stability in service delivery for the clients. The Federal
Government's Centrelink Common Service Delivery Agency (sic) is a
good example of this approach (Wan 1998, p. 5).

But it is clear that with the existing legislative framework there are
constraints on how far this 'rationalisation' can go.
There is a question of Centrelink assuming a wider role than has formally
been assigned to it by government or by the law. Technically, Centrelink has
gone beyond its formal remit in seeking work. Its 2000-01 Annual Report
lists the New South Wales and Tasmanian government among its clients
(pp. 75-6). It advertises itself as 'providing services to the people of
Australia, on behalf of both the public and private sectors1.84 Centrelink's
Chief Internal Auditor comments in one of his papers: 'Handling of external
audit in relation to non-Commonwealth Client Agencies has not yet become
an issue' (Rogers 1999b, p. 9). This misses the point. The very undertaking by
Centrelink of work other than for Australian government client organisations
is the problem. Although, in the longer term Centrelink was expected to add
to its existing services and become a one-stop shop for a wide range of
Commonwealth government services, there is no evidence that the
government saw its role as going as far as working for non-Commonwealth
or private sector clients. External scrutiny may well question the authority

See, for example, The Canberra Times, Saturday 18 May 2002, p. 3.

for such work being undertaken, although such work is a trivially small
component of that done by the organisation.

New Customer Service Model
Perhaps the most eloquent statement of Centrelink's own conception of its
role and purpose is apparent in its own 'new customer service delivery
model'. This model was announced in late 1998, at the time Centrelink made
known its plans for 'downsizing' to deliver the running costs savings
(known as Centrelink's special 'efficiency dividend'). Those savings had been
planned, of course, at the time the decisions were made to establish
Centrelink.85
In its essence, the new service delivery model takes very seriously
'organising around units of production' -social security clients (as cited
earlier in the 1980 UK DHSS paper). In other words, it takes a customer
perspective on interaction with government in a very thoroughgoing way.
Under this model, Centrelink expects its customers to approach it and
describe their individual circumstances and the particular 'life event(s)' that
they are experiencing:
In return they will receive a personalised solution containing the products and
services that meet their needs. In this way, Centrelink will deliver to the
customer a service offer, tailored to their particular situation, and customers
will no longer have to know the right questions to ask to gain access to all of

their entitlements (Vardon 2000, p. 11).
The opportunity for improvement lies in Centrelink optimising the 'take-up'
of payments. Where the provider of social security and related payments
simply responds to claims for payment the recipient will not necessarily
receive all that they could in benefits. Much of the time, of course, the major
options are likely to be drawn to potential recipients' attention by office staff.
The official injunction within DSS was always to invite people, when in any
doubt as to what assistance they could receive, to test their entitlement by
lodging a claim. Nevertheless, the complexity of the system-and the very
variety and number of forms of assistance - means that it is highly likely that
there are many who are not receiving all the assistance that they would be
entitled to were they to claim it. The great problem here is that it is

The special efficiency dividend arrangements are explained succinctly in ANAO 2000, p. 25.

extraordinarily difficult to estimate how many such cases there might be and
how much they would be entitled to were they to receive all the of the
benefits theoretically available to them.
There was no doubt that the new service delivery model would widely be
seen as attractive. One major attraction is its capacity to deal with complexity
in the system of social security entitlements by making it more manageable.
On the other hand, this very capacity is attended by greater expense in social
security (and possibly other) program outlays, by improving take-up. The
new service delivery model could have a separate impact on costs. But it
could offer savings opportunities by creating a superior means of dealing
with complexity. We shall examine each potential impact briefly.
There is a good chance under a complex system of entitlements that many
people will not seek or get paid all of their entitlements. This is especially
likely where the entitlement is small and can be a problem where a more
substantial benefit is available. Social security payments do not wholly cut
out when a person has private income. Rather, the rate of payment is
reduced as that private income increases. Thus a person with a relatively low
income may not realise that they would be entitled to a very reduced rate of
income support were they to apply for it. Such a circumstance could arise
where a person on a low income but with no entitlement suffered a change in
circumstances (a loss of income, an additional child, change in housing
arrangements) that would mean that they could obtain a few dollars a week
only in one or other of the available payments. This phenomenon is wellknown in social security.86 Another case is where several similar benefits are
available. An example is the former Childcare Assistance and the former
Childcare Cash Rebate. Many people tended to assume that if they were
receiving the former they were precluded from accessing the latter. This was
not so although those that could do so would gain only a little extra from the
second program.
It is not surprising, then, that the Australian government Ombudsman, long
a critic of DSS and Centrelink administration, welcomed the life events
approach. 'The new service delivery model represents a sigruficant shift in

86 The issue of 'take-up', is that of ensuring that the greatest possible number of those who would

receive a payment if they were to lodge a claim. This greatly concerned DSS after the introduction in
1988 of the 'Family Allowance Supplement' (FAS). This was a central measure in the then Hawke
Government's attempt to reduce child poverty by 1990. It provided a much larger payment than the
Family Allowance, but was targeted at low -income families.

the way that agencies such as Centrelink will deal with their customers, and
has the potential to reduce substantially the level of risks that customers
currently bear in the income support system' (Commonwealth Ombudsman
1999, paragraph 3.12). The obverse of that reduction in risk for customers,
however, may be a substantial increase in costs for the Australian
government.
This phenomenon could be seen as a problem or a virtue. The traditional
view within DSS was that low 'take-up' of a payment was undesirable. The
argument was that the government of the day has identified that a particular
problem in society will best be addressed by a certain payment being made
to a particular group. The Parliament has then passed laws that enable such a
payment to be made. If the intended recipients-or any substantial
proportion of them-fail to receive it then the program is not working as
envisaged and desired. On the other hand, there are those who argue that if
the recipients fail to claim a payment then that can only be attributed to their
not requiring it. No extraordinary effort should be made, in this view, to
ensure that they get it, as this could only be a waste of public funds. This
view is more popular with those who are especially keen to save public
expenditure. Therefore, the new service delivery model could be seen as a
solution to the take-up problem or an additional way to increase expenditure
by a substantial sum without any change whatsoever in the policy rules.
The portfolio's ministers (see, for example, Baldwin 1995, pp. 61-2) and its
senior officials(see Secretary Blunn's letter of transmittal in the DSS Annual
Report 1994, p. iii) have long seen social security policy rules as complex. DSS
had a major project under way before the creation of Centrelink aimed at
reducing rule complexity. Some major changes to social security legislation
have taken place with simplification as an explicit objective. However, the
drive to find savings in public expenditure is a veritable engine of
complexity generation. Any change in social security rules, even a seemingly
minor one, tends to have substantial savings or costs in comparison with
measures in other portfolios. It is no surprise, therefore, that some of the
complexity in rules-mostly set in law and therefore passed by the
Parliament-is a result of a measure designed to exclude from a social
security entitlement some particular group that the Parliament has decided
should not be entitled to receive the payment.87 Measures aimed at
87 This might be a group who are though able to support themselves without help; whose assets are

deemed to be too high for them to jusbfy entitlement to the payment; who are overseas, or have been

simplification of the rules frequently have a cost as they tend to 're-admit' to
entitlement some who have excluded by the elaborate rules that attend high
'targeting' of benefits. Therefore an administrative approach that offers to
'absorb' much of the complexity by managing its detail -rather than having
to change the rules-is inherently attractive for that reason. It might even
make it possible to introduce and manage yet great rule complexity, with
commensurate further savings.88
The strategic issue here is that, for this to work, Centrelink needs to have the
widest possible range of products to offer the customer. Thus the new service
delivery model can be seen as at least planning for a broader role for
Centrelink. On the other hand, it already had responsibility for delivering a
bewildering array of payments and benefits and the new model, if applied
successfully, could improve administration of these. Centrelink has sought to
specialise in innovative service delivery and it defends its role jealously
(Rosalky 2002, p. 8). The new model attracts and builds support for an
enterprising agenda in improved customer service but one that takes
Centrelink beyond its original remit.

Provider of choice?
As noted above, Centrelink has vigorously represented itself as having been
established by the Howard Government to improve customer service both by
providing a one-stop shop and other means. In an ideal (or idealised) form, it
still aspires to be a 'provider of choice' for Australian government services of
all sorts to individuals (Vardon 2002, p. 37). However, there is at least one
major government decision that shows that the Howard Government,
despite being Centrelink's creator, has not held the same image of Centrelink
in mind as Centrelink management might have wished. This example
occurred in the development of the major revisions to the Australian tax
system, which took effect in mid-2000.
In designing 'A New Tax System' (the ANTS package, which includes the
goods and services tax, or GST) the Government decided that there would be
a major restructure of family assistance, collapsing a dozen payments into
overseas for a certain time; or who have failed to discharge certain obligations to a certain standard of
proof, and so on.
None of these costs or savings are actually accrued or borne by Centrelink. All affect administered
(or 'program') payments and are therefore the responsibility of the secretary of FaCS.

two. Centrelink was delivering the great bulk of the various existing forms of
family assistance. It might be expected that Centrelink would be the
'provider of choice'. Explicit payments such as Centrelink provides are much
more visible than tax concessions. However, there seems to have been some
equivocation by government in its consideration of Centrelink as a provider
at all for the revamped family assistance. When the family assistance
legislation associated with the new tax system was being considered by the
Parliament, FaCS officers gave evidence to a Senate committee that 'We
certainly know that some people dislike dealing with Centrelink for their
family assistance' (Hansard, Senate, Community Affairs References
Committee, 2 February 1999). Other forms of assistance (certain child care
benefits and tax benefits) were being delivered by other public service
providers- the Health Insurance Commission and the Australian Taxation
Office- with an extensive network of shopfront offices. The Government
ultimately decided that the restructured payments would be delivered by a
wholly new organisation, the Family Assistance Office (FAO). But the FAO
would be a 'virtual' organisation with outlets in three agencies: the
Australian Taxation Office, the Health Insurance Commission and
Centrelink. The perception was to be that family assistance was not coming
from the same place as welfare payments-in other words, as far as
practicable, Centrelink was not to be seen as the service provider.
There are several factors that probably influenced the decision to have other
agencies involved in the delivery of the repackaged family assistance. First,
Family Payment (formerly Family Allowance), the major component of
family assistance had been paid through the social security system since its
inception in 1976.89 Before that time a component of it was available within
the income tax system as a reduction in liability and it is still widely
perceived as a 'tax equity measure' as between those with and those without
children. This, in the minds of some, is in contrast to 'welfare' payments. In
this view, family assistance is a 'horizontal equity' matter, seeking to achieve
fairness among those on similar incomes but with varying legitimate
obligations. In this view it is to be distinguished from 'welfare', to which
some stigma might attach. Accordingly, it is questionable whether an agency
primarily concerned with delivery of welfare payments should deliver
assistance of this sort. Indeed, even one of the Howard Government's major
policies at the 1996 election at which it won power-the Family Tax
89 In 1976 it had replaced the former 'child endowment' (which remains the name that is most widely

recognised for this payment).

Initiative- was cast in a form that reflected this outlook.90 Second, for similar
reasons, the Health Insurance Commission had been given (by the Hawke
Government) the task of paying the former Childcare Cash Rebate. This was
seen at inception as a working 'women's rebate', pointedly delivered neither
through the tax system (which paid back only annualIy, mainly to men) nor
the welfare delivery system (then DSS).
In practice, the bulk of FAO business is handled by Centrelink. Indeed, the
fact that most of the records, systems and capacities relevant to undertaking
the delivery of family assistance reside with Centrelink must have largely
decided the matter. But it might reasonably have been expected that, had the
Government perceived Centrelink as the primary service delivery agency
and provider-of-choice, no such confection as a virtual agency would have
been devised. The fact remains that Centrelink was manifestly not, in the
government's mind, the immediate and 'natural' provider of the new family
services. Centrelink has sought to present a positive view of all this:
We are exploring alliance arrangements which will allow us to partner
with other organizations in a range of service delivery options,
including Service Tasmania where we are exploring CO-location.And of
course this year's FAO initiative, where, in the name of customer
convenience, we share customers with the AT0 and the HIC (Medicare)
(Tannahill2000).
Good customer service is seemingly a rationale for all seasons. There is no
mention here that Centrelink may have been fortunate to get the job.
A major part of Centrelink's role may indeed be to provide good customer

service. But its view of how far that might extend is very different from the
view of the government that created it. To be sure, it has been able to attract
'new business' of a minor sort. But on the very first occasion when its several
years of developing its 'comparative advantage' should have guaranteed
continued business it has risked losing a portion of that business to two other
major public sector agencies with a substantial service delivery function.
The development of Internet portals represent another arena where
Centrelink's conception of itself as the Australian government one-stop shop

Indeed, this initiative led to some of the very complexity that the revamp of family assistance in the
ANTS package sought to address.

seems to diverge from actual government decision-making91Centrelink has
consistently seen the use of electronic means of communication with its
customers as a central strategy (see, for example, Vardon 1999b, Treadwell
2001). As one element of its 2001-04 Business Plan, Centrelink states an
explicit aim by 2004 to be 'established as the important gateway between
Australians and their Federal Government and, increasingly, State
governments.' In particular, it states that by the end of 2004, it will have
deployed 'Access Australia, the principal individual-to-Government
portal.'92 This portal is intended to provide 'direct links to Federal, State and
community-based support organisations'. This project is explained in the
following terms:
Working with other Government agencies, Centrelink will be a focus for
the Government's online strategy by providing a primary gateway for
Australians who wish to access government services. As the face of
Government, Centrelink's physical and electronic network will help
government agencies and community organisations extend and
integrate their reach into rural, remote and outer metropolitan areas.
Take up will be assured through a strong branding program promoting
the Government's presence proposed through the 'Access Australia'
name. m

However, in late 2000, the Government decided that a range of Internet
portals would be developed to provide a single online point of access to
available online information and transactional services from Commonwealth
agencies for the relevant customer/subject group (NOIE 2000). The intention
was that portals would:
simphfy the process of finding the services and information that a
customer is looking for. The framework will build upon and organise
the existing Commonwealth Government's existing web presence by
adding a related set of websites that present collections of government
information and services in ways that are designed around customer
groupings and subject matter areas, rather than merely reflecting
administrative structures (NOIE 2000).

91 An Internet portal is essentially an Intemet site contained structured Internet links on a common

theme or set of themes.
92http://www.centrelink.~ov.au/internet/internet.nsf/aboutus/bp04.htm.
93http:/ / www.centrelink.nov.au/internet/internet.nsf/about us/ bv04.htm. However, the 2002-05
Business Plan has not maintained this ambition and contains no mention of 'Access Australia'. See
htto:/ /www.cen~elink.aov.au/intemet/intemet.nsf/autus/bv.hhn

The initial set of portals were to be built around the customer groups, youth,
families and regional, and the subject areas of agriculture, employment,
culture and recreation, education and science and industry.
It would make sense for the Commonwealth Government's one-stop service
delivery shop to be centrally involved in this strategy and even have a
primary role in developing or supporting the portals. However, although its
technical expertise is drawn upon, responsibility for each portal has been
assigned by government decision to 'lead agencies' and in no case did it
assign this role to Centrelink. There is no mention of Centrelink's 'Access
Australia' portal in any document from the National Office for the
Information Economy. It is as though the two strategies were being
developed independently and without recognising the other. How can this
be interpreted? There is no evidence to suggest a deliberate policy of
establishing competitive portal strategies within government. The only
plausible view is that, at a minimum, the central role Centrelink would like
to assume in service delivery on behalf of the Australian government is
either not widely accepted or known across government. The tension implicit
in these strategies is yet to be resolved.

Conclusion
This chapter began by showing that Centrelink is a very substantial
operation. Its role in delivering benefits means that no substantial failure
could be tolerated, and certainly not for any length of time, by any
Australian government. It is no surprise, therefore, that a coercive element is
retained within the legislation that governs it. At the end of the day,
ministers reserve the right to direct it.
Centrelink's governance has both elements of independence from
government and integration within government. That is their most
interesting feature. But these arrangements are not in the Australian tradition
of attempts to shift administration away from the centre of government by
use of statutory authorities. Nor is this a sophisticated and novel design
intended to serve a newly-devised role. It is the pragmatic product of a
process intended to set up the agency in the first place, and little beyond that
in conception. That does not mean that more cannot be made of it, but there
may still be a difficulty. Arrangements developed as a novel solution to the
problems of the designers at the time- in particular, the need to ensure that

DSS and DEETYA were sufficiently accommodated by the new
arrangements- may have other consequences not anticipated. In particular,
it may have created a sense of autonomy and a breadth of agenda not
foreseen or intended.
As we have noted earlier, Centrelink's function has remained
overwhelmingly the delivery of social security payments. But it is the very
diversity of its product portfolio that is most often represented to the public
in speeches and presentations. Capacity for enterprise by Centrelink is
constrained by its legislation and there is no obvious expectation that it will
require or exercise commercial flexibility or need insulation from political
pressure to carry out its primary role. Its own rhetoric suggests a desire for a
greater capacity to take on new business. Yet there is a tension between less
constrained managerial action and a need to have some of the qualities of a
department of state. This is matched by a government wish that service
delivery be improved to the point where its political costs diminish. This
wish brings consequent general sympathy with the Centrelink ambitions
about improved customer service. However, that too is balanced by an
inability on the part of government to regard Centrelink as an agent that is
under anything other than hierarchical control by the state. Centrelink has
been given neither the capacity to refuse to do social security work nor an
unrestrained capacity to undertake other work. It remains 'a service delivery
specialist for Commonwealth agencies but dominated by the delivery of
programs of the department and minister of its own portfolio' (Rosalky 2002,
p. 7). There is no evidence that its 'owner' actively wishes to see it maximise
its potential or return on investment or provide it with adequate equity.
Indeed, Rosalky regards it as controlled essentially by ministerial and
purchaser interests (2002, p. 7). It has no obvious champion in government
with an eye on its long-term potential as a truly 'joined-up' agent. As a State
government bureaucrat has noted, 'it is still only a distribution channel for
Federal.government services, but the possibility is there to use it to access
other agencies' (Wilkins 2002, p. 116). That might require legislation, but
with no-one outside Centrelink taking a strategic view the opportunities may
never be seriously examined.
There is also an unforeseen aspect to the way Centrelink views Centrelink
that presents a substantial challenge to all its 'client departments'. This is
apparent in Centrelink's new service delivery model. In particular, this
shows the comprehensiveness of the potential customer base- the issue here

is 'Who asked Centrelink to assume such a broad role?' There is no clearly
identifiable purchaser who specifically 'buys' the 'one-stop shop' that has
flowed with both obedience and opportunism from the ministerial speeches.
There is no formal contract to deliver any such service from the
government's own principal service delivery agency. Yet such a strategy has
a clear potential to affect client department programs. In contrast to the
WINZ problem of being a department without a brain (Chapter 4),
Centrelink clearly has a brain, ideas and a policy capacity: but this may be
yet harder to manage from the government's perspective. Despite the
presence of the 'one-stop shop' term in government rhetoric, it may be a very
fragile basis for the development of the organisation's strategy. Nevertheless,
Centrelink management's keen reporting of just how many products and
services Centrelink delivers (something not repeated at ministerial level)
underlines that this variable has become one of the organisation's indicators
of its own performance.

Chapter 8 Competition?

Introduction
The question of competition-specifically, contestability for the delivery of
the services now delivered by Centrelink- has been discussed since before
the agency was created (see Chapters 5 and 6). 'Contestability' is taken here
to mean 'competition or the possibility of competition' for a function or
activity (see Department of Finance 1995b).This chapter considers the role of
the idea of contestability as an element in the development and operation of
Centrelink. It will show that, although there are good reasons for
management to focus on this idea, that focus has helped only to confuse both
Centrelink's own conception of its role, its strategy and others' views of
Centrelink.
The idea that Centrelink operates in a competitive environment is a part of
the view that Centrelink management, ministers and others have projected of
the organisation and its environment. In this light, it is reasonable that the
issue be explored by an organisation seeking to settle its role and identity.
But a competitive environment implies an organisation with far more
autonomy than Centrelink has formally been given and a greater similarity
to a private business than to a government body. In practice, there is little
actual competitive pressure. This difference between image and practice
generates considerable unresolved tension. Contrasts and tensions arise
particularly between the rhetoric of competition and the idea of a one-stop
shop, which carries with it notions of monopoly in Australian government
service delivery.

The rhetoric of competition
As discussed in Chapter 5, there was a substantial increase in the discussion
of contestability and competition for the public sector, including the APS,
following the accession of the Howard government. In particular, the
National Commission of Audit referred explicitly to the possibility of
contracting out the delivery of income support services (p. 107). Given this
context, we might expect that those who are sceptical of or opposed to
contestability in the public sector would see an ulterior motive in
establishment of Centrelink. Indeed, its establishment facilitated the demise
of the CES and the privatisation of most of its functions. Thus it is not
surprising that the Opposition argued during the initial parliamentary
consideration of the CSDA Bill that the agency structure (rather than a
department) was an initial step towards a long-term plan 'to remove
government altogether from the delivery of services to the Australian people'
(House of Representatives Hansard, 26 February 1997, p. 1375). Also, as we
have noted, the creation of agencies in New Zealand implied very strongly
the model of the marketplace. However, despite the link with job placement
services, there is neither documentary nor anecdotal evidence to support the
idea that ministers saw it as such a step for income support servicesCentrelink's core business.
In contrast, a few weeks later, when the CSDA Bill was again under
consideration, the Opposition seemed not to be expecting that competition
might have been an element in designing Centrelink's governance
arrangements. On this occasion, Senator Chris Evans asked the DSS
Secretary, Tony Blunn, about the choice of governance arrangements. Blunn
explained that one limitation on how far the choice could move in the
direction of a private corporation was determining eligibilities and sanctions
in social security. That is when Blunn made the remark (already cited) that
'commerciality was not as strong an influence' as it might have been in other
government enterprises recently established. When asked by Evans whether
this meant that the CSDA was not competing with anyone to provide income
transfers, Blunn ventured into the area of outsourcing, saying that
'Outsourcing is a possibility for some of the things we currently do, though
not for those core things' (Senate Community Affairs Legislation Committee,
Hansard, 7 March 1997, p. 54). Evans then seemed to express surprise, saying
that he had thought that the whole idea of bringing things together in a onestop shop was that there would be, in a sense, a monopoly. Blum added that

he did not see services provided to 'customers' (such as income support
recipients) being outsourced. In response to a further direct question from
Evans: 'Do you see potential for the services provided by the agency in the
longer term to be provided by the private sector?' He responded 'I do not'
(P. 55).
Once it had been established, Centrelink management both warned of the
prospect of competition for Centrelink's business and also reassured staff
that such a change was not about to occur. For example, the CEO stated in
1997:
The Agency is conscious that although the Government has positioned it
within the public sector, there are many potential competitors. Overseas
experience identifies these competitors.94 To retain our competitive edge
we must deliver on cost and quality and excellent customer service will
prove to be that competitive edge (Vardon 1997 p. 2).

This view was reflected in a newspaper article in 1998 focusing primarily on
CEO Vardon herself: 'MS Vardon . . . expects to lose [Centrelink's] monopoly
for delivering services to the public' (Australian Financial Rmiew, 9 May 1998,
p. 61). The article led with the idea that Vardon believed that she had three
years- or five at the most -before her organisation would face competition
from the private sector for its core business.
Given the views being put by the CEO, it is not surprising that the same view
was widespread among relevant managers. Research on the nature of the
relationship between DSS and Centrelink conducted in February-March 1998
drew similar views from both DSS and Centrelink managers:
At the end of the day the Government will want DSS to get the best
value for money and so they might require them to test the marketplace.
So I don't think the DSS [sic] can tie themselves to Centrelink forever ...
(View of a Centrelink manager, Rush Social Research 1998, p. 21).
It's a commercial arrangement: we are buying from a commercial
provider that we don't want to be tied to in the long run and they are
touting for business elsewhere. Centrelink may be privatised and may
substantially change their core business; that is not under our [DSS's]
control (View of a DSS manager, Rush Social Research 1998, p. 22).

94 This point is not clarified in the source document The competitors are not identified.

Shortly after he was appointed to the position of Minister for Community
Services, Warren Truss faced questions about Centrelink and competition for
its services on ABC television's '7.30 Report':
Interviewer (Kerry OfBrien): You also said today that Centrelink's
future was guaranteed. How can you offer a guarantee if, as your own
head of Centrelink acknowledges, within the next three to four years,
these contracts are going to be up for grabs for the welfare services, that
they will be out there competing with the private marketplace?
Minister Truss: Well the Centrelink Board's objective is to provide a
Centrelink service that is so good that it will be able to compete with
anyone else who may choose to tender for those services. However,
because of the way in which Centrelink was set up as a one-stop shop to
provide service delivery on behalf of seven different government
departments much of those benefits from a one-stop shop would be lost
if in fact Centrelink was carved up and there was to be some kind of
competition or a range of service deliverers around the country (ABC
television, 9 November 1998).

Not surprisingly, the expectation that Centrelink would be facing
competition at some -unspecified -future point has been reflected in some
annual reports: 'a strong customer and community focus is essential for
success as Centrelink positions itself for operating in a competitive
environment' (Centrelink 1999, p. 36).95
Centrelink's main purchaser has sustained the same expectation. FaCS held a
conference for its whole senior executive in November 1999, focusing on the
policy environment at a strategic level and how the department might do
business in future. As a preliminary to the conference, interviews were
conducted with a representative sample of 16 SES officers. The interviewers
wrote up the views gathered from this sample. When it came to the future of
service delivery:
Very few people felt that income support policy would be
devolved. . . However, many thought competition in the delivery of
income support was inevitable . . . Increased competition across delivery
of payments and services was thought likely to result in us having more,
smaller contracts with different providers (as opposed to a focus on one
big contract with Centrelink). Purchasing and contract management will
be core business (FaCS 1999, p. 8).
95 This is less evident in the most recent (2000-01) annual report.

Official scrutiny of Centrelink also reflects a similar expectation. For
example, the Ombudsman, reporting on Centrelink's complaint handling
system, stated that 'Centrelink is forthright in stating that customer loyalty to
it will be crucial for the agency's survival when contestability in the delivery
of social services is introduced in the future' (Commonwealth Ombudsman
2000, p. 5). The same reviewer maintains the market rhetoric in going on to
say that 'Centrelink believes that.. .customer feedback can help to
understand the 'market', customers' reactions to product and delivery
changes and ultimately provide a competitive edge'.
The same theme is consistently represented by Centrelink's own
management: 'Integral to the concept of Centrelink as a multi-purpose
service provider is the notion of policy departments as purchasers of services
in a contestable market environment' (Vardon 2000, p. 2). In one sense this is
an extraordinary statement. This is because very little work undertaken by
Centrelink is genuinely contestable, nor has it been since the organisation
began. Vardon admits as much: 'Core clients FaCS and DEWRSB have little
choice but to use Centrelink' (2000 p. 4). How then, can purchasing services
in a contestable environment be integral to the concept of Centrelink unless
there is a strong expectation of a change from the existing state of affairs?
The emphasis is often on contestability but always at some unspecified
future time-never too far away. For example, Centrelink's own, 'strategic
services team' have stated at one of Centrelink's internal management
meetings that 'it is likely that potential competitors are currently positioning
themselves and influencing key stakeholders to take over some or all of
Centrelink's business' (minutes of 'Guiding Coalition' meeting, 2-3
December 1999). No evidence for this was recorded as having been offered.
But this message was balanced with an assurance that 'it is unlikely that
models involving the purchase of government services from private service
providers will be pursued by the Government in the next three years'. This,
the team argued, would give Centrelink 'a safe, non-threatening
environment in which it can build agility into its internal capability.. . '.
Centrelink's National Manager, Strategic Services was able to reassure staff
in April 2000:
At the recent Guiding Coalition meeting in Tweed Heads, Minister
Anthony told us that the government does not plan to privatise
Centrelink, that he strongly supports our one-stop shop mandate and its
potential to deliver value to government. He encouraged us to get our

core business right before and while exploring new business
opportunities (Tannahill2000)?6
The argument was that the Government was giving Centrelink 'some space
to explore our potential before further immediate competition' (Tannahill 2000,
p. 9, emphasis added). At around the same time, an acting Deputy CEO gave
a similar message more publicly, writing that 'For the time being the
Government has just confirmed that it does not wish to introduce
contestability to Centrelink' (Bashford 2000, p. 4).

The private sector model
As part of its image of itself as a competitor in the service delivery
marketplace Centrelink has assumed many of the trappings of a private
organisation, of which contestability is only one element. It has also aspired
to commercial viability and shown other traits associated with a commercial
focus, such as concern with its intellectual property, customer loyalty and the
use of private sector models to monitor its own performance.
With a largely private sector board and, perhaps, a perceived need to show
considerable vigour in managing the new organisation there may well have
been a strong incentive for Centrelink to assume the trappings of a private
organisation. Senior managers even portray it as a part of an historical trend
towards outsourcing (Bashford 2000, p. 1). It has emphasised a commercial
character in evidence to Parliament, arguing that it needs to be a 'more
commercially-oriented organisation' (Graharn Bashford, General Manager,
Business Development, House of Representatives Standing Committee on
Family and Community Affairs, Hansard, 3 April 1998). Similarly, its
Business Development Unit describes that unit's responsibilities as:
establishing and maintaining relationships with client departments;
developing new business for Centrelink; and
ensuring the commercial viability of Centrelink (p. 1, Business
Development Unit Homepage, Centrelink Intranet).
Given Centrelink's formal role, its continued viability and effectiveness
clearly depend on the first two of these items (although the second has

96 Minister Anthony addressed the 'Guiding Coalition' (Centrelink's regular meeting of senior

executive service managers) at Tweed Heads on 23 March 2000.

constraints in the law, as we have seen). But where does the third
requirement come from? There is nothing in the formal framework
establishing Centrelink that requires commercial viability. So, who or what
requires Centrelink to be commercially viable? Why should an agency with
an essential role in national government, an agency whose formal structure
means that it remains closer to core government than many publicly-owned
bodies, feel impelled to become able to compete in the marketplace?
There are probably three factors that have the effect of making Centrelink
aspire to commercial viability, at least at the rhetorical level. First, given the
primacy of market rhetoric in the current discourse of public administration,
commercial viability is likely to be perceived generally as a good. Prima
facie, it can probably be attributed meaning under the 'accruals-based
outcomes and outputs' framework under which the APS now works.
Commercial viability might not always have been practicable in the public
sector but it can only be a virtue to aspire to it. It is an aspiration which noone is likely to challenge.
Second, the prospect of contestability makes aspiring to commercial viability
a useful tool. Mulgan and Uhr (2000, p. 9) see this in terms of political
assertion of control over the organisation. In turn, though, it could be just as
useful to Centrelink management. The possibility of a future threat to the
viability of the entire organisation must surely make it considerably easier to
gain staff acceptance of difficult changes, including downsizing. The
message about preparing for competition is always accompanied by a
reassurance that it is not about to happen, at least, not just yet.
Third, central agencies expect it to act commercially. Purchasing departments
have also contributed to this pressure. For example, David Rosalky, former
Secretary of FaCS, made a special point of emphasising the merits of
'developing a commercial model' in the purchaser-provider arrangement
under which Centrelink works (Rosalky 1998).97 Also, DEWRSB-with its Job
Network experience-has shown an inclination for increasing contestability
for the services that Centrelink provides. If the principal provider
organisations have been putting this view, Centrelink would have been
foolish not to pay heed.

97 However, that remark was early in Rosalky's term in that role. More recently he has drawn attention

to the conflict between Centrelink being expected by central agencies to act commercially but that it
does not in fact operate in the market (2002, p. 7).

We noted earlier that the CEO herself wrongly refers to Centrelink as a
statutory authority. This is no mere technicality. Statutory authorities have a
separate legal identity from the Commonwealth. This means, for example,
that they own their own property separately. Such separate ownership
would be important, for example, if Centrelink were to contemplate
exploiting its intellectual capital or the assets that have been placed under its
care (such as the data in the income security database). It has projected a
view of having its own intellectual property:
We are aware of our investment in Intellectual Property and its
importance to the future of Centrelink and our strategic objectives. Like
private sector companies we try to identrfy and protect it. Defining what
is our original thought and what is public knowledge is becoming
difficult where the divide between concepts and their practical
application starts to blur (Vardon 2000b, p. 16)

The CEO has even referred to Centrelink as 'in the top one hundred of
Australian companies in terms of size and turnover' (Vardon 2000, p. 1).
Another feature of operating in a commercial environment is concern for
customer loyalty. In February 2001, the following exchange took place before
a Senate Estimates Committee:
Senator Gibbs-Miss Vardon, why is the government spending money on
customer loyalty surveying, and how much does it cost Centrelink annually to
process data gained from this particular line of questioning?
MS Vardon-I can answer the first part of your question, Senator, but I would
like to take the second part on notice.. . We have asked for a long time a
question in our survey of customer satisfaction: if there were other people who
were delivering the business, would they stay with us or would they go
somewhere else? We did that deliberately to make sure that they came to us, to
stay with us. Even though we hold what you might call a monopoly, for want
of a better word, a lot of the business that we take we have to win by bidding, by
putting out for tender. It is very important for us that we deliver the kind of
service that people want. So we choose that loyalty question in particular as an
assessment for us about whether we remain the preferred supplier, if I can use
that term. We are always encouraged when more people choose to stay with us
than to go elsewhere (Senate Legislation Committee Hansard, 20 February 2001,
p. CA 166, emphasis added).98
98 This repeated similar words used in Vardon 2000 (p.9) at the National Press Club on 2 February

2000 except that the earlier reference was to 'new work', possibly a more accurate and judicious
statement.

Clearly, the view being presented by Vardon is that some substantial
proportion of Centrelink's work is won by them through public tender. Yet, a
few minutes later one of the deputy chief executives gave the following
answer to another question:
Mr Hickey-Senator, the purchaser-provider relationships would cover over
99 per cent of our revenue. The contracted earnings that Centrelink generates
revenue from would be a very small part of our total revenue-less than one
per cent (SenateLegislation Committee Hansard, 20 February 2001, p. CA 183).

In other words, virtually all Centrelink's revenue is derived from its few
primary purchasers, who have no other choice of provider. Senators did not
question the apparent tension between these two views.
There are substantial dangers in uncritical acceptance of popular
management models. This includes the common assumption that private
sector examples are invariably worthy of adoption or unamended emulation
in the public sector. For example, the most important mechanism that
Centrelink has put in place for assessing its own performance is a 'balanced
scorecard1-an technique derived from the American authors Kaplan and
Norton (1996). Centrelink revises and updates the balanced scorecard
summary of its performance regularly. Centrelink management uses these
updated summaries to provide a summary of Centrelink performance to
Centrelink's Board of Management at the Board's monthly meetings. While
the mechanism was being developed, work on the underlying systems to
support the Balanced Scorecard was given priority over work on the
management information requirements of client departments.
Vardon's first public reference to this is as follows:
Traditional performance measures collected data for everything and yet
often measured nothing. They usually focused on financial performance
exclusively. Robert Kaplan and David Norton suggest that, for long
term success, business should measure performance in a number of
areas in addition to the traditional ones. They suggest that a more
balanced approach is needed and their solution is the balanced
scorecard. (Vardon 1997, p. 11).

In fact, previous documentation on DSS performance (in particular, annual
reports and portfolio budget statements) show an emphasis on anything but
financial performance measures (see, for example, DSS 1996, pp. 73-301).
This is not to say that those measures were sound nor that they were not in

great need of improvement. Rather, it is to point out that Vardon's rationale
for adopting the mechanism is one that is apposite to the private sectorwhere the focus is likely to be on financial performance above all elserather than the public sector. If anything, it is arguable that the public sector
needs to increase and improve its focus on and measures of financial
performance..

Current analysis
The government has never indicated any plans to make the delivery of
services by Centrelink contestable in the private market. However, it is
possible to make the delivery of services of some aspects of Centrelink's
business contestable (that is, open to competition from other potential service
delivery organisations). Some purchasers, such as DEWR, have successfully
explored alternative sources of supply to Centrelink. This shows that at least
some small elements of service delivery can be undertaken by others.
However, only limited options are available in the short term. Purchasing
departments may want to explore further the introduction of contestability
as opportunities arise. The introduction of the Family Assistance Office in
2000 introduced a limited element of choice to recipients of family assistance.
Even here, however, there is no evidence that competitive delivery
mechanisms were other than an incidental outcome.
Before any major move towards greater contestability, consideration would
need to be given to both the potential gains and the associated risks. Gains to
government would flow mainly from competitive pressures leading to price
reductions for 'outputs' now purchased by FaCS and other departments
from Centrelink. There may also be an advantage to ministers if they thought
it convenient to limit their own accountability and allow management to
accept responsibility for Centrelink's actions (see Chapter 10). The riskswhich could be substantial-would depend on the strategy adopted.
It would take a great deal of care and planning to develop options to have
major segments of the work delivered by private providers. Possibly the
greatest difficulty in giving Centrelink a higher degree of independence is
the difficulty of depoliticising its main task, of making social security
payments. To seize the advantages of distancing Centrelink, ministers would
also have to sacrifice the advantages of close involvement with its activities.
According to Rosalky (2002, p. 9)-who is almost uniquely placed to

comment- the minister has intervened directly with Centrelink regularly 'in
a direct one-to-one link with the CEO, overriding the roles of the secretary
and the board'. Centrelink's management decisions remain highly political
and subject to close ministerial control (Rosalky 2002, p. 7). He reports that,
in practice, ministers have continually sought close involvement in
Centrelink's decisions. Thus any proposal to close ineffective offices in
favour of better services a little further away have been overruled by the
minister as a potential political threat and the minister has required close
oversighting by the FaCS secretary of politically sensitive decisions within
the prerogative of Centrelink management.
The nature of its work is the biggest impediment to commerciality,
regardless of the expectations of central agencies. But, even supposing the
obvious sources of political interest and sensitivity could, somehow, be
removed there would be deeper practical difficulties. For example, a central
issue is whether Centrelink is properly maintaining the key assets that it has
custody of. Those key assets are essential databases, in particular, the income
security database, and the computer programs that use them.9 A strategy to
maintain the integrity of such databases and programs would be a
prerequisite for the introduction of any substantial contestability.
For employment services a similar issue does not exist as Centrelink is one of
a number of users of DEWR's labour market information system, the
Integrated Employment System. This lack of dependence on Centrelinkmanaged IT systems has afforded greater flexibility to DEWR in developing
alternative service delivery arrangements. Indeed, DEWR has treated
Centrelink's potential monopoly over IT systems as a competitive threat
(Rosalky 2002).
The integrity of the (then DSS) income security database was examined in
1997 by external consultants, whose report was commissioned by the old
DSS but delivered to Centrelink a few days after its formal creation. The
consultants found a range of problems that ultimately detracted from
organisational performance and Centrelink undertook substantial work since
that time to improve its integrity. Given the strategic importance of this

Although not of commercial value, the databases (containing social security personal and payment
records for all recipients of pensions, benefits and allowances throughout Australia) if damaged or
lost would have an enormous replacement cost. Similarly, if not properly maintained, making changes
to the programs that use and update them has substantial additional costs.

Australian government asset it would be reasonable for it to seek assurance
that its integrity is being maintained.
A principle that applies to the income security and other databases extends
to other aspects of Centrelink's IT facilities. That principle is that these
facilities, which could confer monopoly power on the custodian, should not
be allowed to become a barrier to any options the government of the day
may wish to pursue. It may be, for example, that databases and other IT
facilities would need to be made accessible to multiple providers in a
contestable environment. It could, under certain possible governance
arrangements that could be adopted, present a conflict of interest for
Centrelink to be the custodian of such facilities while competing with other
providers to provide services dependent on their use. Even under existing
arrangements, Rosalky has described investment in IT as a source of
Centrelink power over its purchasing agencies (2002, p. 9).
Problems of this sort would need to be confronted and resolved if any
serious consideration were to be given to outsourcing major functions now
performed by Centrelink. It would take particular resolve for such an agenda
to be progressed, given that IT is at the heart of Centrelink operations, the
negative experience of recent years with IT outsourcing and the technical and
organisational problems that would confront any such proposal. Perhaps the
only way in which it such decisiveness could develop would be if Centrelink
were to have a major failure in the delivery of its normal services.

Conclusion
There is a curious duality in the Centrelink's publicly-stated perception of
itself. Centrelink has seen itself both as a vigorous competitor in what (it
states) will become a contestable market and as an organisation that is
protected from competition. It invariably describes itself by reference to the
large numbers of transactions and so on that it makes because of its social
security payment delivery role but emphasises how many other, different
'product lines' it carries. It describes itself as working in a purchaserprovider arrangement but sees its accountability as chiefly through its board
to ministers. It prides itself as being a Commonwealth government agency
yet it expresses an intention to exploit its intellectual capital, in the manner of
a GBE or a private organisation.

By and large, the threat of contestability has been spoken of mainly by
Centrelink management itself. Projecting the importance of the idea has been
helped by purchasers and other external agents, but that has been, to some
extent, a reflection of the Centrelink rhetoric. This must have been of some
benefit to management in gaining the compliance of staff during the
reorganisation that has occurred since its inception, particularly to meet its
major savings in running costs. Similarly, presenting itself as a pseudocommercial organisation has benefits for its own leadership. It provides
legitimacy for its actions when under scrutiny and helps to project authority
and vindicates its acting of its own volition.
On the other hand, there is every sign of a desire for enterprise and the
opportunity to take advantage of the substantial resources that comprise
Centrelink. That desire goes hand-in-hand with the risks that competition
would bring. However, given the ongoing political interest in Centrelink's
decisions, it is difficult to see how ministers could 'let go' sufficiently to
capitalise on the benefits any serious degree of competition might yield.

Chapter 9 Institutional relationships with
Centrelink

Introduction
One of the most important questions in studying the Centrelink
arrangements is how well the institutional relationships have worked. We
have seen that the structure of relationships has been a central issue in the
life and potential demise of agencies in other jurisdictions (Chapter 4). The
key relationship is that with the policy department for which the agency
carries out services. Overseas experience, discussed earlier, shows that
relationships between purchasing departments and provider agencies can
exhibit a lack of trust, and the 'health' of the relationship can diminish
further when greater formality is adopted between purchaser and provider.
Substantial costs can also arise from the management of the relationships.
The chapter will show that similar outcomes have been observed with
Centrelink.
All Australian government organisations operate in an environment where
their relationships with other such organisations matter. But these are rarely
purchaser-provider relationships. Mostly they are either with other bodies
with a similar or related function or with central or co-ordinating
organisations such as the Department of Prime Minister and Cabinet or the
Department of Finance and Administration. Thus, for example, FaCS has
always had dealings with D E W on matters relating to employment and the
unemployed. Similarly, DSS worked with the Department of Health's
predecessors on matters relating to family assistance.1~But relationships
looThe need for FaCS to work with the Department of Health and Aged Care is substantially reduced

because the principal areas involved were excised from Health and Family Services and joined the
former DSS to create FaCS in late 1998.

'

among departments lie somewhere on a continuum from, at one end, coordination and co-operation through to bureaucratic rivalry and competition
over policy issues at the other. In Centrelink's case, most of its relationships
with other Australian government agencies-in particular, those which
commission it to undertake work- is a 'pseudo-contractual' relationship cast
in the mould of purchaser-provider.
The dominant purchaser-provider relationship is that with FaCS, providing
most of Centrelink's work. Next in size and importance is that with DEWR.
DEWR has taken a much more aggressive role than FaCS in dealing with
Centrelink and has been suspicious of Centrelink's potential monopoly
position. According to Rosalky (2002 pp. 8-9) it has worked with central
agencies, such as the Department of Prime Minister and Cabinet and the
Department of Finance and Administration to thwart Centrelink's
aspirations for an independent role.
The work Centrelink carries out for the Department of Education, Science
and Training (DEST), the Department of Veterans' Affairs (DVA), the
Department of Agriculture, Fisheries and Forestry (or 'Agriculture, Fisheries
and Forestry Australia', AFFA, as it prefers to be called) and others is
relatively minor but, rhetorically at least, the importance of these has been
emphasised by Centrelink management.
Most Centrelink services are purchased by FaCS. Only it buys these same
services. Also, most of the services FaCS purchases or funds are bought by it
from Centrelink. Although there is nothing in the legislation requiring
Centrelink to undertake work for FaCS there is a clear expectation that it will
continue to do so and, as we have noted, there is a provision in the
legislation that allows the minister to instruct it. In other words, there is a
strong residual element of coercion about the arrangement which is not
ordinarily apparent from its 'purchaser-provider' tag. On the other hand,
FaCS (and other departments) could elect to purchase services from
elsewhere.
The Department of Finance and Administration is also a party with an
interest in the purchaser-provider relationships of Centrelink, but at a step
removed. It retains its role as the ultimate custodian of government 'pursestrings' but does not ordinarily have a direct relationship with Centrelink.
That is because almost all funding provided to Centrelink for its operations
flows through the service arrangements with purchasing departments.

Under the devolved FMA arrangements it is they who are charged with
ensuring that the government is obtaining value for money when purchasing
services from Centrelink. Nevertheless, the Department of Finance and
Administration retains strong views about Centrelink and the nature of the
institutional arrangements in which it sits.
What empirical evidence is there on how these relationships have worked in
practice? First, there is a range of speeches and papers by management of the
various organisations. It is in the nature of such work that they are very
carefully worded, will contain some measure of managerial rhetoric and will
not provide material that could be used directly to criticise the government
of the day. But they provide insight by showing the intentions, stance and
outlook of senior managers in the relevant organisations as they seek to
manage their responsibilities within the new arrangements. Second, there
have been a number of formal studies of the relationships between
Centrelink and its client departments undertaken at the initiative of
purchasers, the provider or both. Only one such study (that by the Rush
Social Research Agency) has been available for examination. Third, there is
also a range of internal and external audits reporting on the management of
the relationship. Each includes some insight into the purchasers' perspective
on their relationship with Centrelink.
This chapter will show that the relationships between Centrelink and its
principal client department, although capable of being understood in terms
of the origins of the organisation, have substantial inherent tensions. It seems
likely that the latter will continue to be a source of challenge and potential
change to the arrangements.

Context and formal aspects
Part of each role in a newly-formed purchaser-provider relationship is to
become skilled in contract management. This is more complex where each
party comprises what was, until shortly before, a group of colleagues, and
where those colleagues are still doing substantially the same job as before.
The tension between the insistence upon viewing the relationship as both a
partnership -as much management rhetoric has demanded -and a type of
contract is an additional factor in the development of 'smart buying' skills.
Another complicating factor is the contrast between the concept of a one-stop

shop, with its overtones of monopoly, and the conventional purchaserprovider model, with implications of competition among providers.
The first major point to bear in mind when analysing the FaCS/DSS Centrelink relationship is, as we have noted, the near monopoly-monopsony
arrangement. Equally important is that even though there was, at its
inception, an influx of staff to Centrelink from other organisations and an
attempt by Centrelink to define itself as 'not DSS', the two organisations
were once one. That certainly has and will continue for some years to have a
strong practical effect on ongoing relationships at a personal level between
officers who formerly worked together and at an aggregate level between
organisational units and the organisations as a whole.
On the other hand, as Mabbett and Bolderson have noted in their study of
social security delivery mechanisms (1998, p. 9), one of the rewards of
studying devolved administrative systems is that institutional separation
brings out into the open issues which are repressed internally in a centralised
system. In the case of the Centrelink arrangements we will need to be aware
of 'repressed tensions' that might be the legacy of old DSS and new ones,
embedded in the very structural arrangements that Centrelink represents.
From the point of view of all the departments using Centrelink, a key
question is whether or not they can become 'smart purchasers' of the
'products' of Centrelink as a delivery agency (Kettl 1993). The most obvious
problem is maintaining the level of understanding of program delivery to
inform policy development and enable it to specify policy 'products' to
purchase from Centrelink. As one (anonymous) APS departmental secretary
has noted:
A lot of the policy comes out of administration and policy that is
developed without fully understanding the way it's going to be
managed almost always goes wrong (Halligan et al. 1996, p. 15).

At the outset, the DSS management view was to describe the relationship
with Centrelink in terms of a partnership. For example, in one of the first
public papers on the matter, delivered in August 1997, Blunn (1997, p. 4)
specifically contrasts what he calls 'partnering' to purchaser-provider.
Despite the formal arrangement under the CSDA Act he argues that the
relationship between Centrelink and DSS was based on 'shared
understanding of each other's roles and responsibilities'. These were defined

in the 'contract' between the two organisations, the Strategic Partnership
Agreement (SPA). His view is worth quoting at length:
We very purposely chose this partnership approach over a purchaserprovider contractual approach because:
[ofl a conviction that a legalistic, contractual relationship on the
adversarial model was negative, based on the absence of trust
between the partner organisations and would not work out in the
longer term. ...
no contract between Commonwealth agencies could be litigated,
even if this approach was (sic) taken, so why pretend a legal or
quasi-legal arrangement exists?
there is very low political tolerance, both by the government and
the Parliament, for income support services to be disrupted for
any substantial period or for Commonwealth agencies to enter
into public conflict over delivery of government policy. We
therefore needed a contractual framework oriented to solving
problems, not assigning blame; and
the basis of an effective relationship between the two
organisations was the relationship between managers and those
who had to work together across the organisational boundaries.
The bottom line is -the people make the relationship work-not a
contract. Therefore the development of a complementary
corporate culture in both partner organisations was seen as
essential to the success of a functional partnership approach.
This account seems almost to repudiate explicitly the purchaser-provider
model at least by contrasting it to the notion of partnership. Indeed, it
focuses on a range of important reasons that purchaser-provider might be
inappropriate in a social security environment. First, it is not in fact a
marketplace with a choice among multiple providers nor, therefore, is the
relationship contractual. Second, the main task undertaken is essential to the
daily discharge of important public work, which cannot be disrupted. His
third point underlines that, in the light of these circumstances the two
organisations must work well together-almost as though they were one.
(This is a critique strikingly similar to that given in 1998 by the New Zealand
State Services Commission of the New Zealand arrangements -see
Chapter 4.)

The notion of partnership has survived to the FaCS 2002-03 Portfolio Budget
Statement (p. 218) albeit in a slightly contingent form: 'The BPA is a
purchaser-provider arrangement conducted on a partnership basis, where
possible.' .
Of course, formal agreements under the CSDA Act do need to be put in place
to authorise Centrelink to undertake work for DSS. But the trend has been
towards increasingly long documents with increasing detail. The first
agreement between DSS and Centrelink, the SPA, was drafted very quickly
and by a very small team working with minimal input from 'program'
branches in each organisation. The document, comprising a ten-page 'core
agreement' with various 'protocols' and 'memoranda to the core agreement'
some 84 pages in length, largely set out what DSS formally required and
what Centrelink would deliver during 1997-98. The SPA also provided for a
number of committees at operational and senior management level that
would facilitate the two organisations conducting their business. Those
committees have continued (although occasionally reorganised) throughout
the relationship. Generally, the document seems succinct as compared with
later such agreements. A typical example of an element of the agreement is
the 'protocol' for the delivery of labour market assistance, the 'Newstart
[unemployment benefit] and Youth Training Allowance' (pp. 42-3), which
comprises a page-and-a-half of text.
At the end of the first year a new agreement had been drafted and was
signed. This was given a new name-'Business Partnership Agreement 19982001' (BPA)-reflecting the new departmental secretary's (Dr David Rosalky)
view of the relationship. This was intended as a three-year agreement, with
an expectation that some modification would be undertaken if necessary at
the end of each year. However, it was 246 page document and set in much
smaller type. The portion encompassing labour market assistance was now
some 17 pages long. Largely because DSS was subsumed into FaCS in late
1998, the document was revised and republished for 1999-2001 but now
formed two volumes, of 175 and 220 pages.101 The labour market part of the
agreement now took 20 pages to specify. For the last of the three years of the
BPA, a further revision was produced, but comprising only a single volume
of 248 pages, of which labour market assistance took 17 pages. The new

lolThere was also a third volume dealing wholly with services provided by Centrelink for the Child

Support Agency (CSA). The CSA -which has no statutory existence-was moved from the Australian
Taxation Office to become a part of FaCS at the latter's inception in late 1998.

agreement for 2001-04 is 274 pages, with labour market assistance reduced to
15 pages.

Funding and the price of services
Each of these BPAs contains a 'price' to be paid by DSS/FaCS to Centrelink
for the outputs or services to be provided by the latter. However, despite the
increasing amount of detail set out in these agreements over their first few
editions none has included any substantial breakdown of the elements
comprising this overall price. DSS and Centrelink had even agreed in the
original SPA that certain prices would be worked out during the course of
the first year of the relationship. But in no case is there, for example, an
identifiable price or average cost for delivering, say, unemployment benefit
or age pension. There is no cost per transaction or cost per customer. With
some minor exceptions there is only a single, global price.102 Given that one
of the rationales for instituting purchaser-provider arrangements is to gain
clarity about what, exactly, is being produced at what cost, this might seem
contrary to expectations. In fact, the notion of 'output prices' for Centrelink
services has consumed lots of effort with little result for at least five years.
The Canberra Sunday Times once remarked that 'most people do not lose
much sleep over funding models for Centrelink' (25 February 2001, p. 25) but
there has been much rhetoric about efforts to achieve price clarity. For
example, in March 1998 the Department of Finance and Administration
publication 'The Establishment of Agencies' contends that having a clearly
defined policy, operational and resources framework was a 'lesson' to be
learned from others in making agency arrangements work. It cites New
Zealand and UK experience including as an example 'framework' documents
that set out Next Steps agency rights and duties. It also claims that: 'In the
case of the new Australian service delivery agency, Centrelink . . . all outputs
are defined and costed' (p. 3). If this is true, such costs were kept close by
Centrelink itself. They have not been stated in the BPA nor made known to
FaCS or the Department of Finance and Administration. There have certainly

lo2This is set out in the financial arrangements protocol of each BPA. For the four respective years

1998-99 to 2000-01 the amounts and page references are $1 353.01 million (p. 61); $1 490.162 million
(p. 87 of vol. 1); $1 594.107 million (p. 57) and $1 638.097 million (p. 68).One of the exceptions to the
'global price only' rule is the price provided in the 2000-01 BPA for Centrelink's provision of Family
Assistance Office services, for $250,733,770 (p.29).

been 'good intentions'. Centrelink's 1997-98 annual report indicated that
work was proceeding in this direction. It had:
estabhhed a program to determine the full cost of each service it
provides for its client departments. A services costing model has been
developed as a baseline for introducing Activity Based Costing to the
organisation. The Activity Based Costing will build on the services
costing model data and framework to provide service level cost
information for managers by December 1998 (pp. 75-77).
Even more ambitiously, it went on to promise:
The introduction of more detailed activity costing. . . will help attribute
full service costs to activities and enable pricing of similar services to be
estimated for new or enhanced business (p. 77).
Nothing seemed to emerge from this work but a charitable view might be
that, in its first annual report, the organisation may have been too exuberant
in stating the scope of its ambitions.
The Australian National Audit Office (ANAO) noticed that the 1997-98 SPA
had stated that by 30 June 1998, a measure of the administrative cost per 1000
customers of delivering services for Newstart Allowance and Age Pension
customers was to be developed and drew this to attention in a 1999 report
(ANAO 1999). As well, Centrelink was to have agreed on a strategy and
timetable for subsequently extending this measure to all programs in this
protocol. But, the ANAO continued, its discussions with DSS staff had
shown that this had not been developed. It also observed that a renewed
attempt seemed to be under way. The 1998-2001 BPA, in a section headed
'Payments for outputs', indicated that 'DSS and Centrelink will jointly
determine and reach agreement with the Department of Finance and
Administration on a price per customer per type, on an accrual basis,
including overheads, by 31 December 1998.' But again, nothing emerged.
The ANAO audited Centrelink's 'planning and monitoring for cost effective
service delivery' in late 1999. That audit was hampered (according to the
ANAO) by difficulties Centrelink had had in providing various data sets for
analysis (p. 12). It concluded (p. 13) that, although it had managed
successfully to that point, this had drawn extensively on experienced
managers' knowledge. But, in future:

Centrelink will require ready access to more robust management
information, particularly on cost, to support its managers to implement
and evaluate major business initiatives and to set prices with its
purchasers. . . The ANAO considers Centrelink could have progressed
the implementation of its ABC [activity-based costing] system in a more
timely and effective fashion (pp. 13-14).

There is no mention of activity based costing or 'service level costing' in the
1998-99 Centrelink annual report but it reappears in the 1999-2000 edition.
That report refers to a 'Cost Optimisation Project' having been established to
enhance Centrelink's approach to strategic cost management including the
use of Activity Based Costing (p. 95). (There is no explicit reference to
connect this to the work referred to two years earlier.) Here also Centrelink
reports the work now under way to develop a new funding model for
Centrelink. It admits that:
Current funding arrangements are out of date, complex, different for
each client [department], create instability, encourage accountability for
inputs not outputs and do not capture changes in cost drivers across all
payment types (p. 96).

It promises that the new funding model should be in place for the 2000-01
Budget and in the next round of business partnership agreements. Those
deadlines were missed. The 2000-01 Centrelink Annual Report does not
mention the 'cost optirnisation project' but asserts:
Centrelink has commenced development of a new funding model and
an output pricing review. These two projects will be conducted in cooperation with our client agencies and will ensure greater transparency
of results. It is expected that the [funding] model will be agreed with
Government in the lead up to the Budget 2002-03 (pp. 171-2).

Vardon had claimed in an address to the National Press Club in February
2000 that 'We tender for much of our new work, which means we have to
understand our costs per unit of service, something our predecessors didn't
always have to do and which has proven to be quite challenging (Vardon
2000. p. 9).' So challenging had this been that the claim seemed still to have
little foundation a year later. The Canberra Sunday Times reported in February
2001 that Employment minister, Tony Abbott, had 'lined up with the
Department of Finance and Administration arguing for a "pure" fee-forservice model for Centrelink. The report stated that three departments (FaCS,
DETYA and Abbott's own, DEWRSB) together with Centrelink had argued

instead for a two-pronged model that included core funding (The Canberra
Sunday Times, 25 February 2001, p. 25). That work is reportedly continuing.
However, Rosalky has remarked that 'FaCS has viewed the state of
knowledge of Centrelink's cost structures as quite unsatisfactory, making it
impossible to price outputs and therefore to make allocative decisions across
outputs as priorities emerge' (2002, p. 10). Suspicion about costs has
pervaded the relationship.
Another element conspicuously absent from any of the BPA documents is
any sanction for non-performance. Sanctions are a normal part of a
performance contract. But, even though a great deal of effort has gone into
the attempt with each BPA edition to specify more satisfactorily the
performance expected of Centrelink, no sanctions for under-performance or
non-performance are specified. One of the consequences of there being no
breakdown of Centrelink prices is that the construction of appropriate
sanctions is made more difficult. For example, a failure to perform in relation
to a particular project or delivery a particular service cannot be penalised by
an identifiable reduction in funding for the respective work. There is a
capacity to relate funding to performance in the 2001-4 BPA but this has
been taken up in only a very few, practically trivial cases.

The FaCS-Centrelink relationship: reviews by others
The first independent analysis of the relationship between Centrelink and its
major client was undertaken by a consultant firm, the Rush Social Research
Agency, in early 1998 (the Rush Report).lo3 The purpose of this review was to
examine the working relationship between the two organisations,
particularly by focusing on the original service agreement between them, the
SPA. It was to proceed by seeking the views of 'key managers' in both
Centrelink and DSS. It did this, canvassing the executives and senior
executives in both organisations.104
The consultants concluded that there was a 'positive attitude' partly
attributable to many of those involved having formerly worked together.
However, they reported a 'lack of clarity around the boundaries between

lo3Page references in what follows are to Rush Social Research (1998).
lo4
Some 80 persons were interviewed in late February-early March 1998, about half by one hour face-

to-face sessions and the remainder by telephone.

policy and delivery. An idea of 'partnership' also flowed from the two
organisations having one minister and the 'sink or swim together' situation
of the two. This needed to be taken into account along with the formal
purchaser-provider arrangement. But the collaboration between the two
organisations was failing: 'More emphasis needs to be placed on the
importance of CO-organisationalplanning and strategic mechanisms for
collaboration at executive and managerial levels' (p. 8).
The consultants reported a host of seemingly equal and opposite complaints
about communication and perception of roles. From Centrelink's
perspective, DSS was not able to 'let go' of delivery matters that the former
saw as its domain. Similarly, DSS perceived Centrelink 'butting in' on policy
matters that were the domain of DSS. While DSS complained of slowness
and unreliability of data provided by Centrelink to DSS (especially
management information on programs as well as on Centrelink performance
in delivery), Centrelink complained of a lack of clarity in these requests and
insufficient funding of Centrelink to meet them (pp. 7-10).105
The consultants summarised the perceived threats and fears (pp. 10-11) and
these are reproduced in Table 9.1, below. Some of the concerns seem to flow
directly from the rhetoric of prospective contestability. This is apparent, for
example, where DSS expresses concern at the prospect of Centrelink using its
DSS-supplied resources to reduce prices for other client departments.
Similarly, Centrelink is concerned that if DSS finds other service delivery
agents, this will be used to press Centrelink to reduce its prices. In practice,
neither of these outcomes has eventuated in any substantial way. FaCS has
not engaged any other major service delivery agents and so much of
Centrelink's funding still comes from that source that FaCS cannot be losing
substantially through cross-subsidisation of other departments' work.
These findings can be interpreted in several ways. First, they can be seen as a
predictable set of attitudes between the members of two organisations that
have been separated in this way. Second, they can be seen as evidence of the
sort referred to by Mabbet and Bolderson (1998, p. 9), of repressed issues
being brought out into the open by institutional separation. Even a rather
selfcongratulatory review of the DSS-Centrelink split drafted some six
lo5As might be expected in the circumstances of

two organisations created largely from one, the
consultants reported perceived jealousies and inequity in the sharing of privileges such as car parking
and office space. In the same vein, DSS officers had been annoyed at overenthusiastic 'badging' of
products by Centrelink.

months after the formal separation is prepared to admit the following as a
'lesson learnt from the partnership':
frustrations and performance problems that were once contained within
the original unitary organisation are exposed, gain greater visibility and
can rapidly lead to inter-organisational conflict in the new environment
(Worthington 1999, p. 23).

Table 9.1: DSS and Centrelink mutual perceptions, early 1998

DSS thinks . . .

Centrelink thinks. . .

Centrelink will use DSS resources to To some extent the agreements with
facilitate discounting their services to other Departments are better elucidated
than the agreement with DSS.
other clients.
They are seen as 'tied in' to Centrelink DSS can look elsewhere for service
because currently there is a lack of other delivery agents and use this as
suitable service providers: 'Centrelink 'leverage' over Centrelink.
think they have us over a barrel'.
DSS feel they are losing control over
delivery, which has an impact on the
way they achieve their Ministerial
requirements.

DSS do not credit Centrelink with the
expertise to develop more efficient ways
of
delivery
and
won't
allow
entrepreneurial activity in this.

DSS feel Centrelink keeps them in the DSS make unreasonable requests for
dark by not providing good data, and information/data which is over and
this is because they fear being 'judged'.
above that agreed in the SPA and do not
provide further funding to help allocate
resources to answer their needs.
Centrelink is performing well (no Centrelink feel DSS performance
disasters) but need good data to realise indicators are inadequate, too process
DSS's role as monitors of performance.
oriented and need to be explicit about
outcomes.
Micro policy dealing with delivery DSS interference on delivery modes
mechanisms stays with DSS as part of stretches resources to the limit.
its policy role.
DSS needs to include Centrelink in
discussions on new micro and other
policy to ensure they do not request
deliverables
which
are
NOT
deliverable.
The need for more transparency and The need for more transparency and
trust between the two organisations.
trust between the two organisations.
Need for a supporting process (apart Need for a supporting mechanism of
from Joint Executive and Relationship collaborative meetings below Executive
Committee meetings) which need to levels.
penetrate lower levels.
Some areas (micro policy) can not be too Some areas (micro policy) cannot be too
rigidly specified: these 'fuzzy' areas are rigidly specified: these are areas where
where partnership will be cemented.
partnership is necessary.

In 1998, during the period of development of the 1998-2001 BPA, the ANAO
conducted an audit of the performance assessment framework specified in
the agreements between the principal purchasers and Centrelink. The audit
sought to test if this enabled an adequate assessment of performance. It
focused on the monitoring and reporting of performance in 1997-98 (under
the original SPA in the DSS-Centrelink case); the process of developing the
1998-99 agreements; the performance information contained in the

agreements for 1998-99, including the accuracy and reliability of the data
used to measure performance; the requirement to achieve value for money;
and the cost of providing identified performance information. As well, it
sought to establish progress made by the organisations in defining and
costing of outputs and outcomes (ANAO 1999). That audit was in progress
as the departments and Centrelink were negotiating the agreements for
1998-99. This meant that the ANAO's expectations had some influence over
the structure and content of at least the new DSS-Centrelink agreement.
The ANAO found that the reports of Centrelink performance provided to
FaCS contained little analysis of sigruficant performance variations.
Therefore, when the data provided were examined, the reason for
under/over-performance was not given. This made it difficult for the
responsible party to take relevant action to address any performance
problems106 It was more optimistic, however, about the new BPA. It also
found in discussion with DSS staff that
they felt the content of the [performance] reports was generally
satisfactory. However, there were aspects of the performance reports
with which there was a level of dissatisfaction in that the reports were
not as useful to program areas as they could have been because they did
not contain sufficient analysis of sigruficant performance variations
(ANAO 1999, paragraph 2.15).

By mid 1999 the relationship between FaCS and Centrelink might reasonably
have been expected to have matured. But an internal audit by FaCS of the
management of the relationship found that staff in FaCS did not know
exactly what they should be doing on a regular basis to manage the
relationship. That audit found that 'the predominant way in which the
relationship with Centrelink is viewed is that of a partnership'. Curiously,
this view seemed to flow from the lack of any disciplines or sanctions such as
were in place in other purchaser-provider arrangements, where goods and
services were provided under contractual arrangements. A further
contributing factor to this view flowed, in the audit opinion, from the lack of
information available on the resources being applied to provide each of the
particular services delivered by Centrelink (FaCS 1999). At the same time,
one of the most common concerns among FaCS managers was the frequency
lo6It drew a slightly more positive conclusion about the DEETYA-Centrelink agreement because of

the formality of consultation and because different reports produced under the agreement contained
appropriate analysis of performance variations to idenhfy problems and allow relevant action to be
taken.

with which their Centrelink counterparts would respond to a request with
'We have not been funded to do that1.
A further internal audit by FaCS in 2001 focusing on the BPA as the formal
expression of the relationship found that it was too complex. Those who
work with it might not be able grasp all of the elements of the agreement
relevant to their responsibilities (FaCS 2001, p. 9-10). The same report also
found unresolved problems in FaCS getting from Centrelink the
management information it thought it needed about its programs and
Centrelink performance information on costs, timeliness and quality. It
commented that it may take some time before many key performance
indicators would be able to be reported on.
The ANAO has not only audited Centrelink's delivery of programs and
payments; it has also audited FaCS' oversight of Centrelink's performance. In
its performance audit of FaCS' oversight of Centrelink's assessment of age
pension new claims, it examined the 1999-2000 and 2000-01 BPAs as central
elements of the business framework. It found that FaCS was unable to
monitor and evaluate Centrelink's performance effectively, a substantial
deficiency in a purchaser-provider relationship. It attributed this to the lack
of availability of accurate data from Centrelink (ANAO 2001).

The financial costs of managing the relationship
As we noted in Chapter 3, doing business-conducting transactions-itself
has a cost. Managing a complex 'contractual' relationship has direct financial
costs for both the purchaser and the provider. These costs include the costs of
negotiating agreements and monitoring compliance. Management within
FaCS has also focused on the costs of managing the relationship with
Centrelink. Each FaCS program branch for whom Centrelink was delivering
services clearly expends substantial effort to manage its the purchasing of
those services. Equally, of course, Centrelink must be devoting resources to
dealing with FaCS. A broad indication of the quantity of FaCS resources
devoted to managing the relationship with service providers including
Centrelink is indicated in the FaCS 2001-02 Portfolio Budget Statement
(Table 9.2).107
lo7Expenditure in FaCS portfolio budget statements is grouped under two headings (i) 'administered

appropriations', comprising the payments being made or 'program costs', and (ii) 'departmental
appropriations', roughly the running costs of delivering the programs. Departmental appropriations

The total cost for 2002-03 is over $107 million. This includes FaCS staff costs
for its own, internal management of service provision by the community
sector and private providers of child care and disability services as well as
for the purchase of Centrelink services. However, a reasonable estimate on
the basis of staff numbers is that each of these functions accounts for half
these costs. This implies that FaCS' transaction costs in dealing with
Centrelink are around $50 million a year. It is reasonable to presume that
there is a counterpart cost on Centrelink's side of the relationship, although
the size cannot easily be estimated from available data.
Table 9.2 FaCS portfolio expenditure estimates 2002-03-departmental appropriations
[M figures in $'000]
output group

1.1 Family

Assistance
1.2Youth and
Students
support
1.3 Child
Support
1.4 Child Care
Support
2 1 Housing
Support
2.2 Cornmunit)
Support
3.1 Labour

Market
Assistance
3.2 Support for

people with a
disability

3.3 Support for
Carers
3.4 Support for

the Aged
Total
Source: Compiledfrom Portfolio Budget Statements 2002-03: Family and Community Semices Portfolio

To understand the business transacted across the organisational boundary
between DSS and Centrelink, and its costs, raises the question of how the
two were divided in the first place. This issue, often discussed among
comprise four items, reflecting the Department's conception of its main functions: (i) policy advice,
(ii) purchasing, h n d i n g and relationship management, (iii) research and evaluation and (iv) service
delivery (mainly comprising Centrelink running costs). The costs we are interested in here are those
under the heading 'purchasing, funding and relationship management'.

DSS/FaCS management after the split, was articulated internally with the
question 'Did the "knife" fall in the right place?' In other words, when
dividing the parts of DSS into the two new organisations was the optimum
line of separation selected? The relationship that subsequently developed
between FaCS and Centrelink must have been influenced by the dividing
line chosen which, in turn, was probably affected by the restructure that took
place within DSS before Centrelink's creation (see Chapter 6).
There is a sense in which the structure of national office of the old DSS could
be viewed as moving in increments from strategic policy through to the most
practical matters of day-to-day administration. This was represented in the
following division of labour. The then Social Policy Division developed new
policy both at a strategic level and at a budget level. Moreover, it developed
and controlled all advice on policy change that resulted in an item appearing
the portfolio budget. Several 'benefits administration' divisions 'owned' the
administration of particular programs/payments. They took responsibility
after any budget announcement for translating a policy into action, teasing
out the detailed micropolicy, providing detailed instructions for legislative
drafters and systems developers, providing guidance to the staff in the
regional office network as to the correct policy detail on the inevitable
queries that arose. They dealt with issues that arose in the ongoing
administration too, such as precedents set by appeals tribunals and the like,
that might need new guidance to the network or a micropolicy amendment.
The Systems Division translated the detailed policy instructions into a
practical, working computer system that would be the basis of regional office
staff doing their daily work of assessing claims for payment and so on.'08
Indeed, almost all regional office work is-and has been for some yearsintegrated into the computer system.
These divisional structures were not rigidly separate. The Social Policy
division generally tested policy options with the benefit divisions and
systems division for 'implementability' and, often, comment on the policy
itself. Policy options-especially where there were minor inconsistencies or
desirable small changes particularly apparent at the implementation level would be fed in from outside the Social Policy division. Note that the

logThere were also divisions concerned with compliance, legislation and management support.

However, their roles are not especially relevant to the central argument here.

benefits divisions straddled both policy and detailed administration and
associated systems work.109
As noted in Chapter 6, DSS had been reorganised in the early 1990s so as to
incorporate the Social Policy division and the Benefits divisions into several
program-oriented divisions (one each focusing on family policy and
programs, the labour market and retirement programs). Thus, when the time
came to divide DSS into the new DSS and Centrelink, the Systems division,
being almost wholly concerned with providing the daily working tools to the
regional office network, went to Centrelink. The new program divisions,
which had all new policy responsibility, formed the core of the new DSS.
The question that arises is, had the split occurred prior to that earlier
reorganisation, would the division between DSS and Centrelink have been
made so as to have the Social Policy division as the basis of a much smaller
DSS than eventuated? The Benefits divisions were as much concerned with
day-to-day administration as with policy matters and could easily have been
seen as belonging in the Centrelink environment. Indeed, it is arguable that
the 'customer segment teams' developed within Centrelink's national
support office are little more than a mirror image of those portions of the
former Benefits divisions that dealt with Systems division and the regional
network. In other words, did the choice as to where to make the cut give rise
to the high transaction costs of each organisation dealing with the other? But
the very question is misguided. The crucial point is not where the cut was
made but what was to be the nature of the relationship between the two
organisations.
Had (for example) the Social Policy division formed the basis of the new and
yet smaller DSS it would have been left very ill-equipped to purchase
services from a Centrelink comprising most of the rest of the former
department. There would have been very little practical, operational
administrative experience and insight available to it except through
consultation with Centrelink. It would have been much more subject to
Centrelink views in preparing its policy advice (and hence, at some risk of
provider capture). At a minimum, it would 'have been (in Kettl's terms
(1993)) not a very 'smart buyer' and with little capacity to become one. In
lo9See Brown and Rowlands (1995) for an account of

how programs were implemented in this
environment and structure. The picture presented above is only a brief summary and is not intended
to deny the existence of conflicts and rivalries from time to time, especially in areas where one
division's responsibilities shaded into another.

other words, to have made a cut in a different place may have incurred less
transaction costs but the relationship could not have been purchaserprovider. It may have been closer to that between, say, the Treasury and the
Australian Taxation Office, where the former sets policy but in no sense
purchases delivery services from the ATO.
In fact, because of the way the division was made between the two
organisations, FaCS has had both a capacity to be and has made some
attempt to be an active purchaser. It has been, at some cost, a more active
superintendent of its provider because it had that capacity and expectations
of future contestability in its service delivery options (albeit derived from
rhetoric). The supplier's response is (at further cost) to have structures in
place to deal with that superintending and to complain about 'micromanagement' by its purchaser.
But why should the transaction costs between FaCS and Centrelink be so
high? The discussion in Chapter 3 shows that this is an issue on which the
choice between hierarchy and use of agencies could turn in any text-book
approach to institutional design. From the transaction cost literature the
concept of asset specificity seems highly relevant. Asset specificity is a major
factor in raising transaction costs. The Department has a large, complex and
continually changing set of specifications for the products it wishes to
purchase (assessment and payment mechanisms) and Centrelink has a
precisely corresponding large and complex technical apparatus, highly tuned
to delivering exactly those products.
To get close to an understanding of this it is essential to characterise social
security administration work clearly. One of its most important features is
substantial and continuous change. Each budget comprises a large number of
measures within the portfolio, each of which goes through a similar
implementation process (described in Brown and Rowlands (1995)). This
requires substantial input from FaCS and Centrelink. FaCS takes
responsibility for legislative change (which is usually required as most of its
major programs are set out in the law), micro-policy development, and the
preparation of detailed guidance on its interpretation. Centrelink takes
responsibility for systems development, training, publicity and other final
implementation tasks. Inherently, there is a great deal of consultation
between the two o'rganisations in every implementation simply by virtue of
the complexity of each change. Each policy rule, when translated into
detailed guidance always brings back to the policy maker a range of

circumstances that had not been contemplated and for which some further
refinement is necessary.ll0 In fact, this process is never complete and, it
continues -at a reduced level -until a new change replaces the relevant rule
altogether.
The rate of change is such that capacity to effect the necessary changes to the
mainframe computer systems is invariably on the critical path to
implementation and sometimes dictates the implementation date itself. That
is, when a major change is under consideration, the (FaCS) policy area will
consult the (Centrelink) systems area about when an implementation is
practicable. The views returned are then taken into account in any decisions
made by ministers. Major changes (such as the introduction of the
restructured family assistance that accompanied the new tax system) can
take 18 months. Sometimes ministers want more rapid changes than the
implementers would prefer, but these are done at the risk of reduced testing
or other unwelcome contingencies.
All of this explains that any FaCS program area with a large implementation
under way or in prospect can expect daily interactions between FaCS
program branches and its counterpart Centrelink customer segment team.
The project nature of these implementations also means that contingencies
frequently arise requiring action by one or other party. This also limits the
capacity of the purchaser to specify in advance the work required and the
provider to cost it accurately. Rosalky (2002, p. 9) has also reported that
ministerial priorities have also required frequent changes in Centrelink
outputs which could not be reasonably captured in a purchaser-provider
relationship and which undermined the terms of business agreements
between the two organisations. All of this makes it difficult to discern any
point on the continuum between policy and administrative action where a
cut could be made without there being a high level of activity across that
boundary and hence, some doubt as to the merits of there being a boundary
at all.

'l0 It is very difficult to convey to those without direct experience the enormous range of issues and

questions that can arise when translating the apparently simplest of policy decisions into
administrative action in the social security environment. One gauge of this range is the Guide to Social
Security h,a manual of detailed policy guidance maintained by DSS/FaCS. This had reached three
bloated volumes in size, large slabs of which were completely updated very regularly. A few years
ago, it became far most cost-effective to maintain this on-line than in hard copy and that is the form in
which it is available to FaCS and Centrelink staff today, on the Centrelink Intranet.

Conclusion
The key relationship in the Centrelink arrangements is, and always has been,
that between DSS/FaCS and Centrelink. But this relationship has been
perpetually hampered by an uncertainty as to its nature. There is a tension
between the collegiate partnership sought by managers and the formalism of
purchaser-provider. The former posits mutual objectives and enjoins trust
and co-operation; the latter encourages formalism and caution as to the
other's motives. This tension has flowed through to relationships at all levels
in the two organisations.
Yet the very existence of a formal framework in the CSDA Act has
encouraged increasingly detailed specification of FaCS requirements and
concern from Centrelink that FaCS is 'micro-managing' its provider or that
items are being specified for which no funding has been provided. This, in
turn, is driving further teasing out of the detail of what FaCS expects
Centrelink to do. This is an environment where it is increasingly difficult to
deal with contingencies (which usually require resources to be switched to a
new task at short notice) unless a good personal and professional
relationship between relevant managers in the two organisations can be
called upon.
The remarks by the New Zealand State Services Commission (Chapter 4)
about none of the marketplace model's conditions being reliably satisfied is
at least as apposite in this example as in New Zealand. There is only one
sigruficant provider, one almost dominant purchaser. Moreover, there has
been remarkably weak progress in the development of the normal
paraphernalia of a proper purchaser-provider relationship: performance
information is regarded as inadequate by FaCS and by the ANAO; there
have been multiple efforts to produce Centrelink 'output prices' but all so far
seem to have yielded no result. There seems to have been little of the
expected gain in clarity from a relationship of this sort. This issue is
examined again in terms of accountability in the next chapter.

Chapter 10 Accountability and Centrelink

Accountability: the issues
A critically important issue in the adoption of an agency arrangement is the
question of accountability. Experience in other jurisdictions has shown that a
loss of accountability is feared where there are substantial changes to the
institutional arrangements for the delivery of services to the public
(Chapter 4). This is especially so where a new structural arrangement-such
as use of outsourcing or agencification- is replacing traditional government
departments. At the same time, the advocates of contracting out and
purchaser-provider arrangements believe that these arrangements can confer
greater accountability. This raises the question of how plausible each claim is
and which effect is the greater.
The particular risks to accountability of an agency arrangement are quite
clear. Primarily the issue is ministers devolving service delivery to bodies
outside the core department and thereby potentially evading the
responsibility that those ministers formerly had. No-one would suggest that
ministers are personally responsible for every action in their portfolio. But
they are responsible for reporting and explaining those actions. The issue,
ultimately, is on whom the public can call to account for the actions of nondepartmental service providers. Has the institutional divide implicit in
purchaser-provider placed such providers beyond reach of scrutiny?
The Australian Auditor-General has frequently drawn attention to the
potential trade-off between, on the one hand, economy and efficiency and, on
the other, accountability in purchaser-provider arrangements (for example,
Barrett 2001, p. 2). He has often cited Mulgan's analysis of accountability
under contracting out:

The claim that contracting out does not reduce government
accountability for public services is mistaken. 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 (Mulgan 1997, p. 24).
Indeed, the problem is especially vexing because the desired improvement in
economy and efficiency derives from the very mechanism of reassignment of
responsibilities. Mulgan also concludes (although this conclusion is cited less
frequently) that:
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 (p. 24).
This latter point reflects the Department of Finance view that purchaserprovider arrangements and competitive tendering and contracting can confer
greater accountability through improved specification and 'clarifying the
exchange' (Department of Finance 1995a, p. ii; Bartos 1998). This expectation
of greater accountability reflects the Industry Commission view, noted in
Chapter 3. Moreover, the Department of Finance lists among 'benefits of
purchaser-provider arrangements':
Chains of accountability have become more transparent. In the UK there
has been an attempt to make ministers and CEs directly accountable to
parliament. Ministers are responsible for policy outcomes and CEs for
the provision of goods and services (1995a' p. 6)
This view seems to emphasise a possible division of accountabilities (even if
that is not the empirical outcome noted in Chapter 4). The same document
also lists 'blurring of accountability' as a risk with such arrangements but
attributes this to failure by ministers to identify the links between outcomes
and outputs. However, by 1998 the Department of Finance and
Administration exhibits greater sensitivity to the possibility of loss of
accountability through responsibility shifts: 'The bottom line is that you
cannot outsource accountability. Adepartrnent or agency remains
accountable to its minister-and ministers to the Parliament-for any
outsourced activity (Bartos 1998).
For its part, the Senate Finance and Public Administration Committee
identified the loss of accountability issue in its second report on contracting
out (May 1998). However, its focus is on the challenge for governments in

translating the basic values of public administration to new non-government
service providers, rather than government-owned agencies. This challenge
flows, in the Committee's view, not from the possibility that nongovernment service providers' concern with the need to make a profit would
lead to corruptibility or unfairness, nor from any comparison as to the
relative ethics of the public and private sectors. Rather, the Australian public
service is governed by a published code of ethics (since replaced by the APS
values and code of conduct incorporated in the new Public Service Act). It
concluded first, that it is crucially important that the same culture of
accountability as exists in the Australian public sector be established and
entrenched among contractors. Second, the committee concluded that
outsourcing should not involve any lowering of the existing levels of public
scrutiny and parliamentary accountability of publicly-funded enterprises
(SCFAPA 1998, Chapter 4, p. 13).
In the case of the Centrelink arrangements, service delivery may, technically,
have been 'contracted out' by departments of state, but the delivery agency,
Centrelink, is still very much within the public sector. Therefore the benefits
of published codes of ethics and the APS culture of accountability must still
have force. But the question of whether previous levels of public scrutiny
and parliamentary accountability continue is worth examining.

Meanings of 'accountability'
Accountability, however, is a concept whose scope and meaning has been
extended over recent decades (Mulgan 2000, p. 555). Therefore we need to
discuss what we mean by the concept before we can understand whether
changes in its operation have in fact taken place. Mulgan (2000) has
examined accountability in 'executive agencies' with a specific focus on the
Centrelink case. He identifies three forms of accountability that are relevant
to purchaser-provider arrangements and which are said to improve that
accountability. First, there is an expectation of improved responsiveness to
the individuals who have business with the organisation. Second, there is the
expectation of improved clarity over what gets produced (the same
phenomenon identified in his earlier paper and by the Department of
Finance). Third, the separation of responsibility (ministers for policy and
service delivery agency for service delivery) could allow each to be held
more clearly and fully accountable for their respective tasks.

The first of these forms of accountability is characterised as client or
customer accountability. 'Customers' of agencies like Centrelink may not
have the capacity to take their business elsewhere (the 'exit' option, in
Hirschman's (1970) terms) but service charters, satisfaction surveys and the
other paraphernalia of a customer focus must give them some greater 'voice'
than before. However, Mulgan rightly dismisses all of this as outside the
proper scope of accountability. An expectation of good service may certainly
be an influence on corporate behaviour but there is no associated
opportunity for scrutiny or calling on management to account for its actions.
The second form of accountability raises more serious concerns. This is the
accountability improvement expected by the Department of Finance through
improved clarity in what is being 'purchased'. Ultimately, Mulgan is
dismissive of this as most of the activity is internal to the bureaucracy. This
does not necessarily translate into greater public scrutiny, especially as
ministers rarely concern themselves with performance targets and reports
and, in any case, the quality of available information tends to be low.
The key aspect to accountability that Mulgan pursues is how separation of
policy and service provision responsibility affects accountability. The
management of statutory authorities and other state-owned organisations
that are more remote from departments are generally held accountable for
their organisations' actions, even if government influence on management is
assumed to be strong. The issue is whether purchaser-provider
arrangements facilitate a similar 'clean break' in accountability or whether a
'no-change' model is followed. Before coming to a view on these latter two
aspects in the Centrelink case it is useful to examine how its accountability
mechanisms were designed.

Design of accountability
When Parliament was considering the CSDA Bill, the Opposition took the
view that Centrelink was being established deliberately as an agency rather
than a department of state. This was 'in part to avoid proper parliamentary
scrutiny of its policies in relation to the agency ... People responsible for
these matters ought to be directly accountable to this House' (House of
Representatives Hansard, 26 February 1997, pp. 1373-4). However, in the
second reading speech for the CSDA Act, Minister Ruddock explained that
the new agency would be located in the social security portfolio. This was

because the largest component of its activities would be the administration of
entitlements under social security legislation. He went on to describe the
accountability arrangements thus:
In designing the framework for the agency, the government has taken
into account the need for ministerial involvement to ensure
accountability, sufficient flexibility to allow greater capacity for
innovation and improved customer service and the need to ensure a
strong partnership between policy and process design and service
delivery.
The agency is a core part of government operations. AU the mainstream
legislation for the operation of Commonwealth departments and
agencies will apply to this agency. It will be subject to the Audit Act,
finance regulations and finance directions. This reflects the fact that the
agency will not be a separate entity from the Commonwealth. The
government considers that these scrutiny and accountability
arrangements are central to the management structures for the agency
given that it will be responsible for the day-to-day administration of
large sums of public moneys (House of Representatives Hansard,
4 December 1996, p. 7624).

In essence, these two paragraphs seem to be directed at two issues. The first
issue is the reason for the governance arrangements. These arrangements
combine ministerial accountability for the agency and its placement in the
former social security portfolio with the presence of a largely external board
expected to be a source of innovative customer service strategies. The second
issue is the lack of detachment from existing arrangements because of the
sensitivity of the central function of the agency. This could easily raise the
question of why it should not be made into a separate department of state.
The accountability mechanisms clearly referred to are the broad
accountability mechanisms that all departments face and the ineluctable
accountability of the minister. Notably, there is no mention of accountability
of Centrelink as a provider to purchaser agencies. All of this suggests that the
government was being very cautious about this change.
The original physical expression of the purchaser-provider relationships
between DSS and Centrelink, the SPA, contains a section dealing directly
with accountability: the 'Accountability and Reporting Arrangements
Protocol'. This protocol declares its purpose as two-fold:

(1) to ensure that the Minister and the Department are given appropriate
information, advice and other support to enable them to meet their
Parliamentary and legislative accountability obligations; and
(2)

to define the respective roles of the Department and the Agency in
meeting accountability requirements (SPA p. 24).

The specific 'accountability requirements' envisaged were listed as
preparation of the 'portfolio annual report to the Minister' and the
Parliament on the administration of the Social Security Act for tabling in the
Parliament; preparation of the Minister's Portfolio Budget Statement;
appearances before parliamentary inquiries and committees (such as Senate
estimates committees); and external obligations arising from ANAO audits
or other requests from bodies with official scrutiny powers such as the
Ombudsman and the Privacy Commissioner (SPA p. 24).
The SPA goes on to state that :
It is agreed that these requirements [that is, the specific accountability
requirements set out above] will primarily be the responsibility of the
Department. However, it is agreed that in order to meet these
requirements, the assistance of the Agency [that is, Centrelink] will be
required in many instances. For instance, the Agency may be required to
provide statistical or other information as input to these requirements or
to appear before Parliamentary Committees along with departmental
representatives (SPA, p. 24).

One curious aspect of this arrangement is that it envisages a single 'portfolio
annual report'. In practice, there have been quite separate annual reports
each year from DSS/FaCS and Centrelink. A more interesting element is the
degree to which the SPA envisages the Department as being responsible for
formal accountability. It acknowledges that Centrelink's help will often be
needed. But its conception of such help is the provision of statistical
information and appearance before committees 'along with' departmental
representatives.
It is clear from evidence given by Tony Blunn to a Senate Estimates
committee in June 1997 that he-an architect of the arrangement- saw
contractual accountability as primary. This is especially evident in response
to a question about how the CSDA would fit into the social security program
structure, to which he responded:

The agency does not fit into our program structure; the agency is simply
a mechanism for delivering services. We will be in fact entering into
probably a series of contractual arrangements with the agency which
will identdy the areas that we require delivery in and the standards to
which we require the delivery, and the methods by which we will
ascertain whether those standards have been satisfied (Senate Hansard,
3 June 1997).
When asked (by Senator MacKay) to explain how scrutiny of the CSDA
would be facilitated, Blunn said:
The department remains responsible for all of the activities of the CSDA
and will be answerable to this committee and any other committee for
those activities. We will have an arrangement with the CSDA when it
comes into formal existence that they will be available to support the
department in answering any questions and will be available on
questions of detail relating to the CSDA (Hansard,3 June 1997).
This exchange took place before the new agency formally came into
existence, but was operating on an informal basis within DSS. This fact
explains the reference to the department being responsible for all of the
activities of the CSDA. However, it is clear from Blunn's evidence that there
would be only one difference in these arrangements after the formal
inception of CSDA on 1 July 1997. That would be that other departments
(such as the then DEETYA) would take their share of responsibility for the
CSDA through their own contracts.
Blunn was asked how the Senate would be able to question the CEO of the
CSDA, MS Vardon, and whether she would be appearing before the
estimates committee. He said: 'If there are issues about which it is
appropriate to question MS Vardon, she would be of course available to the
committee through the department in the way that I have just described
(p. CA 145,3 June 1997)'.

Accountability outcomes
Mulgan (2000, p. 10) concludes that, in practice, ministers have accepted
considerable public responsibility for Centrelink's actions. He cites the
example of ministerial handling of certain questions without notice implicitly
attacking Centrelink's performance. He points out that the minister (Warren
Truss) 'answered in the normal way, defending the agency's performance,

stressing new improvements and attacking Labor's previous record under
the old Department of Social Security'. The minister did not attempt to
ascribe any responsibility to the agency or its board.
In contrast, however, there have been instances where ministers have sought
to distance themselves from unpopular or controversial decisions about
Centrelink. Ministers left the November 1998 announcement about the
downsizing of Centrelink almost wholly to Centrelink management. Minister
Truss's press release, entitled 'Centrelink's New Service Delivery Model'"' is
seemingly supportive. It is reasonable to ask what, from a political
perspective, was the purpose of this release. Generally, ministers are keen to
announce personally anything that seems likely to have 'good news' value.
The new service delivery mode1 itself was insufficiently defined and publicly
visible to have much value in these terms (and for any opprobrium to attach
to the minister should it fail, in due course to live up to the minister's
welcome on this occasion). A more likely explanation is that the same release
also refers to a reduction in staff numbers in Centrelink and the intention of
the press release was to link all these decisions to Centrelink management. It
therefore implicitly and carefully placed the decision with Centrelink
management. This was despite the fact that the government decision that
made the downsizing inevitable was that very decision made a year earlier to
establish Centrelink.
The Minister concluded 'I will be closely monitoring the implementation of
this new model which Centrelink has assured me will greatly improve
customer satisfaction'. This clearly identifies Centrelink and its management
as a separate entity from the minister. Whereas ministers generally leave the
running of departments to secretaries and might be expected to hold the
latter responsible for that task, this public distancing of the minister from his
principal responsibility seems cautious.
Current ministers have continued to defend Centrelink vigorously, as thoGgh
it were no different from a department of state. For example, the Minister for
Community Services, Larry Anthony (who then held direct responsibility for
Centrelink) defended it when he received a question without notice from the
member for Lilley concerning family tax benefit administration:

Press release of 9 November 1998,available at http://www.facs.gov.au/intemet/MinCS.nsf/

It is interesting that the member for Lilley never gives a bouquet to
Centrelink. He is always the first to criticise th.~sparticular agency. I, for
one, want to defend the 22,000 employees that work in Centrelink and
the terrific job that they do, rather than being constantly run down by
whingeing, whining Wayne because he has a political agenda there
(House of Representatives Hansard, 27 June 2001).
The Minister for Family and Community Services, Senator Vanstone has
continued to d o the same in similar circumstances:
But, Senator, it is a mistake for you to hold out a view to the community
that people are cut off benefits simply because they refuse to reply to a
letter. Centrelink does everything it can, in my view, to contact people
(Senate Hansard, 29 August 2001).
At the same time, the following remark, again in response to a question
without notice, although supportive, gives the impression that the minister
may be glad that another was directly responsible for Centrelink.fl2
As you know, Minister Anthony is responsible for the administration of
Centrelink, but it pleases me greatly to have confirmed that Centrelink is
actually on the job, as it usually is, trymg to make sure that the right
benefits go to the right people (Senate Hansard, 27 June 2001).
More recently she has been even more vigorous:
Senator Vanstone -I am telling you that I am very strongly in favour of
Centrelink and the work that they do. It speaks for itself. Sometimes I
am a bit surprised if people think that there should be some change of
tack, but I never rule it out and I am always happy to have a policy
debate. If someone does find a better way, well and good. I try to learn
to take the same approach as Centrelink do actually, and that is that
criticism is a good h g because it only enhances you, strengthening
your position. If you have not got it right, they will show you how to be
better. They call it continuous improvement or some other such jingletype words. The substance of it is right; you should always be looking to
improve but I am very happy with the current performance of
Centrelink (Hansard, Senate Community Affairs Committee,
21 November 2002).

112 Following the election of the third Howard government, Minister Vanstone although in the same

portfolio as before the election, has been given specific responsibility for Centrelink.

The concomitant to all of this is that ministers have the capacity to intervene.
For example, any program of publicity, the content of information leaflets
and the timing of issue of letters on sensitive matters to customers are
invariably approved by ministers, just as though Centrelink were a
department of state. From the account given by Rosalky (2002) it is clear that
this capacity has often been exercised in this and other ways.
Perhaps more revealing is the way in which Senate estimates committee
hearings have been conducted since the inception of Centrelink. These are
one of the principal instruments of accountability for the Australian
government is the examination of portfolio estimates of expenditure. This
process requires a minister to present, annually, a 'Portfolio Budget
Statement' (PBS, a formal part of the Budget papers) for examination by a
Senate committee. The PBS does focus attention on the new measures
announced in the Budget. However, whereas these documents formerly
focused on estimates of expenditure for the forthcoming year they have
become more comprehensive, encompassing details of expected performance
by output and outcome.fl3
The examination of the PBS by the Senate Estimates Committee requires the
attendance of the minister and senior officials from the portfoli0."4 These
occasions are potentially the most gruelling experiences that senior APS
managers must endure as they facilitate detailed Opposition questioning on
virtually any matter relevant to the conduct of the portfolio's business. At the
same time, they are also instruments of accountability where officialsostensibly in support of their ministers -find themselves personally having
to account for their actions. Given that the budget cycle usually involves not
only the 'budget estimates' process but also an 'additional estimates' each
year and sometimes, supplementary hearings as well, there can be up to four
hearings in a year.
When asked by a parliamentary committee member whether it is clear who
has 'responsibility for accountability aspects of what [Centrelink] is involved
in', a senior Centrelink manager (Bashford) described both contractual

'l3 In some respects, a PBS can be regarded as a counterpart to an annual report the former is

prospective and the latter retrospective.What spoils this symmetry is that the annual report remains
the secretary's (retrospective)account of departmental activities, presented to the minister but the PBS
is the minister's (prospective) account to the Parliament.
l141n hearings of the committee, if the minister is a member of the House of Representatives then his or

her representative in the Senate will appear.

accountability to the client departments and direct accountability to the
Parliament:
We report, of course, to our clients. Our clients have the responsibility
essentially to the government. By and large we are responsible for
implementation types of tasks but generally accountable to our client.
But we are always up with our client in parliamentary committees, et
cetera. We do not leave that entirely to our client; we are always there
together. But, for the policy aspects, of course, our clients are totally
responsible for that (House of Representatives Standing Committee on
Family and Community Affairs 1998, p. 956).

When pressed by the Committee on whether Centrelink's accountability
would be different if it were not a public organisation, the manager said
'That is correct'.
Scrutiny of the Hansard records shows that Bashford is correct. On each
occasion since Centrelink's inception, DSS/FaCS officials and Centrelink
officials have appeared together at estimates hearings. With the exception of
the first such hearing, where there was some consternation when senators
began asking questions of Centrelink officerson services it was carrying out
for the Department of Health and Family Services, these hearings have gone
smoothly. Much of the time the questioning has demanded only that one or
the other organisation's officers be 'at the table' to respond to senators'
questions. At others it has been necessary for officers from both to be
responding in co-operation.
What of the reporting to clients referred to by Bashford? Is there any greater
clarity in specification and accounting for delivery of outputs-the
contractual accountability that is the fruit of the purchaser-provider
arrangement? Since shortly after its commencement, Centrelink has reported
to DSS/FaCS on its performance in a regular performance report, distributed
widely among DSS/FaCS program managers. This is a substantial bound
volume comprising 100 to 260 pages of tables, graphs and text. It provides
extensive statistics on Centrelink's service delivery for all of the programs it
delivers for DSS/FaCS."5 Formally, the reports have been presented to FaCS
at a regular meeting that includes all FaCS program managers and their
At various times, this report has been provided on a two-monthly or threemonthly cycle. The
report is not a public one in the sense that it is not formally published, nor ordinarily provided to
anyone outside FaCS or Centrelink (either on paper or on the Internet). However, it is not marked as
nor regarded as confidential and its contents would be accessible under freedom of information
arrangements and are, in effect, in the public arena.

Centrelink counterparts. The report is a principal agenda item for the
meetings. But in practice, more junior staff have generally attended the
meetings and discussion has rarely focused on the report's ~ontent."~
These
reports do not seem to have been valued by FaCS managers and it is difficult
to credit this mechanism with representing substantial accountability.
There are several explanations for a lack of focus on the Centrelink
performance report. First, it is very likely that the relevant Centrelink
manager will already have raised with their FaCS counterpart any important
matter of program management that the report could highlight. Indeed, if
there is an emerging problem, especially if it could become a public issue,
there is a strong incentive not to refer to it in a widely distributed document.
Second, the matters reported, overall, represent a vast bulk of routine
activity. Only matters that are changing or under development (such as the
implementation of new measures) command immediate management
attention. In addition (as noted in Chapter 9), FaCS managers have generally
been dissatisfied with the performance information they receive."'
Confidence in the data is poor and there is no evidence that the content of the
performance report is awaited anxiously or even that it is found useful in any
substantial way.
Despite their size, the content of these reports has, in the main, comprised a
limited number of performance indicators. As well as timeliness of
processing (which has been pre-eminent) it includes data on the accuracy of
payment, customer satisfaction, call centre performance and management of
compliance. However, much of this data has also been recorded and
reported, at least internally, since the 1980s. Moreover, performance
standards for a range of indicators (including the majority of those still being
reported on) were first published by the then Minister for Social Security in
March 1992 and reported on in subsequent annual reports."8 The most
conspicuous omission from the performance indicators (as noted earlier) is
cost of Centrelink services.
116Both.of these facts are apparent from the records of these meetings, kept by a secretariat within

FaCS.
117On one occasion, analysis by FaCS showed that the timeliness of processing data for some 12-18

months for a range of payments was corrupt and the correct data irrecoverable. However, it found it
very difficult to have this acknowledged and reflected in the reports.
118 Indeed, some of the l
T systems used in Centrelink to collect and report performance information in

2001 are those developed in DSS in the late 1980s, such as PRISM (Performance-RelatedInformation
System for Managers), which collects information on the timeliness of processing of social security
payment claims.

FaCS has not sought to verify independently the information provided by
Centrelink (as DEWR has in respect of customer satisfaction data for its
concerns). However, the ANAO has often placed some emphasis on similar
data when examining Centrelink performance in delivering social security
payments. It notes that the BPA does not operate as the sole accountability
mechanism as Centrelink has other accountability mechanisms as described
above. However, ANAO thought, when undertaking an audit of age pension
administration by Centrelink that the BPA was a key element of the
accountability regime' (2001a, p. 28)."9

Conclusion
If accountability is satisfied by the opportunity for scrutiny of official action
and the requirement for management to account for its actions, then
Centrelink is precisely as accountable as DSS was before it for the same
responsibilities. Successive ministers have accepted responsibility for
Centrelink and have risen to defend it and explain its actions to the
Parliament. The Parliament itself has the same opportunity to scrutinise its
actions as it has with any department of state, and has constantly done so.
Ministerial involvement in Centrelink is strong and still very direct; in fact, it
is no different from ministerial involvement in departments of state.120 It is
also apparent that it was designed thus. To some extent, when Mulgan finds
that Ministerial accountability has not declined in any sigruficant way one
may wonder whether he had set up a straw man.
In Mulgan's defence, first, it is clear that there had been concerns about
apparent overseas counterparts to Centrelink. Second, Centrelink, with its
board, has different governance arrangements from its UK and New Zealand
counterparts. It is reasonable to see the potential in these arrangements for it
to take on the form and process of a statutory authority or government
business enterprise, where accountability does change. In addition, there was

119Indeed, this has presented one doubt about the robustness of the accountability arrangement, when

the Auditor-General found a possible deficiency in management within Centrelink. Almost inevitably,

this had a bearing on the secretary of FaCS' responsibilities, given Centrelink's role is to deliver
programs for which he is accountable. However, the Auditor-General argued that the audit outcome
'belonged' to his client, Centrelink, and that any transfer of that information to FaCS needed to be
agreed under the BPA. The secretary (Rosalky) found this unacceptable and argues that any model of
governance for Centrelink that does not have role for the secretary weakens accountability (Rosalky
2002, p. 12).
120 This has been clearly much to the consternation of the FaCS secretary (see Rosalky 2002).

obvious uncertainty (or slightly wrong expectations) about how the new
arrangements would work when the SPA was being drafted, even by the
architects. As working processes settled down there has been less uncertainty
in later agreements between FaCS and Centrelink.
But in fact, contractual control is not happening at any sigmficant level from
the principal purchaser. The argument from the advocates of contracting-out
and purchaser-provider arrangements that they bring increased
accountability is almost completely beside the point. Serious, overt scrutiny
of outputs is manifest only through ANAO reports to Parliament and the
evidence given at Senate estimates hearings. Centrelink is not sigruficantly
accountable to FaCS, as is apparent from the absence of sanctions, the bland
and unsatisfactory nature of performance reporting by Centrelink and
monitoring by FaCS, the failure to develop prices for specific products and,
perhaps, most of all, the lack of alternative providers. Vardon was indeed
correct in saying that her predecessors had not needed to know the
individual prices of their services. But neither, so far, has she.
One cannot hold accountable those who have no control. The question is
'what sort of control does a purchaser have over its provider?' As with
contractual accountability, there is no substantial sense in which FaCS has
control of Centrelink or its operations. To say all this is to deny or discount
whatever influence FaCS managers have in daily, unobservable (and
probably collegiate) action with their Centrelink counterparts. But such work
is the very antithesis of the clear-cut, overt, contractual relationship. It is to
admit that the simple clarity of the purchaser-provider relationship has to be
supplemented by complex relationships among staff of both organisations at
several levels. Management through the contractual relationship is either not
occurring or it is continuing in some more subtle form, paying only lipservice to the purchaser-provider paraphernalia. This may be the very
source of the high transaction costs that FaCS has observed it is incurring in
management of the relationship with Centrelink. Those costs are being
incurred for seemingly no gain in accountability.
It is also unlikely that this could easily change, for two reasons. First, the
normal ministerial accountability for Centrelink allows it some refuge from
its contractual accountability. Second, to make contractual accountability
more formal would challenge the relationships between managers in the two
organisations. If, when output prices finally appear, contractual
accountability does loom larger, there will be as a consequence a

considerable increase in risk to implementation, both at a practical and
political level.

Section E-Conclusion

Chapter 11 What can be learned from the
Centrelink case?

Introduction
Agencification- the creation of autonomous agencies within the public
service operating under a performance 'contracting' arrangement- has been
occurring in many jurisdictions with a rationale of improving the way in
which government works. Generally, agencies are expected to provide more
flexible, performance-oriented, responsive public services. By providing
specialised service delivery, they can become more expert and more efficient
in both allocative and technical terms (Talbot et al. 2000). In public discussion
in Australia, Centrelink has generally represented itself as more responsive
and performance-oriented than previous arrangements. Structural separation
and performance contracting that are the essential features of agencification
demonstrate that it is an example of this type of arrangement. However, it
has not generally been referred to as imitative! of changes in other
jurisdictions. The main role of most agencies is service delivery; not only is
this Centrelink's main responsibility it is also the area where it has sought to
excel. Despite its fitting the mould of agencification, this thesis has shown
that the origins of Centrelink are distinctive and, in themselves, a direct
cause of uncertainty about its future.
Pollitt notes that despite apparent similarities among public management
reforms -particularly among English-speaking countries -they cannot be
taken 'off the shelf'. They must be tailored to the distinctive political,
institutional and wider cultural characteristics of the country (2000, p. 4). If
we ask the question 'Are the Centrelink arrangements simply an Australian
version of what was also occurring elsewhere, tailored to the particular
circumstances of the case?' we should not be surprised if the answer is a

resounding 'No'. Although, across the world generally, agencification has
been common, there is a diversity of theories of and explanations for
agencification (Chapter 3). Centrelink only adds to that diversity, having an
origin of its own, being more a product of particular circumstances as that of
any existing model of operations. It is not possible to draw a direct parallel
between the causes of its creation and those in international experience.
However, the existence and form of overseas arrangements almost certainly
influenced the design. That is, although a change would have happened
anyway, the agency model was a convenient form for the resulting
arrangements, given the international recognition of that model.
There are greater parallels between the observed outcomes and those
elsewhere- as might be expected. However, the Centrelink arrangements
have many idiosyncratic aspects and an administrative environment that is
distinct and different from those of its overseas counterparts. Notably, we
have discussed a range of tensions within them. Nevertheless, there are
sufficient parallels to allow us to make some generalisations about the
experience of agencies although these fall short of contributing to a
generalised theory of agencification.
It is difficult to predict the future of these arrangements. However, it also
seems unlikely that the present arrangements are wholly stable. There are
conspicuous pressures for further change.
Drawing on the preceding chapters, this chapter will address the principal
questions posed at the start of this thesis:

(1) First, why did Centrelink come about?

(2) Second, what has been the outcome of the change in institutional
arrangements?
(3)

Third, what is the likely future of the Centrelink arrangements?

Origins of Centrelink
None of the three summary hypotheses advanced in Chapter 3 substantially
explains this instance of agencification. To begin with, it is hard to see the
creation of Centrelink as part of an historical trend in Australian public
administration. If we look for other similar cases before or since, we do so in
vain. Executive agencies created under the new Public Service Act have some

similarities. The head of an executive agency is considered to be an agency
head under the Act in the same way as a secretary of a department or the
head of a statutory agency, such as Centrelink. But this sort of agency
requires no legislation to establish it and, more importantly, does not involve
an essential part of the Centrelink arrangement: operation under a contract
or a purchaser-provider framework.
But it may make little sense even to look for similar cases. As we have also
seen earlier, Centrelink carries out a large proportion of Australian
government services provided direct to the individual members of the
public. If agencification usually involves creation of service delivery
organisations the scope for either earlier or further such changes in this
jurisdiction is 1imited.If introducing Centrelink is perceived as part of a trend
towards outsourcing then, for the structural reasons outlined in Chapter 6
and the accountability arrangements noted in Chapter 10, it must be seen as a
very modest step. Centrelink is still core government production with some
of the form and style of contracting out. Though these parallels exist they
could hardly have come about because of pressures from globalisation or
competition. There is no evidence here of 'hollowing-out' of the state nor of
'filling-in' (see Taylor's argument, Chapter 3). There is a slight resonance
between the hypothesis of 'filling-in through joined-up government' and
Centrelink's aspirations to be a one-stop shop for Australian government
services. But there is certainly no sign of a conscious attempt to increase state
power through this mechanism. It is possible that a capacity for an increase
in state power could derive from an increase in the range and
comprehensiveness of linked personal data collected on Centrelink's
databases. But there is no sign of any intention to do this and, in any case, it
could only come about if Centrelink assumed substantial additional tasks. In
fact, any increase has been very limited, despite Centrelink's own rhetoric
about its increasing range of 'products'.
Having set aside historical theories for the creation of Centrelink, we turn to
economic and management theories, which require more overt human
agency. There will generally be some influence by both the political executive
and senior bureaucrats on any set of reforms. The question is how to discern
the nature and degree of that influence. In the Centrelink case the evidence
set out in Chapter 5 strongly suggests that the political executive was less
influential in APS reform than in the Hawke years. Political ideas and
demands certainly set some directions. But the central strategic ideas from

that level were those of saving expenditure and replacing the CES with the
job network. Apart from outsourcing the job placement function, those ideas
did not prescribe a reform agenda for the ongoing, core public service
beyond downsizing. The notion of adopting an agency structure clearly came
from the bureaucratic and not the political level. Centrelink's own agendaincluding all the rhetoric about one-stop shops and customer service- was
developed after the decision to create Centrelink had been taken. Moreover,
although Centrelink is a non-departmental government organisation (but
only just) and would represent itself as 'pioneering' in its approach to its
customer service role, its creation is decidedly not in the three-stage pattern
of development of public enterprises with which Wettenhall (1990. p. 11)
found the Australian experience to be entirely consistent.
It is true that reform programs and initiatives had been constant in the APS
for the previous decade and a half. However, in 1996 a strong and coherent
public sector reform agenda was markedly lacking from the new
government's policies. There was no subsequent major restructuring of the
organs of government nor any evidence that the incoming government
thought that there was a need to inhibit capture of ministers and senior
managers by subordinates (as in New Zealand, Chapter 4). On the contrary,
the history of Centrelink's development shows that introduction of an
agency form of arrangement in this case could be at least in part the result of
provider capture (Chapter 6). There is no evidence of a concern to
differentiate between the skills required of senior management in the public
sector nor of concern that 'the top' might impede management of operations
(as in the UK, Chapter 4). There was no preceding hint of a driving need to
place senior people with skills in large-scale operations in charge of DSS field
operations, leaving those with skills in policy development in the policyoriented new DSS. In fact, there is scant evidence of any substantial
deliberation on institutional design of any kind at the government level. At
the bureaucratic level, there is evidence of a pragmatic concern to join two
networks to facilitate staff savings, while maintaining a balance among
powerful bureaucratic interests.
Chapter 5 shows that the Centrelink arrangements are due more to the
specific history of the CES and simultaneous existence of the DSS regional
network than to any reform agenda. As we have noted, the CES was seen by
senior managers as moribund, a new government needed APS staff savings
and the Department of Finance had long sought to have the two regional

networks amalgamated: the alignment of these three factors alone meant that
the change was inevitable. The only remaining question was about its form.
Achieving amalgamation of the CES with the DSS network was a major prize
for Department of Finance: the National Commission of Audit was its
opportunity to win that prize. But in the event, Blunn and Hollway moved
quickly to pre-empt the action initiated by the Department of Finance
(Chapter 5). Centrelink's creation was thus a pragmatic affair, clearly outside
the positive tradition of Australian non-departmental body creation
contemplated by Wettenhall (1990).
This is where the continued strong evidence of 'control of change firmly
grounded in the permanent bureaucracy', as observed earlier by Campbell
and Halligan (1992) is crucial. This is not say that the bureaucracy had a
common view. Rather, all the sigruficant actors were at the bureaucratic
level. Even at that level, the concern was pragmatic rather than theoretically
sophisticated. At its formation the new government had shown particular
ruthlessness in disposing of those departmental secretaries or CEOs it did
not want. Thus, there were strong reasons for secretaries to exhibit
responsiveness to the new government's agenda. There was no contracting
out rationale to Centrelink's devising, nor any managerialist desire to let the
managers manage. There was, perhaps, an example of 'making the managers
manage' in the responsiveness expected of departmental secretaries. The
stark fact about Centrelink is that primarily, its creation would satisfy a
prominent item on the government agenda: it would enable substantial staff
savings to be made in the APS. Achieving such outcomes was a primary task
for senior bureaucrats in early 1996.
This is not to say that the whole change can be characterised as a staff
savings project. That was merely the immediate trigger. Such a
characterisation would also be unfair to the enterprise and hard work put
into making the new structures work. There have been many actors involved
in the change and there have been many opportunities to shape and mould
the new arrangements since the original decision. The question here is about
how that was made.
Blunn and Hollway faced two obvious problems. First, with strong personal
incentives to meet the expectations of the new government they knew that
they needed to satisfy its appetite for staff savings in the APS. They also
knew that only by eliminating one of the regional networks could they

achieve that. That presented the second problem: how could such a change
be achieved while satisfying the perceived needs of the major participants?
Blunn and Hollway did two particular things in response to these problems
and those actions are their major contribution to the whole change. First, they
recognised what was likely to happen if they had left existing processes to
run their course. The Department of Finance's agenda would get salience
through the report of the National Commission of Audit. Blunn and
Hollway's own capacity to influence decisions flowing from that report
might then have been more limited. Second, they formulated a strategy that
they placed very rapidly before ministers. There were two important features
to that strategy. It allowed their ministers (and implicitly, themselves) to be
seen as taking strong and early initiatives in line with the new government's
policy directions. They were then ahead of any urging from the Finance
Minister or central agencies or, worse, coercion from Cabinet. That strategy
also gained commitment from ministers and gave Blunn, Hollway and their
own ministers greater control over the what happened next, including the
particular form of the change.
The second important feature to Blunn and Hollway's strategy was that the
use of the agency approach with an idiosyncratic governance model satisfied
all of the major institutions involved. Neither DSS nor DEETYA would be
'taken over' by the other and both would have a seat at the Centrelink Board.
The Department of Finance could readily recognise and support the
purchaser-provider model. Blum and Hollway's strategy yielded savings
for the new government in a way that accorded with Department of Finance
views about how government should be organised. Indeed, international
experience gave legitimacy to the structural option proposed. Moreover, its
adoption also carried with it a sense of it being a new step in APS reform.
This, in turn, gave the whole change an opportunity to take on a positive
aspect rather than risk being seen primarily in terms of staff savings.
However, the opportunity to shape that positive sense of reform-and build
on it -then fell to others.
It is possible to see bureau-shaping behaviour in Blunn and Hollway's
strategy of creating a new agency. Each was thereby divesting himself of
direct responsibility for the major service delivery component of his
organisation. Blunn would retain some overall sense of responsibility for
Centrelink insofar as he was expected to carry out a role of 'portfolio
secretary' within the social security portfolio, where Centrelink was to be

located. Hollway was also losing most of his service delivery network to the
new job network, rather than Centrelink. However, the opportunity to place
service delivery at a distance may well have seemed attractive. On the other
hand, this would be sipficant only if it were plausible as a primary cause;
that is, if it could have been a more important influence on the strategy than
the issues considered above. That seems most unlikely. Our earlier
conclusion (Chapter 3) may still be true: bureau-shaping behaviour could
result from broader reform imperatives when senior officials have sufficient
opportunity to influence the direction of specific reforms. But, if anything, it
was an added benefit to certain actors rather than a primary cause.
One of the enduring problems of the model adopted, including the
governance structure, is that it was selected primarily because it satisfied
transitional needs of facilitating savings (Chapters 6 and 7). The important
point is that the creation of Centrelink was the end of a process, not the start
of one. Despite the rhetoric at the time of its launch in 1997, there is little
evidence that any clear charter for Centrelink was at the front of ministers'
minds nor did they place any clear set of expectations upon the new
organisation. That is the first issue dealt with in the next section.

The outcome of the change
A change in institutional arrangements such as the introduction of
Centrelink has consequences of many sorts. Our conclusions about the
outcome of the change centre on questions of structure, role and
accountability. Upon examination, these can be seen to incorporate a range of
continuing pressures. We have seen first that Centrelink, as a statutory
agency within the Family and Community Services portfolio, remains very
close structurally to core government (Chapter 7). This remains so despite
the governance arrangements. Ministers' willingness to defend Centrelink
shows their acceptance of this closeness and traditional hierarchical control
and accountability (Chapter 10). At the same time, those governance
arrangements taken together with Centrelink's conception of its role seems to
have conferred a greater sense of autonomy and breadth of agenda than had
been foreseen or intended. As Rosalky has reported (2002, p. 7), the
establishment of Centrelink has yieIded a range of inherent tensions and
conflicts in its governance.12'
121Indeed, Rosalky (2002, p. 7) lists nine separate points of conflict in the governance arrangement.

There are two essential issues: first is the ambiguity of the purpose of
Centrelink; second is the health of the purchaser-provider arrangements,
including accountability.
CENTRELINK'S AMBIGUITY OF PURPOSE

What purpose did the government have for Centrelink when it created the
new arrangements? The public story of creation of Centrelink has always
been about a reform aimed at providing one-stop shop services to the public.
Ministers gave this account at the inception of the arrangements (Chapter 6)
and they and others have repeated it ever since (Chapter 7). Internationally,
the governance arrangements and other features-such as its assuming the
role of a one-stop shop rather than being a single-purpose agency-are
peculiar to the Centrelink case. This makes it seem an unusual reform and
has helped it to attract much study and attention from elsewhere.
However, the image of reform as a trigger for the arrangements is a
retrospective view convenient to those presenting it. The development of
improved customer service strategies certainly followed the creation of
Centrelink. There are also hints in the very earliest ministerial speechesafter the decision to create Centrelink- that, as a delivery agency it should
focus on improving service delivery (Chapter 6). That is not surprising. The
important point here is that there is no evidence that a strong desire for
improved service delivery preceded the decision to create the agency. One
might argue that there is always a latent desire for improvement in
performance in the minds of newly elected ministers. However, it is too
much to accept that a desire that they had never articulated could have been
a sigmficant element leading to such a large structural change.
In essence, Centrelink has always acted as though its primary function were
to be the Commonwealth government's principal service provider and as
though the government wished it to excel at this function. There are many
possible reasons for this. First, the ministerial rhetoric surrounding its
creation suggested it (although that rhetoric is likely to have been drafted by
officers then working in the new organisation). It also quite plausibly
represents what an owner would wish to do with such an organisation. The
government is clearly the owner and that rhetoric is possibly the only
available clear statement of the owner's strategic wishes. But as we have
seen, the organisation was created as a result of a political and bureaucratic
process rather than as an outcome of a comprehensive planning exercise. The

rationale presented at its announcement, although plausible, can reasonably
be seen as rhetorical rather than comprising explanation. Its plausibility does
not preclude its being a later rationalisation of decisions taken for other,
quite different interests. A more formal approach to identifying Centrelink's
functions is to examine its legislative base. There is nothing in the CSDA Act
that requires Centrelink to undertake a one-stop shop role. Analysis of those
parts of the Act referring to Centrelink's functions (as noted earlier) lead us
only to the service arrangements between the CEO of Centrelink and
purchasing departments.
There has always been a wonderful capacity in the public sector to infuse
decisions already taken with a 'retrospective rationality'. This cannot happen
so readily where a government or a senior decision-maker has articulated in
advance their objectives in a particular field of endeavour and subsequent
decisions can be linked to a purpose in an unequivocal way. But the
introduction of the Centrelink arrangements does not fit into such a
framework. As we have seen, the essential decision was to collapse two
departmental regional office networks into one. It would be quite possible
for the changes to continue to be assessed in these terms-Centrelink itself
makes strong claims about the operational efficiencies it has yielded to
government. But that has never been the way in which these arrangements
have been presented publicly. Indeed, when management announced plans
for harvesting the expected savings in late 1998 (just after the 1998 general
election) there was a minor public furore, as though this were something
new. In fact, as we have seen, these plans had been in the public arena for the
previous year.
One part of the reform story has grown in the telling. That is the view of
Centrelink as a one-stop shop (Chapter 7). At its origin it meant merely that
the unemployed no longer have to visit both a CES office (to register as a job
seeker) and then a DSS office (to claim unemployment benefit). Now
Centrelink takes it to mean that it should be the Commonwealth's one-stop
service delivery shop. Centrelink has extended the concept from the rhetoric
of its inception to the point where Centrelink management represents it as
faithfully representing government policy. The idea has become central to
Centrelink's own strategic direction. It has an objective of being 'provider of
choice' to government. WieIding this notion, Centrelink has developed a
dynamic of its own. As Rosalky has noted, sometimes 'agencies or their
leaders, manufacture interests associated with the agency's influence and

survival, distinct from the objectives sought by government. Such behaviour
is expected by people whose power derives from the agency -usually senior
executives' (2002, p. 5).
Rhetoric about customer service has been pervasive over the last decade.
Customer service charters have become a requirement for all Australian
government organisations during that time. We noted too in Chapter 10 that
the notion of 'customer accountability' -responsiveness to customers' wishes
as a species of accountability- has some respectability, probably by analogy
with the private sector. Placing customer service before all else can thereby
become a managerial strategy in a service delivery organisation, helping to
confer the very autonomy and freedom of action that managers generally
seek for themselves. Its customer service strategy gives Centrelink leverage
over its individual purchasers, because it has a wider perspective in an
unquestionably meritorious cause. From the perspective of the Centrelink
Board and its senior management, only Centrelink's implicit contract with
government to deliver excellence in service delivery gives the organisation
an opportunity to develop a plausibly legitimate agenda of its own. And if
this seems to be an enterprising interpretation of the express wishes of the
government, who can complain? Political rhetoric specifically referred to the
majority of the Board having a private sector background and hence, the
capacity to bring private sector approaches to bear on their service delivery
task.
Uncertainty as to the identity and role of Centrelink is a major pressure. On
the one hand, it can seem to be a pseudo-department of state, answerable to
its own minister, with its own role at Senate estimates hearings and a clear
and unequivocal set of responsibilities under the law. On the other, it can
seem to be an independent agency. In the latter form it is answerable
primarily to its board. Its role is defined in the rather general expectation that
it will provide a commercially viable one-stop shop for a wide (and not
clearly limited) range of services across the Commonwealth. It believes it has
to be capable of surviving competition and has constantly been positioning
itself to do so (Chapter 10). But the government that created it does not
appear to have any obvious inclination to make its major task-delivery of
income support services-contestable. Moreover, establishing an agency
with a high degree of independence to carry out its tasks requires a strategy
of depoliticisation (Rosalky 2002, p. 6) which seems very unlikely to occur.

This duality of apparent roles unsettles policy departments that purchase
service delivery from Centrelink. One reason for their discomfort is that
Centrelink has developed such a powerful model of future service delivery,
taking its one-stop shop role as its starting point. There is a perception that
that model may now be driving policy, rather than the other way around. A
better way of viewing the problem is, perhaps, that no-one-among
purchasing departments -is wholly or even substantially responsible for the
'service delivery policy' that Centrelink has devised to give effect to the onestop shop. No-one 'buys' the one-stop shop, so no-one among policy
departments is in charge of this aspect of Centrelink's activities. Indeed, the
very devising of this strategy could be seen as a way for Centrelink to own a
'policy' of its own and place some part of its work beyond the
superintending of policy departments. This is implicitly a substantial
challenge to FaCS' power and authority. But the Centrelink service delivery
model is attractive and seems to be among the most innovative and exciting
aspects of what Centrelink is doing. The policy departments are therefore
reluctant to criticise what seems to be good work or work that has a publicly
attractive rationale.
A genuine one-stop shop for Australian government services may be a very
desirable facility. The Centrelink arrangements can be seen as an attempt at
answering the concern that has also been expressed overseas that
'departmentalism' is a barrier to effective service delivery. Centrelink may
present an excellent opportunity to provide 'joined-up' government such as
has not yet been achieved in other jurisdictions. The Blair government refers
to 'joined-up government' in which:
services and agencies are to be 'joined up' horizontally. War is to be waged on
departmentalism; public services are to become more holistic.. . Public
services are to be made more convenient to use, by means of such
arrangements as 'one-stop shops', electronic facilities for lodging forms and
direct telephone service lines (Bellamy 1998).
That sounds like Centrelink writ large.
But the drawback of the current arrangements is, of course, that government
has not formed or articulated a view or, perhaps, has not had a reason or an
opportunity to form a view, on this strategy. Resources obtained from
Centrelink's purchaser departments are being put to its service delivery
strategy, but there has been no specific decision that this is the preferred one
among possible choices that government might make. That is, government

has not expressed other preferences. Moreover, the examples cited show that
the government has made decisions subsequent to Centrelink's creation that
seem inconsistent with it having a strong, conscious, continuing notion of
Centrelink as its one-stop shop.
There are other consequences to the government not having identified a its
preferred long-term role and strategic directions for Centrelink. An obvious
example of an alternative emphasis that government might wish to make is
that it might want Centrelink to structure its operations to be more
responsive to government initiatives- that is to say, be able to get things
implemented more quickly. There could be a substantial difference in
deploying resources to meet this objective rather pursuing the one-stop shop
model. However, the issue never arises and can never easily arise under
present arrangements.
The point may or may not come when government will notice that it has not
been setting the agenda. This is precisely parallel to the position in New
Zealand where ministers have been poor 'owners' of their agencies
(Chapter 4). Purchaser interests have triumphed over ownership interests.
Ministers as purchasers want low output prices and efficient, effective
operation. As owners they would want to maximise revenue, invest in future
capacity and set strategic directions. In the Centrelink case, the second set of
interests seems to have had no appeal whatsoever. That leads to a
consideration of the purchaser-provider arrangements.
THE PURCHASER-PROVIDER ARRANGEMENTS

The second major area of tension in the Centrelink arrangements is the
purchaser-provider arrangement. This subsumes a range of related problems
including the high costs of program management in the current
arrangements. There are factors that push Centrelink to be more distant from
government and others that hold it close.
First, there has been a clear expectation among certain central agencies that
the creation of the current Centrelink arrangements is but a first step on a
path to corporatisation or even more substantial outsourcing. At least part of
the time, Centrelink's own aspirations make a common cause with this
expectation. Centrelink's own desire for less constrained managerial action,
greater autonomy (or lesser involvement or interference by purchasing
departments in its operations) tends to align it with this thinking. There is no

evidence that privatisation has been seriously considered but contestability
for services delivered by Centrelink has been discussed since 1996.
A further pressure consistent with the preceding ones comes from
purchasing departments. They, faced with a powerful monopoly provider,
hold some sympathy for creating pressure to keep Centrelink 'output prices'
lower. DEWR is the purchaser more likely to take a robust position on this,
as it deals this way with job network service providers and has no
sentimental attachment to Centrelink, which mostly comprises the old DSS
network. FaCS also has frustrations in its dealings with Centrelink but has
not seriously contemplated the implications .of organising to use other
providers. From FaCS's perspective, a lack of transparency about pricing
(associated with the lack of unit output prices) are the greatest frustration.
Centrelink has failed to clarify its individual prices for outputs and FaCS is
still paying it a global $1.7 billion or so for services (Chapter 7). Pressure
from the Department of Finance and Administration to resolve the question
of Centrelink pricing may come before ministers. If it does so, it may lead
them to consider their expectations of Centrelink's role, including whether it
is expected by them to act commercially and, perhaps, face some
competition. But that would be a very great step.
Contracts and quasi-contracts (such as the business partnership agreements)
are the central tool of performance management in purchaser-provider
arrangements. But the continuing view of Centrelink's client or purchasing
agencies has been that Centrelink has not sufficiently satisfied their
expectations, as set out in their various agreements with Centrelink's CEO.
Similarly, Centrelink sees its purchasers as too involved in the 'micromanagement' of service delivery. If Centrelink is responding to a
performance contract of sorts, it is the unwritten one that the Centrelink
Board believes it has with its owner, the government, about delivering a onestop shop.
But all of the activity associated with the formal agreements consumes
resources. That is, the purchaser-provider arrangement has costs of
operation. There are two obvious kinds: first, there are transaction costs of
the purchasing process; second, there are costs associated with Centrelink's
self-directed agenda. The second kind is very difficult indeed to estimate but
would be seen by purchasing agencies (especially FaCS) as an overhead of
dubious legitimacy funded by them. The first kind are more obvious and a
more likely point of argument.

In Chapter 4 we noted that the transaction costs of managing purchaserprovider relationships have been a concern in New Zealand. Similarly, the
costs of managing the FaCS-Centrelink relationship have been a continual
concern to both sides. For 2001-02 these costs for FaCS can be estimated at
$30-50m (Chapter 9). Presumably there are also substantial corresponding
costs on Centrelink's side, although their magnitude is not apparent. Not all
of these would be saved if the same programs were being administered in a
hierarchy rather than through a purchaser-provider arrangement. Indeed, it
is at least arguable that (as elsewhere) all that the purchaser-provider
arrangement has done is reveal what was previously hidden within the one
organisation. However, the costs of purchasing are now apparent even
though the purchasing of almost all services can be only from one source.
This must lead to questions being asked about why the relationship needs to
be purchaser-provider. Would a model like the Treasury-Australian
Taxation Office relationship be more efficient (where one organisation 'does
policy' and the other 'does administration' without any pretence of the
former purchasing from or superintending the latter)?
The fundamental question here is whether a purchaser-provider split is
worth continuing. Does this model of accountability, patterned on the
relationship of buyers and sellers in commercial transactions, confer any
additional value? Rosalky concludes that the lack of financial information
and the nature of Centrelink make the model artificial and inimical to the
primary portfolio purpose (2002, p. 13). Would hierarchy outperform the
alternatives (Chapter 3)? Worse, has the contractualism in the Centrelink
arrangements become an end in itself, consuming vast amounts of time and
effort (Chapter 4)? Does this model have ongoing value or was it merely a
convenience that facilitated government objectives in 1996 and is now a
troublesome hangover from the birth of the arrangements?
There are now two impediments within FaCS to change these arrangements.
First, because a substantial effort is put into the business of purchasing and
pseudo-contract management, a change that might threaten that role would
be resisted by at least those whose job it has become. Second, the purchaserprovider framework confers on FaCS the capacity to specify what it is (albeit
nominally) purchasing. It would be a further diminution in its power to be
stripped of this capacity. However, FaCS rather than Centrelink has the sole
authority within the portfolio to advise ministers on policy options and

initiate changes. These factors taken together, will tend to stabilise current
arrangements.
A second pressure away from purchaser-provider is that, in a sense,
ministers have rejected the model (Chapters 8 and 10). In New Zealand,
ministers showed an apparent dislike for the adversarial nature of purchaserprovider. In the UK, ministerial responsibility as the primary form of
accountability dominated in the long run, despite some uncertainty at the
commencement of Next Steps (Chapter 4). There has been no suggestion (let
alone any clamour) that further arrangements of the Centrelink sort be
introduced within the Australian government.
At its start, this thesis referred to agencies as carrying out work previously
carried out directly by public service departments. Centrelink does. that.
Also, agencies were said to be those bodies controlled not through hierarchy
but through the terms of an agreement or contract. But Centrelink has a dual
arrangement and it is plain that hierarchy (through Centrelink management
to ministers) has the upper hand over contract in this case. Purchaserprovider, in this case, is a sham. As the Department of Finance and
Administration's paper on the establishment of agencies had pointed out in
1998, 'agencies are not an appropriate solution when they cannot be at arm's
length from the Minister and involve very politically sensitive issues' (1998a,
P. 7).
Given the position of purchasing departments in advising ministers on these
matters, their particular views on accountability are likely to be influential.
Generally, FaCS and DEWR are dissatisfied with Centrelink's accountability
to them as purchasers. Centrelink sees itself as accountable primarily
through its board to the minister. Purchasers see BPAs as the primary
mechanism. The widespread perception that 'We're not funded to do that' is
first item in the Centrelink phrase-book is consistent with Schick's
observation that in New Zealand, things sometimes fall between the cracks
because managers know precisely what they are responsible for (Chapter 4).
This concern underlines how difficult it is in these affairs to spec* in
advance all those things that a purchaser wishes a provider to do. Thus it
presses more for re-integration than for a further step towards competitive
supply of service delivery. But we must also take account of the 'bureaushaping' hypothesis here. Senior departmental bureaucrats may prefer to
keep operational matters at a distance. Total control brings with it
commensurate responsibility. When operational matters work well, that is

accepted as 'normal'; but when they go wrong-and with systems of such
immense complexity and scale this happens continually- there can be a
public furore. Centrelink may also be attractive as an administrative
convenience that allows departments to stand at some distance from the
occasional failure.

Centrelink's future
The tentative general theory of agencification advanced in chapter 3 was that
the single common causal element was a struggle to maintain or assert
control, usually in the face of complexity. Although this does not explain the
creation of Centrelink it may be a basis for its change. There seem to be two
ways forward. The first depends on whether, at some future point, there will
be serious competition for any of the major roles carried out by Centrelink.
As noted earlier (Chapter 3), purchaser-provider only really works where
there is competition. There has been no evidence of the political desire or will
to make such a move.
The second option is more probable. That involves recognition that
Centrelink is a core agency not very different from a department of state;
perhaps more like the Australian Taxation Office. Such recognition could
occur through the re-amalgamation with either FaCS or modification of the
CSDA Act and abandonment of any pretence about purchaser-provider. The
political sensitivity of Centrelink's central task and overseas experience both
indicate that the second of these sub-options seems the more likely outcome.
Rosalky has argued (2002, p. 2) that the spread of responsibilities across
multiple agencies adds to the risks of managerial failure and requires smooth
co-ordination between the players. He concludes (p. 14) that only a
continuing judicious approach by the Centrelink Board and its perception of
FaCS as a key partner rather than a 'predatory monopsonist' will inhibit a
move to place it under the sole accountability of the FaCS secretary.lZ There
may be sub-options involving more substantial organisational redesign that
re-incorporate the 'natural monopoly' parts of Centrelink into an existing
department (such as the computing infrastructure) and allow other parts-

lZ Schick (2002, p. 52) has noted that the Blair Government in Britain has been able to reassert

departmental authority without formally rebeating from Next Steps. But, he adds ' Countries which
have legally separated agencies from departments may have a tougher job if they want to reunite the
two.'

say, the management of delivery at the regional office level, to operate on an
outsourced basis.
How could any change to these arrangements come about? First, it is
possible that the entire arrangement will be the subject of a further review.
This could take the guise of an evaluation. After all, it has long been a normal
requirement for all Commonwealth government programs to be evaluated
on a periodic cycle. Regardless of what might flow from such a review, it
would be likely to be presented as a further step in a coherent overall
direction, rather than any reversal of the 1996 decisions.
Second, it is possible that the government might give Centrelink some firm
direction. This could comprise clarification of how 'commercially-focused' it
should be and whether the 'one-stop shop' objective has any enduring policy
status. That clarification might be accompanied by a direction to focus only
on the services Centrelink is required to perform under service agreements it
has with Commonwealth departments. On the other hand, the government
may see more enterprising opportunities. Wettenhall has pointed out that
Australia has a remarkable history of innovation in developing public
enterprises (1990, p. 2). Although it is clear that Centrelink was not created by
a desire to extend this tradition, that is not a reason to ignore the opportunity
to take advantage of the capacities and potential of the organisation that has
been created.
Except for ministers with a direct responsibility for it, there is little evidence
of sigruficant government attachment to whatever might have followed the
introduction of the Centrelink arrangements, and certainly not to Centrelink
itself. These arrangements were a convenient solution to a set of
circumstances that obtained in 1996, not the product of a planned exercise in
institutional design. Because this point has been misunderstood (in some
cases innocently, in others, with guile or tendentiousness) there is now an
ambiguity of purpose that has allowed Centrelink both to develop its own
internal dynamic and to escape the control of its purchasers.

On 15 December 2002, the Prime Minister, JohnHoward, announced a review of corporate
governance of statutory authorities and office holders.
@ttp://www.~rn.nov.au/news/media releases/2002/media releasel984.htn-1)
This ranges over organisations with taxation and regulatory responsibilities but also includes
Centrelink. The intended outcome of the review is 'a broad template of governance principles'. If
commentary in the media is correct, the central concern that has brought about the review has been
the perception of excessive regulatory 'interference' in business. It is not clear why Centrelink has
been included.

If we accept that human affairs are governed by a complex interplay of
individual volition, structures in society and the very momentum of events,
prediction is a risky business. The future of the Centrelink arrangements
must be affected by decision-makers' own preferences (ministers and senior
officials). But it also seems plausible that Centrelink's actions, history and
circumstances are propelling it ineluctably toward further organisational
change. What might precipitate a change in direction and what form might
this take?

Talbot et al., in their analysis of the phenomenon of agencification note that:
As trust in the new arrangements builds up -and as management skills
are developed -an agency gains more room for manoeuvre. But matters
can move the other way-agencies can suffer a curbing of their
autonomy, especially if some scandal or accident has been attributed to
them possessing too much freedom (2000, p. 9).

Centrelink has not gained much room to manoeuvre. It did secure a $31
million loan from government to facilitate the October 1998 restructuring and
staff reduction program. But its remit has remained the same, its business
has been very substantially the same and the CSDA Act has not been
changed.
Instability might be inhibited were Centrelink able to establish and maintain
political support. However, it is constrained from doing so as most
sigruficant actions it can take to bolster its performance (and thereby keep up
support in the political arena) require the implementation of projects over a
cycle that exceeds the political cycle. This inherently lessens the value of such
projects to any current government.
On the other hand, there has been no move to restrict or curb Centrelink. No
major scandal or accident has yet befallen it. There have been times when it
has been the subject of news stories in the mass media. Sometimes this has
been due to error or mishap. Most often these reports have a negative
quality, for example, there have been audit reports finding that some aspect
of Centrelink administration is not adequate, there are occasional computer
systems errors causing delays in income support payments or confusing or
incorrect letters to be issued to recipients of benefits, and, most frustrating of
all, public uproar over systems that are working precisely as intended but
where policy itself is controversial. This is no different from what happened
to DSS pre-1996. But there has not yet been an incident comparable with

either Cave Creek in New Zealand or the Derek Lewis case in Britain. On the
other hand, it has developed a capacity to advance an 'operational policy'
(such as the life events approach), in contrast to overseas counterparts like
WINZ (Scott 2001, p. 87).
Nevertheless, the arrangements do not seem any more or less trusted by
government than the preceding ones. Senior managers in Centrelink have
access to ministers' offices much as they would have (and did) when they
were part of the old DSS. There is an overwhelming impression that in many
respects it is 'business as usual'. But this is to discount too far the efforts
Centrelink has made at improving service delivery. The fundamental
question is whether there will be a fuller embrace by government of a
commercial focus and purpose to Centrelink. The political sensitivity of its
main role makes this unlikely. On the other hand, will government recognise
that it has a large agency whose purpose is delivery of essential services and
which has demonstrated a capacity for innovation and improvement? If it
does that, it will need to recognise that there is a need both for some
modification of the structural arrangements to set aside the purchaserprovider pretence and, moreover, a need for clear instruction from
government on the direction Centrelink takes. Even though the
agencification did not come about with a strategic purpose in mind there
remain opportunities in what has resulted.
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